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SATURDAY,  DECEMBER  29,   1917. 

United  States  Senate, 
Committee  on  Interstate  Commerce, 

Washington,  D.  C. 

The  committee  met  at  10.30  o'clock  a.  m.,  pursuant  to  call,  in  the 
committee  room,  Capitol,  Senator  Henry  L.  Myers  presiding. 

Present :  Senators  Myers  (acting  chairman) ,  Thompson,  Cummins, 
Lol  Follette,  Poindexter,  Watson,  and  Kellogg;  also  Commissioners 
Hall  and  McCord,  of  the  Interstate  Commerce  Commission. 

The  Committee  proceeded  to  the  consideration  of  the  matter  con- 
tained in  the  resolution  S.  Res.  171,  which  is  as  follows : 

[S.  Res.  171,  Sixty-fifth  Congress,  Second  Session.] 

Resolved,  That  the  Committee  on  Interstate  Commerce  of  the  Senate  Is 
hereby  authorized  and  directed,  by  subcommittee  or  otherwise,  to  inquire  into 
and  report  to  the  Senate  at  the  earliest  practical  date  upon  the  recommenda- 
tions made  by  the  Interstate  Commerce  Commission  regarding  conditions  affect- 
ing interstate  transportation;  that  said  committee  may  conduct  such  inquiry 
by  subcommittee  or  otherwise,  and  shall  be  empowered  to  hold  sessions  during 
the  recess  of  the  Senate,  and  for  this  purpose  the  committee  or  any  subcom- 
mittee thereof  is  empowered  to  send  for  persons  and  papers,  to  administer 
oaths,  to  summon  and  compel  the  attendance  of  witnesses,  to  conduct  hearings 
and  have  reports  of  same  printed  for  use ;  and  any  expense  in  connection  with 
such  inquiry  shall  be  paid  out  of  the  contingent  fund  of  the  Senate  upom 
vouchers  to  be  approved  by  the  chairman  of  the  committee. 

The  Acting  Chairman.  The  committee  will  come  to  order.  There 
is  a  quorum  present. 

DEATH  OP  SENATOR   NEWLANDS. 

Senator  Cummins.  Mr.  Chairman,  before  the  committee  turns  its 
attention  to  public  affairs,  I  think  it  is  appropriate  for  me  to  mention 
a  very  sorrowful  fact,  of  which  we  are  all  very  conscious.  Since  our 
last  meeting  we  have  lost  our  chairman  by  death.  It  is  not  a  fitting 
time  for  eulogies,  but  I  have  felt  that  before  we  take  any  action  upon 
other  matters  that  in  compliance  with  an  informal  request,  by  which 
a  committee  was  appointed  to  draft  a  tribute  to  our  beloved  chairman, 
that  I  should  take  the  liberty  of  presenting  the  following  resolution : 

Resolved,  That  we  recognize  that  at  another  time  and  in  another  place  an  op- 
portunity will  be  presented  to  express  our  views  upon  the  life  and  services  of 
our  late  associate,  Francis  G.  Newlands ;  but  we  regard  it  as  appropriate  now 
and  here,  and  before  we  pass  to  our  accustomed  official  duties,  to  record  our 
deep  appreciation  of  his  leadership  and  work  as  chairman  of  this  committee, 
and  our  especial  bereavement  in  the  loss  of  a  dear  friend  and  constant  com- 
panion. 

1 


2  GOVERNMENT  CONTROL  AND  OPERATION   OP  RAILROADS. 

To  the  committee  and  to  every  member  of  it  he  was  more  than  a  chairman.  He 
was  a  gentle,  helpful,  guiding  counselor.  His  Information  upon  the  varied  sub- 
jects coming  before  the  committee  was  profound,  accurate,  and  comprehensive. 
He  was  a  persistent  seeker  for  the  truth  in  all  the  many  inquiries  which  the 
committee  from  time  to  time  has  been  required  to  make.  His  grasp  of  the 
difficult  and  intricate  problems  of  commerce  and  transportation  was  firm,  and 
his  clear  vision  in  this  vital  field  of  civilization  and  industry  distinguished  hi  in 
among  his  fellow   men. 

We  mourn  his  death,  and  hold  in  loving  memory  the  great  qualities  of  his 
mind  and  the  shining  virtues  of  his  heart ;  and  be  it  further 

Resolved,  That  a  copy  of  this  resolution  be  sent  to  the  family  of  the  deceased 
Senator. 

Senator  Cummins.  Mr.  Chairman,  I  move  that  that  resolution  be 
entered  upon  the  records  of  this  committee. 

Senator  Kellogg.  I  second  the  motion. 

(The  resolution  was  agreed  to  unanimously.) 

The  Acting  Chairman.  What  is  the  pleasure  of  the  committee? 
I  know  that  Senator  Pomerene  was  very  anxious  to  be  present  at  this 
meeting  as  he  spoke  to  me  about  it.  Will  the  committee  proceed  now 
or  defer  the  hearing  in  order  to  give  the  temporary  chairman,  Senator 
Pomerene,  an  opportunity  to  be  present? 

Senator  Cummins.  May  I  ask  whether  Senator  Pomerene  has  made 
any  request  for  a  postponement  or  adjournment  of  the  hearings? 

The  Acting  Chairman.  No;  he  did  not  to  me. 

Senator  Watson.  Mr.  Chairman,  I  think  it  would  be  no  discourtesy 
at  all  to  Senator  Pomerene,  who  is  more  or  less  familiar  with  all  the 
questions  involved,  for  us  to  proceed  for  at  least  an  hour,  and  I  there- 
fore move  that  we  proceed  with  the  hearing. 

(The  motion  was  agreed  to.) 

The  Acting  Chairman.  I  have  not  been  able  to  attend  all  the  meet- 
ings of  the  committee,  and  I  will  ask  what  is  the  nature  and  object 
of  the  meeting  to-day,  and  what  proceedings  are  to  be  had  ? 

Senator  Cummins.  Mr.  Chairman,  inasmuch  as  we  are  acting  upon 
a  resolution  which  I  introduced  in  the  Senate,  and  which  the  Senate 
adopted,  it  may  be  proper  for  me  to  state  my  understanding  of  the 
present  situation. 

The  members  of  the  committee  will  remember  that  in  the  beginning 
of  the  present  session  of  Congress,  the  Interstate  Commerce  Commis- 
sion, under  the  statute  which  created  the  commission,  and  which 
directed  it  to  make  reports  to  Congress  annually  and  irom  time  to 
time,  made  a  special  report;  in  fact,  there  were  two  reports  made, 
one  of  which,  as  I  understand  it,  was  by  a  majority  of  the  commission 
and  the  other  by  a  single  member  of  the  commission.  The  majority 
report  recited  very  briefly  the  conclusions  of  the  commission  respect- 
ing the  present  railway  situation  or  transportation  situation,  reach- 
ing  the  conclusion  that  something  must  be  done  in  order  to  facilitate 
and  speed  the  movement  of  traffic  in  order  to  meet  the  demands  of 
the  country  both  in  commerce  and  for  war.  The  majority  of  the  com- 
mission presented  two  alternatives,  one  Government  occupation  and 
operation,  and  in  that  way  unifying  the  transportation  system  of  the 
United  States,  and  the  other,  some  modification  of  our  present  laws 
that  related  to  pooling  and  consolidation,  and  leaving  the  railway 
companies  free  to  take  voluntary  action  that  would  result  in  the 
unification  of  transportation. 
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The  other  report  was  based  upon  precisely  the  same  conclusions  as 
to  the  inadequacy  and  inefficiency  of  the  present  method  of  manage- 
ment of  our  transportation  lines,  but  recommended  only  the  taking 
possession  of  the  railroads  by  the  Government,  and  operating  them  as 
governmental  instrumentalities.  That  recommendation  or  those  rec- 
ommendations, together  with  our  knowledge  of  the  conditions  which 
we  are  confronting,  led  me  to  offer  in  the  Senate  the  following  reso- 
lution: 

Resolved,  That  the  Committee  on  Interstate  Commerce  of  the  Senate  is  hereby 
authorized  and  directed,  by  subcommittee  or  otherwise,  to  inquire  into  and 
report  to  the  Senate  at  the  earliest  practical  date  upon  the  recommendations 
made  by  the  Interstate  Commerce  Commission  regarding  conditions  affecting 
interstate  transportation ;  that  said  committee  may  conduct  such  inquiry  by  sub- 
committee or  otherwise,  etc. 

The  remainder  of  the  resolution  is  merely  formal. 

Under  the  resolution  the  committee  met  a  week  ago,  and  there  was 
some  discussion  with  regard  to  the  time  at  which  the  hearings  should 
begin.  It  was  proposed  on  the  one  hand  that  they  should  begin  early ; 
that  is,  that  we  should  ask  the  members  of  the  Interstate  Commerce 
Commission  or  some  of  them  to  be  present  and  give  us  more  fully 
and  completely  the  reasons  which  led  to  their  conclusions.  Others 
thought  that  the  hearings,  or  the  beginning  of  the  hearings,  should 
be  postponed  until  a  later  date.  The  latter  view  prevailed,  and  the 
committee  adjourned  to  meet  on  Wednesday  morning  of  this  week. 
In  the  meantime,  a  series  of  written  questions,  or  questions  calling  for 
certain  statistical  information,  were  prepared  and  presented  to  the 
commission.  The  answer  of  the  commission  to  these  inquiries,  in  so 
far  as  they  could  be  answered  in  the  limited  time,  are  now  before 
the  committee,  which  will  be  inserted  in  the  record.  On  Monday 
night  Senator  Newlands  died  and  our  meeting  on  Wednesday  morn- 
ing was  an  informal  one;  nothing  was  done  except  to  adjourn  to  meet 
this  morning  at  10.30  o'clock. 

We  have  now  met,  and  the  question  before  the  committee  at  this 
hearing  is  the  matter  of  the  resolution,  which  I  have  read,  in  order 
that  we  may  speedily  report  to  the  Senate  our  views  with  regard  to 
the  question  involved  in  the  subject  of  the  recommendation  of  the 
commission  under  the  resolution  which  I  affered,  and  as  I  under- 
stand it,  the  members  of  the  commission  were  requested  to  be  here 
this  morning,  and  they  are  here. 

The  data  referred  to  above  is  here  printed  in  full,  as  follows:) 

December  21,  1917. 
Fairfax  Harrison,  Esq., 

Chairman  Special  Committee  on  National  Defense, 
American  Railway  Association, 

719  Thirteenth  Street  NW. 

My  Dear  Sir:  Will  you  please  furnish  to  the  Senate  Committee 
on  Interstate  Commerce  by  10.30  a.  m.  Wednesday,  December  26, 
next,  the  following  information : 

Statement  showing  amount  of  traffic  being  handled  by  the  rail- 
way companies  at  the  present  time  as  compared  with  the  previous 
years  1915,  1916,  and  1917;  or  so  much  of  said  period  as  can  be  fur- 
nished, separating  the  freight  and  the  passenger,  together  with  the 


•#<i»  hi:?  Jir.*.T   MivTBOL   A?U»   UPIO^TIOr    IF    lrtjT.3K.t."nf.. 
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amoun'  of  ffffijcht  and  passenger  equipment  no*  u  the  m  *ni* 
jouo  companies,  at  compared  witL  sue.  prp^iout  lienor  ininii 
mo'  ;\<*  jjov.iT.  an'l  ill**  extent  of  the  pre-^eni  finonacfr  ic  tz"us 
U<jh   fw    i»i^.  tii»*  district*  particularly  afie^i*-L-  anc  "Ui*  t 

U*<*M'ioj. 

Aj*o  ^;\*-  the  committee  iufoniiatian  he  it  the  eaaem  if  "Li* 
prior-1  y  ord»*rt  of  S!:ipmeut€.  and  ite  efiect  en.  tmfiiE. 

\\  nut  r;!iat  i?***-  in  method?  of  adniinisrraticiL  in.""*  bee  iii: 
w.".m,  i ii*r  ot  st  ytiur  to  relive  coiige.-ftdoi.  of  £r*arlr:  n:  z: 
fth<ii'ii<-y  oj  tiie  transportation  system,  auc  viiui  furLbsr 
ii:  !•,«*•  rio'ifc  of  ad  j*  i  'ii  ist  rat  ion  would  you  socles:  t 

Wnat.  jf  ai-y.  aUuitioiiaJ  legislation  do  you  cthumj  » 
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V<»rv  truJv.  yours. 


FlIAKGB    f 


TllJS    AMJCKKAN    KaILWAT    AssC»C1ATK'N. 

Sj'*.<;jAl,  (.OMMITTEt  OX  XaTKNAI.  DEFEASE, 

Watslhtgioru  Z>.  <'..  ZUcember  £+.  1917 \ 
Hon*  Kiomj*  G,  Xkwlaxus. 

'  hvirnvm  Committee  on  Interstate  Commerce* 

United  States  Senate,  Washington*  D.  C. 
1)*:ah  ,wji<;  In  compliance  with  the  request  contained  in  tout  letter 
of   Ih'fi-uAwr  21,  thib  committee  is  sending  you  herewith  on  the 
attu<  1j<'<1  hlic^'tK  answers  to  the  several  questions  propounded  by  you. 

Faithfully,  yours,  Fairfax  Harrison. 
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Exhibit  1. 

Statement  Showing  Amount  of  Traffic  Beino  Handled  by  the  Railway 
Companies  at  the  Present  Time  as  Compared  with  the  Previous  Years, 
1915,  1916,  and  1917,  or  so  Much  of  Said  Period  as  can  be  Furnished,  Sep- 
arating the  Freight  and  the  Passenger,  together  with  the  Amount  of 
Freight  and  Passenger  Equipment  now  in  Use  by  the  Railroad  Companies, 
as  Compared  with  Satd  Previous  Periods,  including  Motive  Power,  and 
the  Extent  of  the  Present  Shortage  of  Transportation  Facilities,  the 
Districts  Particularly  Affected,  and  the  Reasons  Therefor. 

Freight  and  passenger  traffic  and  freight  and  passenger  revenues,  Classes  I  and 

II  roads,  calendar  years  1915-1017. 


Item. 

Year  ended 
June  30, 1915. » 

Calendar 
year  1915. 

Year  ended 
June  30, 1916.1 

339,870,323,675 
3.229,614,130 

Calendar 
year  1916. 

Calendar 
year  1917. 

Revenue  ton-miles: 
Class  1  roads 

273. 913. 008.569 

«362,134,291,397 

396,433,153,184 

Class  II  roads 

2.917.296,154 

Total  classes   I 
and  II  roads... 
Ratio  of  total  to  Class 
Ionlv4 

276.830.302,723 

<309.965.120.264 

1.01001478 

100. 0 

343,099,937,805 

•365,760,989,679 

•400,403.341,005 

Relative  amounts  cal- 
endar year  1915*100. 

ns.o 

129.2 

Passenger  miles 

Class  I  roads 

31.789.928.187 
594.319.376 

33,645.908,150 
587.687,977 

>  34, 573, 372. 696 

• 

Class  11  roads 



(') 

Total  classes   I 
and  II roads... 

I                             j 
32,384.247,563  <  33. 298. 921. 845     34.213.596.127 

•35,186,307,900 

Ratio  of  total  to  Class 
Ionlv4 

1.01775796 

Relative  amounts  cal- 
endar year  1015—100. 

100.0 

105.7 

Freizht  revenue: 

Class  II  roads 

$1,988,522,179 
$49,604,029 

'$2,148,417,980 

$2,402,210,995 
$54,721,135 

>  $2, 557, 807, 255 

•$2,837,385,232 

Total  classes   I 
and  II roads... 
Ratio  of  total  to  Class 
I  only  • 

$2,038,126,208 

•$2,199,465,057 

1.02376031 

100.0 

$2,458,932,130 

•$2,618,581,548 

•  $2,904,802,385 

Relative  amounts  cal- 
endar year  1915- 100 . 

1191 

132.1 

Psssaneer  revenue: 
Class  II  roads 

$630,705,841 
14,942,279 

•$646,317,227 

$673,806,175 
13,446,474 

• $706, 149,005 

•  $814,267,775 

Total  classes   I 
and  II  roads... 
Ratio  of  total  to  Class 
I  only  • 

$645,648,120 

•$660,382,557 

1.02176196 

100.0 

$687, 252.,  649 

•  $721,516,191 

•$831,987,838 

Relative  amounts  cal- 
endar year  1915— 100 . 

• 

109.3 

126.0 

1  As  reported  by  the  Interstate  Commerce  Commission. 

•  Compiled  by  Bureau  of  Railway  Economics  from  annual  reports  of  roads  to  Interstate  Commerce 
Commission. 

•  Estimated  from  monthly  reports  of  Class  I  roads  to  the  war  board  on  freight  operations,  as  per  accom- 
panying Exhibit  1. 

1  Average  for  years  ended  June  30, 1915  and  1916. 

•  Estimated  by  multiplying  amounts  shown  for  Class  I  roads  by  the  ratio  of  aggregate  for  Class  I  and 
Class  II  roads  to  the  amount  for  Class  I  roads  only. 

•  Average  for  years  ended  June  30, 1915  and  1916. 
T  No  data. 

•  Sum  of  revenues  reported  by  months  during  1015. 

•  Estimated  from  monthly  reports  of  revenues  and  expenses  to  Interstate  Commerce  Commission,  as 
P«  accompanying  Exhibit  2. 
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Estimate  of  Ton-Miles  for  Calendar  Year  1917 — Roads  Reporting  to  Decem- 
ber 24,  1917,  Totals  for  January-March,  Inclusive. 


Bessemer  &  Lake  Erie. 
Buffalo,  Rochester  &  Pittsburgh. 
Chicago  &  Eastern  Illinois. 
Elgin,  Joliet  &  Eastern. 
Grand  Rapids  &  Indiana. 
Hocking  Valley. 
Lehigh  &  Hudson  River. 
Pittsburgh  &  West  Virginia. 
Toledo,  St.  Louis  &  Western. 
Mobile  &  Ohio. 

Nashville,  Chattanooga  &  St.  Louis. 
New  Orleans  Great  Northern. 
Southern  Railway  in  Mississippi. 
Arizona  Eastern. 


Chicago  &  North  Western. 

Chicago  Great  Western. 

Chicago,  Peoria  &  St.  Louis. 

Rock  Island  System. 

Colorado  Midland. 

Denver  &  Salt  Lake. 

Louisiana  &  Arkansas. 

St  Louis-San  Francisco. 

Southern  Pacific  (lines  in  Texas  and 

Louisiana). 
Texas  &  Pacific. 
Norfolk  &  Western. 

(Total  mileage,  39,141.) 


(a)  Revenue  ton-miles,  January-March,  1917 1 13,057,869,430 

(6)  Revenue  ton-miles,  April-September,  1917 30,802,029,539 


(c) 


Total  January-September,  1917 43, 859, 898,  969 


(d)  Ratio  ton-ntiles  January-September  is  to  April-September 

(c)  -s-  (6) 1.423929 

(c)   Revenue  ton-miles  all  Class  I  roads  April-September,  1917-  206, 153, 354,  471 
(/)  Estimated  revenue  ton-miles  all  Class  I  roads  January- 
September  (e)    X    {d) 293,547,710,346 


Roads  Reporting  to  December  24,  1917,  Totals  for  October,  1917. 


Baltimore  &  Ohio. 

Baltimore,  Chesapeake  &  Atlantic. 

Bessemer  &  Lake  Erie. 

Boston  &  Maine. 

Buffalo  &  Susquehanna. 

Buffalo,  Rochester  &  Pittsburgh. 

Central  New  England. 

Chicago  &  Erie. 

Chicago,  Indianapolis  &  Louisville. 

Cumberland  Valley. 

Delaware,  Lackawanna  &  Western. 

Detroit  &  Toledo  Shore  Line. 

Elgin,  Joliet  &  Eastern. 

Erie. 

Hocking  Valley. 

Lehigh  &  New  England. 

Long  Island. 

New  York,  Chicago  &  St.  Louis. 

New  York,  New  Haven  &  Hartford. 

New  York,  Susquehanna  &  Western. 

Pennsylvania  R.  R.   (Lines  East). 

Pere  Marquette. 

Reading  System. 

Pittsburgh  &  West  Virginia. 

Staten  Island  Rapid  Transit. 

Toledo,  St.  Ix)uis  &  Western. 

Wabash. 

Western  Maryland. 

Wheeling  &  Lake  Erie. 

Alabama  &  Vlcksburg. 

Chesapeake  &  Ohio. 

Georgia  Southern  &  Florida. 

Gulf,  Mobile  &  Northern. 

Illinois  Central. 

Mobile  &  Ohio. 

New  Orleans  Great  Northern. 

Norfolk  &  Western. 

Southern  Railway. 


Southern  Ry.  in  Mississippi. 
Arizona  Eastern. 
Atchison,  Topeka  &  Santa  Fe. 
Chicago  &  North  Western. 
Chicago,  Burlington  &  Quincy. 
Chicago  Great  Western. 
Chicago,  Peoria  &  St.  Louis. 
Chicago,   St.   Paul,   Minneapolis  & 

Omaha. 
Colorado  &  Southern. 
Colorado  Midland. 
Denver  &  Salt  Lake. 
Duluth  &  Iron  Range. 
El  Paso  &  Southwestern. 
Fort  Worth  &  Denver  City. 
Great  Northern. 
Gulf,  Colorado  &  Santa  Fe. 
International  &  Great  Northern. 
Kansas  City  Southern. 
Los  Angeles  &  Salt  Lake. 
Louisiana  &  Arkansas. 
Minneapolis  &  St.  Louis. 
Minneapolis,  St.  Paul  &  Sault  Ste. 

Marie. 
Missouri  Pacific. 
Northern  Pacific. 
Panhandle  &  Santa  Fe. 
St.  Louis-San  Francisco. 
St.  Louis,  San  Francisco  &  Texas. 
Southern  Pacific  Co.  System. 
Southern  Pacific  (Lines  in  Texas  and 

Louisiana). 
Spokane,  Portland  &  Seattle. 
Texas  &  Pacific. 
Trinity  &  Brazos  Valley. 
Vlcksburg,  Shreveport  &  Pacific. 
Wichita  Valley. 

(Total  mileage,  139,433.) 
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(c)  Revenue  ton-miles,  October,  1917 

(6)  Revenue  ton-miles,  April-September,  1917 

(c)  Per  cent  ton-miles  for  October  were  of  April-September  _ 

(d)  Revenue  ton-miles  all  Glass  I  roads,  April-September, 

1917 

(c)  Estimated  revenue  ton-miles  all  Class  I  roads,  October 

id) X (c)  

(/)  Estimated  ton-miles  all  Glass  I  roads,  January-Septem- 
ber. 1917 

(q)  Estimated  revenue  ton-miles  all  Glass  I  roads,  January- 
October   (e)  +(/) 

{h)  Freight  revenue  Class  I  roads,  January-October,  1916 

(t)  Freight  revenue  Class  I  roads,  calendar  year  1916 

(;")  Ratio    revenues,     calendar    year    to    January-October 

ii)-ir(h) 

(k)  Estimated  revenue  ton-miles  all  Class  I  roads  in  1917 

on  basis  of  ratio  of  freight  revenue  in  1916  (g)  X  (/) 

Considering  the  exceptional   volume  of  present  traffic,  ton- 
miles  for  1917  will  doubtless  reach,  Class  I  roads 


22, 436,  704,  008 

129, 909,  667,  573 

17.  271004 

206, 153, 354, 471 

35,  604,  754, 015 

1 293, 547, 710, 346 

329, 152,  464,  361 
$2, 123,  708,  761 
$2,  557,  807, 255 

1. 204406 

396,  433, 153, 184 

400. 000, 000. 000 


Estimate  of  freight  and  passenger  revenue  for  calendar  year  1917. 

(a)  Freight  revenues,  January-October,  1916 $2,123,708,761 

(&)  Freight  revenues,  12  months  1916 $2,557,807,255 

(c)  Ratio,  12  months  to  January-October  (b)-^-(a) 1.204405 

(d)  Freight  revenues,  January-October,  1917 $2,355,839,708 

(e)  Estimated  freight  revenues,  12  months,  1917  (d)X(c) $2,837,385,232 


(a)  Passenger  revenues,  January-October,  1916 

(b)  Passenger  revenues.  12  months  1916 i 

(c)  Ratio,  12  months  to  January-October  (b)-^-(a) 

(d)  Passenger  revenues,  January-October,  1917 

(e)  Estimated  passenger  revenues,  12  months  1916,  (d)X(c) 


$585,  271,  004 
$706, 149,  005 
12. 005334 
$674,  882,  084 
$814,  267,  775 


Equipment  in  service  on  railways  of  the  United  States. 


Equipment. 

June  30, 
1915.* 

61.883 
2,062 

June  30, 
1916." 

60.790 
1,928 

Dec.  31, 
1916.* 

Steam  locomotives: 

Chss  I  road 

60,945 

Class  II  road 

Total  Classes  I  and  II  roads 

63,945 

62.718 

Other  locomotives: 

Class  I  roads 

243 
17 

267 
14 

322 

Class  II  roads 

Total  Classes  I  and  II  roods 

260 

281 

Total  locomotives: 

Class  I  roads 

62,126 
2,079 

61.057 
1,942 

61,267 

Class  II  roads 

• 

Tntal  Cfoimtfl  i  And  it  roads 

64,205 

62,999 

frefeht  cars: 

Class  I  roads 

2,286.792 
60,140 

2.236.312 
53,201 

2,277,970 

Class  II  roads 

Tout  rtaff«T  and  TTrmvis^                           

2,346.932 

2.289,613 

Passenger  cars: 

Class  I  roads 

52.690 
2,086 

51,670 
2,060 

52,146 

Class  II  roads 

Total  Classes  I  and  II  roads 

64,776 

53,730 

!£w  first  sheet. 

'Reported  by  the  Interstate  Commerce  Commission. 

1  Computed  by  Bureau  of  Railway  Economics  from  annual  reports  to  Interstate  Commerce  Commission. 

Note.— The  only  data  available  for  1917  are  those  shown  In  the  monthly  reports  of  freight  operations  to 
ue  war  board,  and  these  show  only  freight  locomotives  and  nothing  as  to  passenger  cars. 
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THE  PRESENT  SHORTAGE  OF  TRANSPORTATION  FACILITIES,   THE   DISTRICTS 
PARTICULARLY   AFFECTED,   AND   THE  REASONS   THEREFOR. 

As  will  appear  from  other  pages  of  this  report,  the  demand  for 
transportation  in  the  United  States  has  in  the  past  year  suddenly 
exceeded  the  capacity  of  the  railroads  in  the  limited  but  most  im- 
portant territory  lying  east  of  the  Mississippi  River  and  north  of 
the  Ohio  and  Potomac  Rivers.  In  this  territory  are  the  chief  muni- 
tion plants  and  other  basic  industries  upon  which  the  United  States 
is  relying  in  its  war  preparations.  The  stimulated  activity  of  these 
industries — many  of  which  are  new  and  created  since  the  United 
States  entered  the  war — has  created  a  demand  for  transportation  in 
that  territory  which  has  caused  a  congestion  in  transportation.  Rail- 
road officers  in  that  territory  have  for  several  years  been  urging  the 
economic  necessity  of  enlarging  the  plant,  though,  of  course,  none 
of  them  anticipated  the  extent  of  the  present  demand.  The  reasons 
why  the  plant  was  not  enlarged  more  than  it  has  been  are  part  of  the 
recent  economic  history  of  the  United  States,  which  have  been  urged 
on  behalf  of  the  railroads  upon  Senator  Newlands's  joint  committee. 

Outside  of  the  territory  mentioned,  that  is  to  say,  west  of  the  Mis- 
sissippi River  and  south  of  the  Potomac  and  Ohio  Rivers,  there  has 
been  no  such  congestion  as  to  delay  materially  the  movement  of  all 
traffic  offering.  The  railroads  in  this  large  territory  have  had  their 
maximum  traffic,  but  so  far  have  been  able  to  move  it  without  mate- 
rial difficulty. 

There  have  been  "  car  shortages,"  that  is  to  say,  demands  for  cars 
in  excess  of  the  supply  in  this  territory  from  time  to  time  and  tem- 
porarily, though  some  of  them  have  been  acute.  These  have  been  due 
not  to  the  fact  that  the  railroads  in  this  territory  have  not  supplied 
sufficient  cars,  but  to  the  fact  that  their  cars  have  been  tied  up  in 
congested  eastern  territory.  All  special  requirements  of  car  supply 
have,  however,  through  the  endeavors  of  this  committee  and  its  com- 
mission on  car  service,  eventually  been  met  by  arbitrary  relocation  of 
equipment  out  of  the  eastern  territory. 

We  believe  that  the  congestion  in  the  eastern  territory  can  be 
cleared  up  by  the  remedies  now  applied,  and  that  with  the  sympathy 
and  support  of  the  Government  authorities  adequate  transportation 
for  all  real  needs  can  be  provided  in  the  eastern  territory,  as  else- 
where in  the  country,  without  material  immediate  increase  in  the 
plant. 

Exhibit  2. 

information  as  to  the  extent  of  the  use  of  priority  orders  of 

shipments,  and  its  effect  on  traffic. 

The  use  of  requests  for  priority  in  car  supply  and  movement  has 
been  very  general  for  the  past  six  months  or  more  on  the  part  of  the 
Army,  the  Navy,  and  the  United  States  Shipping  Board.  The  origi- 
nal plan  contemplated  that  the  commission  on  car  service  should  oe 
furnished  with  copies  of  all  such  requests,  but  the  method  of  han- 
dling, especially  by  representatives  01  the  Army,  has  been  lax,  and 
it  is  believed  that  there  were  a  great  many  such  requests  made  on  the 
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railroads,  direct  copies  of  which  never  reached  us.  Furthermore, 
much  of  the  movement  represented  by  these  requests  extends  into  the 
future,  so  that  it  is  not  possible  to  make  any  figures  that  would  fairly 
represent  the  volume  of  traffic  that  has  been  handled  by  the  railroads 
in  compliance  with  requests  for  preference.  It  is  proper  to  state  that 
the  careless  manner  in  which  preference  requests  have  been  handled 
heretofore  has  now  been  corrected. 

As  stated  above,  however,  the  blanks  for  the  purpose  were  used 
freely  and  the  volume  of  traffic  handled  in  this  manner  was  undoubt- 
edly large;  but  it  is  quite  impossible  to  state  in  figures  what  effect 
this  has  had  on  the  movement  of  other  traffic.  It  has,  however,  been 
a  burden  obvious  to  all  in  touch  with  the  subject.  The  Pennsylvania 
Railroad  reports  that  at  one  time  85  per  cent  of  the  traffic  on  their 
Pittsburgh  division  was  handled  under  preference  orders.  It  has 
been  claimed  also  from  time  to  time,  especially  by  some  of  the  smaller 
lines,  that  all  of  their  available  equipment  was  required  to  take  care 
of  Government  shipments. 

The  foregoing  relates  to  preference  shipments  for  account  of  the 
United  States  Government.  Added  to  this  have  been  shipments  for 
account  of  the  allies,  amounting  to  many  thousands  of  cars,  which 
have  been  given  a  degree  of  preference  by  special  order. 


Exhibit  3. 

The  American  Railway  Association, 

Special  Committee  on  National  Defense, 

Washington,  D.  C,  December  22,  1917. 

CHANGES  IN  METHOD8  OF  ADMINISTRATION  ADOPTED  WITHIN  THE  PAST 
YEAR  TO  RELIEVE  CONGESTION  OF  FREIGHT  AND  INCREASE  THE  EFFI- 
CIENCY OF  THE  TRANSPORTATION   SYSTEM. 

The  executive  committee  of  the  American  Railway  Association 
special  committee  on  national  defense  was  created  on  April  11, 
1917,  five  days  after  the  declaration  of  war  by  the  United  States  on 
Germany.  Following  the  declaration  of  war,  Secretary  of  the  In- 
terior Lane  introduced  and  had  passed  this  resolution  in  the  Council 
of  National  Defense : 

Resolved,  That  Commissioner  Willard  be  requested  to  call  upon  the  railroads 
to  so  organize  their  business  as  to  lead  to  the  greatest  expedition  in  the 
movement  of  freight. 

In  response  to  which  the  chief  executives  of  most  of  our  large  rail- 
way systems  met  in  Washington  and — 

Resolved,  That  the  railroads  of  the  United  States,  acting  through  their 
chief  executive  officers  here  and  now  assembled,  and  stirred  by  a  high  sense 
of  their  opportunity  to  be  of  the  greatest  service  to  their  country  in  the 
present  national  crisis,  do  hereby  pledge  thomselves,  with  the  Government  of 
the  United  States,  and  with  the  governments  of  the  several  States,  and  one 
with  another,  that  during  the  present  war  they  will  coordinate  their  operations 
in  a  continental  railway  system,  merging,  during  such  period,  nil  their  merely 
individual  competitive  activities  In  the  effort  to  produce  a  maximum  of  na- 
tional transportation  efficiency.  To  this  end  they  hereby  agree  to  create  an 
organization  which  shall  have  general  authority  to  formulate  in  detail  and 
from  tim*  to  time  a  policy  of  operation  of  all  or  any  of  the  railways,  which 
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policy,  when  and  as  announced  by  such  temporary  organization,  shall  be  accepted 
and  earnestly  made  effective  by  the  several  managements  of  the  Individual 
railroad  companies  here  represented. 

Following  the  adoption  of  this  resolution,  631  railroads,  compris- 
ing 262,000  miles  of  lines  in  the  United  States,  immediately  coor- 
dinated their  activities,  and  for  eight  months  have  been  operated  as 
a  unified  continental  system.  In  another  resolution,  contemporane- 
ously adopted,  the  railroads  agreed  "  to  the  direction  of  the  executive 
committee  in  all  matters  to  which  its  authority  extends,  as  expressed 
in  the  resolution  heretofore  adopted."  This  executive  committee, 
composed  of  five  railroad  executive  officers,  sits  continuously  in 
Washington  and  is  commonly  known  as  the  railroads'  war  board. 
Quoting  the  chairman  of  our  central  department,  "  by  this  act,  this 
great  railway  system  with  all  its  facilities  was  made  to  serve  the 
Government  in  this  crisis  as  completely  as  if  it  had  owned  them; 
and  at  the  same  time  the  Government  was  spared  the  expense  of 
buying  the  roads  and  the  responsibility  and  labor  of  managing  them. 

"  Perhaps  the  most  significant  feature  of  the  matter  was  that  this 
act  on  the  part  of  the  railways  was  purely  voluntary.  No  law  re- 
quired it.  Another  of  its  very  significant  features  was  that  the  step 
was  taken  without  any  prospect  of  special  consideration  or  compen- 
sation having  been  held  out  by  the  Government.  In  England  the 
railways  have  been  united  for  operating  purposes  during  the  war  into 
a  single  system;  but  there  this  action  was  required  by  law,  and 
each  railway  was  guaranteed  the  same  net  return  that  it  had  earned 
before  the  war  began. 

The  individual  companies  composing  our  railway  system,  through  the  or- 
ganization formed  by  themselves,  placed  their  facilities  at  the  service  of  the 
Government  without  any  understanding  or  promise  that  if  this  resulted  in  loss 
to  any  individual  line,  this  loss  would  ever  be  made  good. 

The  additional  expense  of  this  organization  to  the  carriers  is 
$800,000  per  year;  the  Government  assumes  no  expense  or  obligation 
whatsoever. 

A  large  part  of  the  work  of  the  committee  has  been  to  stimulate 
the  American  railroads  to  greater  efficiency  and  to  cut  out  unnecessary 
competitive  practices.  This  has  been  done  in  various  ways,  very 
largely  through  the  agencies  of  the  commission  on  car  service  and  its 
33  subcommittees  covering  the  entire  United  States,  whereby  the 
most  cordial  and  cooperative  relations  have  been  established  with 
the  public. 

SOME  THINGS   THE    WAR  BOARD   HAS   DONE. 

1.  Formulated  probably  the  most  satisfactory  car-service  rules 
which  the  railroads  have  ever  had.  Arranged  at  once  to  pool  box  cars 
so  that  £hey  circulate  as  freely  over  the  United  States  as  bank  notes, 
and  thereafter  arranged  to  pool  coal-carrying  cars  to  promote  their 
equally  free  circulation  and  to  transfer  locomotives  from  one  line  to 
another  to  meet  unusual  traffic  requirements. 

2.  Established  the  most  cordial  and  cooperative  relations  with  com- 
mercial bodies,  individual  shippers,  State  railroad  commissions, 
manufacturers'  associations,  etc.,  through  the  organization  of  6  de- 
partments coextensive  with  those  of  the  Army  and  33  subcommittees 
of  the  commission  on  car  service  covering  the  entire  United  States. 


GOVERNMENT  CONTROL  AND  OPERATION   OF  RAILROADS.  11 

3.  Is  conducting  an  active  campaign  for  the  conservation  of  facili- 
ties through  intensive  loading  of  cars,  locomotives,  etc.,  evidenced  by 
statistics  for  the  six  months  April  to  September,  1917,  thus:  Two 
hundred  and  four  billions  seven  hundred  and  three  millions  ton-miles 
have  been  handled  on  Class  I  roads  (gross  revenues  exceeding  $1,- 
000,000  per  annum),  representing  about  95  per  cent  of  their  total 
traffic,  or  34,060,000,000  per  month,  an  increase  of  20.3  per  cent  over 
the  average  ton-miles  handled  per  month  in  1916,  and  50  per  cent 
over  the  monthly  average  of  1915.  Estimating  therefrom  the  ton- 
mileage  for  the  whole  year  would  produce  the  astounding  total  of 
409,405,000,000,  an  increase  of  135,164,000,000  over  1915.  A  concep- 
tion of  the  magnitude  of  this  additional  business  thrown  upon  and 
handled  by  our  American  roads  may  be  formed  thus:  The  ton- 
mileage,  according  to  the  latest  statistics  available,  of  the  railroads  of 
Canada,  Germany,  Great  Britain,  Russia,  France,  and  Austria  (ex- 
cluding Hungarv),  embracing  178,542  miles  of  line,  serving  a  popu- 
lation of  323,000,000,  is  137,928,000,000,  or  substantially  the  same  as 
the  increase  only  of  the  traffic  on  our  lines  in  two  years. 

Another  way  in  which  to  visualize  this  accomplishment:  In  the 
first  six  months  after  we  entered  the  war  the  railroads  handled  as 
much  freight  traffic  as  they  did  in  the  entire  year  1906.  In  1906  the 
average  freight  train  was  344  tons,  compared  with  675  tons  in  the 
six  months  following  the  declaration  of  war.  If  traffic  of  these  six 
months  in  1917  had  moved  in  the  same  average  train  load  as  in  1906, 
96  per  cent  more  freight-train  service  would  have  been  required.  The 
actual  freight-train  miles  run  in  six  months  were  330,000,000.  On  the 
basis  of  the  train  load  of  1906,  645,000,000  miles  would  have  had  to 
be  run.  The  saving  of  315,000,000  freight-train  miles  effected  by  this 
increase  in  trainload  is  the  only  thing  which  has  maintained  the 
solvency  of  our  railway  system,  in  the  face  of  almost  stationary 
freight  and  passenger  rates  and  enormously  increasing  expenses  of 
all  kinds. 

Efficiency  of  the  plant  has  been  increased  in  every  direction.  The 
number  of  freight  locomotives  in  service  has  been  increased  by  greater 
speed  in  repairing  in  order  to  reduce  the  time  in  shops.  The  same  re- 
sult has  been  accomplished  as  to  freight  equipment.  Tons  handled 
per  car  and  per  train  have  increased,  as  have  the  average  miles 
run  per  locomotive  and  per  car  per  day.  The  resultant  effect  of  all  of 
these  economies  is  shown  in  the  1,094,800  ton-miles  handled  per 
month  per  locomotive,  an  increase  of  16  per  cent,  for  the  six  months 
ending  September  30,  1917,  and  the  14,670  ton-miles  handled  per 
freight  car,  in  the  same  period — an  increase  of  14.2  per  cent — in  each 
case  over  the  preceding  year.  In  effect,  this  added  4,897  locomotives 
and  339,427  freight  cars  to  the  equipment  of  the  carriers.  Two  thou- 
sand eight  hundred  and  forty  locomotives  and  141,475  freight  cars  on 
the  average  were  ordered  annually  between  1907  and  1916;  this  addi- 
•i^nal  equipment,  therefore,  was  equivalent  to  the  immediate  de- 
livery, without  cost,  of  one  year  and  nine  months'  locomotive  orders 
and  two  years  and  four  months'  car  orders. 

Through  the  acquiescence  of  the  public  and  the  consent  of  State 
commissions,  28,656,983  unnecessary  passenger  train-miles  have  been 
discontinued,  resulting  in  saving  i.800,000  tons  of  coal  per  annum, 
and  the  release  of  570  locomotives  and  2.800  train  and  engine  men  for 
freight  service. 
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4.  Developed  a  policy  of  relocating  cars  by  ordering  their  movement 
empty.  Since  May  1  orders  for  moving  222,027  cars  have  been  is- 
sued, of  which  188,280  have  been  delivered  off  the  initial  lines.  This 
change  from  previous  policy  is  the  most  radical  and  far-reaching  act 
that  the  committee  has  ever  authorized.  It  has  relieved  the  congested 
eastern  and  seaboard  areas  and  has  increased  car  supply  on  southern 
and  western  lines.  The  movement  has  been  very  expensive  to  the 
roads  that  moved  the  empties,  but  all  orders  have  been  cheerfully 
and  promptly  obeyed. 

Undef  what  is  known  as  the  Esch  car-service  act,  placing  the  con- 
trol of  cars  used  in  interstate  commerce  in  the  Interstate  Commerce 
Commission,  the  Chief  of  the  Division  of  Car  Service,  and  the  ex- 
amining attorney  of  the  Division  of  Car  Service,  of  the  Interstate 
Commerce  Commission,  have  been  sitting  regularly  with  the  Com- 
mission on  Car  Service  since  the  29th  of  May,  1917,  thereby  subject- 
ing all  orders  issued  by  the  commission  on  car  service  to  the  approval 
of  the  Interstate  Commerce  Commission. 

5.  Created  the  coordinating  committee  on  exportations,  whose 
function  is  to  assemble  information  in  relation  to  the  bottoms,  both 
in  port  and  in  transit,  available  for  export  shipments,  in  order  to 
divert  traffic  where  necessary  to  prevent  congestion  and  to  expedite 
shipments.  The  committee  consists  of  chairman  of  the  commission 
on  car  service,  a  special  representative  of  the  executive  committee, 
together  with  representatives  of  the  Army,  the  Navy,  the  Shipping 
Board,  the  Food  Administration,  the  British  ministry  of  shipping, 
and  the  traffic  representative  of  the  allied  Governments.  This  com- 
mittee has  regulated  the  movement  of  grain  for  export,  reducing 
the  number  of  cars  required  without  blocking  port  facilities. 

6.  In  collaboration  with  the  Committee  on  Coal  Production  of  the 
Council  of  National  Defense  it  brought  about  the  pooling  of  Lake 
and  tidewater  coals,  reducing  the  number  of  classifications  from  677 
to  97  of  the  former,  and  from  900  to  125  of  the  latter,  which  resulted 
in  the  much  more  expeditious  movement  of  cars  and  vessels,  and 
thereby  conserved  transportation. 

Great  anxiety  prevailed  throughout  the  summer  and  autumn  for 
fear  that  the  necessary  tonnage  of  lake  coal  to  the  northwest  and  of 
ore  from  lower  lake  docks  could  not  be  moved  before  the  close  of 
navigation.  These  requirements  have  been  satisfactorily  met.  These 
fears  were  inspired  by  alarming  reports  of  shortage  of  coal  published 
in  many  parts  of  the  country.  This  shortage  is  due  chiefly  to  the 
enormous  increase  in  the  demand  for  coal,  and  to  faulty  distribution, 
and  can  not  fairly  be  attributed  altogether  to  lack  of  transportation. 
The  records  of  the  railroads  show  not  only  that  the  coal  operators 
have  produced  more  coal  than  ever  before,  but  that  in  the  eight 
months,  April  to  November,  inclusive,  the  railroads  have  hauled  and 
delivered  1,101,677  more  cars  of  anthracite  and  bituminous  coal  than 
for  the  same  months  in  1916,  an  increase  of  15  per  cent  in  anthracite 
and  18  per  cent  in  bituminous,  over  the  best  record  ever  previously 
made.  The  railroads  have  not  been  able  at  all  times  to  carry  all  the 
coal  offered,  but  has  any  other  industry  responded  more  efficiently  to 
the  demands  created  by  the  war  than  these  statistics  show  the  rail- 
roads to  have  done  ?  And  the  railroads  have  accomplished  what  they 
have  under  the  greatest  difficulties,  which  we  shall  mention  in  detail 
hereafter.    The  coal  problem  is  not,  as  has  been  represented,  alto- 
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gether  one  of  transportation.  It  is  primarily  a  problem  of  distribu- 
tion, for  which  the  public  must  share  the  responsibility.  The  present 
system  of  distribution  involves  a  great  amount  of  cross-haul  of  coal, 
and  a  resulting  large  waste  of  transportation.  The  remedy,  which 
doubtless  requires  surrender  of  convenience  and  old  habits,  is  clear; 
it  is  to  cause  coal  to  be  supplied  to  every  section  from  the  mines 
nearest  that  section.  No  one  unacquainted  with  the  facts  can  con- 
ceive the  unnecessary  long  hauls  of  coal  which  have  grown  up  under 
the  right  of  the  shipper  to  route  his  coal  as  he  pleases.  Whatever 
may  have  been  the  justification  for  it  in  normal  times,  this  practice 
effectually  reduces  the  efficiency  of  the  transportation  facilities  in 
the  time  of  the  heaviest  traffic  ever  experienced. 

7.  It  has  recommended  to  the  Food  Administrator  to  transfer  the 
movement  of  foodstuffs  and  other  export  material  to  southern  and 
Gulf  ports  to  as  large  a  degree  as  compatible  with  public  interest 
in  order  to  relieve  the  congested  eastern  territory  of  an  equivalent 
amount  of  train  service.  The  recommendation  was  put  m  effect 
at  once. 

8.  In  conferences  with  the  Priorities  Committee  of  the  General 
Munitions  Board  it  has  taken  steps  to  expedite  material  required 
in  the  construction  of  locomotives  and  cars. 

9.  It  has  arranged  for  the  great  simplification  of  the  accounts 
relating  to  Government  transportation,  which  greatly  expedites  the 
movement  of  Government  freight,  and  for  a  central  accounting 
bureau  through  which  the  centralization  of  all  transportation  ac- 
counts against  the  Government  are  to  be  handled. 

10.  It  has  submitted  to  the  War  Department  a  simplified  basis  for 
military  war  tariffs  and  forms  of  waybilling  and  assessing  freight 
charges  on  Army  impedimenta. 

11.  It  has  prepared  designs  for  armored  cars  and  special  equip- 
ment for  hospital  and  troop  train  service,  and  has  arranged  to 
build  sample  cars  for  them. 

12.  It  has  prepared  complete  routing  charts  for  the  use  of  the 
Government  in  moving  troops  between  military  posts  and  to  mobili- 
zation points,  cantonments,  and  points  on  the  Mexican  border  and 
Atlantic  and  Gulf  ports,  whereby  2,052,418  troops  have  been  moved 
to  date  in  36,735  passenger  and  10,640  freight  cars,  assembled  in 
3,603  special  trains,  winning  the  following  commendation  of  Q.  M. 
Gen.  Chauncey  D.  Baker: 

One  million  troops  have  been  mobilized  without  the  slightest  disturbance 
to  commercial  traffic,  and  if  the  public  knew  what  the  railroads  have  done, 
the  self-sacrifice,  the  long  hours  the  various  heads  of  the  roads  have  put  In, 
there  would  be  no  eritlcism    *     *     *. 

And  from  Secretary  of  War  Baker  this : 

Commenting  on  the  work  done  by  the  railroads  in  connection  with  the 
mobilization,  Mr.  Baker  said  figures  now  available  show  that  since  early  In 
August,  when  large  troop  movements  begun,  the  roads  have  transported 
502,000  soldiers  to  various  points  without  any  serious  derangement  of  their 
regular  passenger  schedules  and  at  the  same  time  have  absorbed  an  enormous 
additional  freight  traffic  brought  on  by  war  conditions. 

"This  strikingly  illustrates,"  he  added,  "the  patriotic  cooperation  of  Ameri- 
can railroads  with  the  Government,  and  also  the  tremendous  capacity  of 
American  railways."     (New  York  Herald,  Sept.  24,  1917.) 
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13.  It  has  devised  great  simplification  of  accounts  and  has  sys- 
tematized settlements  between  the  Government  and  carriers,  elimi- 
nating large  volumes  of  correspondence  and  red  tape.  Under  these 
simplified  plans  the  accounting  for  the  movement  of  troops  and 
thousands  of  cars  of  their  impedimenta  has  been  handled  without 
friction  or  interference  with  the  ordinary  business  of  the  carriers. 

14.  In  has  created  a  subcommittee  on  express  transportation, 
composed  of  the  vice  presidents  of  the  American,  Wells-Fargo, 
Adams,  and  Southern  Express  Companies,  to  coordinate  the  work 
of  their  companies  with  the  general  problem  of  transportation. 

15.  It  has  moved  134,653  cars  of  building  material  and  supplies 
to  cantonments  for  the  Government  and  10,282  cars  for  account  of 
the  United  States  Shipping  Board,  a  total  of  144,935  cars,  in  such 
a  way  as  to  merit  the  following  commendation  of  Col.  I.  W. 
Littell,  in  charge  of  the  construction  of  cantonments,  on  Septem- 
ber 5: 

In  the  construction  of  the  cantonments  to  date  50f000  carloads  of  material 
have  been  transported  and  been  delivered  at  the  sites — an  enormous  tax 
on  the  already  overburdened  railroads  of  the  country.  The  railroads,  how- 
ever, have  given  splendid  service.  All  Government  orders  have  been  given 
precedence  and  the  lumber  and  other  supplies  needed  have  been  rushed  to  the 
cantonments  In  record  time. 

SOME   THINGS   THE    WAR-   BOARD    HOPES    TO    DO. 

1.  To  abolish  crosshaul  of  coal.  The  attention  of  the  Fuel  Ad- 
ministration was  directed  on  the  22d  of  November  to  the  great 
importance  of  making  a  survey  of  present  contracts  and  methods  of 
purchases  and  shipment  of  coal,  so  as  to  shorten  the  rail  haul  from 
mines  to  consumers  and  to  eliminate  as  far  as  possible  all  crosshaul- 
ing  of  coal  by  the  railroads.  This  recommendation,  accompanied 
by  a  plan  following  that  devised  in  England  for  the  same  purpose, 
carefully  worked  out  under  the  direction  of  the  War  Board,  was 
repeated  on  December  19,  and  if  carried  out  will  greatly  reduce  un- 
necessary car  mileage  and  promote  the  free  movement  of  coal  to  an 
incalculable  degree. 

2.  To  remove  a  fruitful  cause  of  congestion  by  securing  coordina- 
tion of  Government  shipping  agencies.  A  method  of  notifying  rail- 
roads of  the  necessities  of  the  several  departments  of  the  Govern- 
ment, by  means  of  certified  car  orders  and  a  special  waybill  envelope, 
was  inaugurated.  The  indiscriminate  application  of  this  system  to 
many  shipments  not  entitled  to  preference  is  largely  responsible  for 
the  congestion  of  the  eastern  trunk  lines,  one  of  the  most  important 
of  which  finds  that  85  per  cent  of  its  entire  traffic  is  covered  by  pref- 
erence envelopes.  To  relieve  the  congestion  it  has  been  necessary 
to  suspend  the  operation  of  this  plan  pending  action  on  the  War 
Board  s  recommendation  that  a  Government  traffic  director  be  ap- 
pointed, who  shall  coordinate  all  agencies  of  the  Government  con- 
cerned with  the  shipment  of  freight,  determine  to  what,  if  any,  pref- 
erence in  movement  they  are  entitled,  and  prevent  conflicts  in  pri- 
ority by  routing  all  commercial  as  well  as  Government  freight. 

3.  To  produce  greater  improvement  in  the  loading  of  freight 
cars.  Much  has  been  made,  but  much  more  is  attainable.  The  load- 
ing of  grain  in  bulk  has  been  notably  bad,  but  the  effect  of  assist- 
ance promptly  given  by  the  Food  Administrator  is  already  showing 
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results.  Present  reconsignment  privileges  should  be  curtailed  and 
charges  therefor  increased.  This  privilege  has  been  the  cause  of 
vexatious  delay  in  movement  and  unloading  of  equipment;  great 
increases  in  the  daily  car  movement  of  coal  as  well  as  other  com- 
modities can  be  secured  by  curtailing  and  penalizing  the  privilege, 
which,  however,  can  be  done  only  if  and  when  approved  by  the  Inter- 
state Commerce  Commission.  The  matter  has  also  been  taken  up 
with  the  Fuel  Administration.  A  reduction  in  free  time  allowed  to 
unload  cars  before  demurrage  attaches  and  rapid,  progressive  in- 
crease in  demurrage  charges  will  greatly  improve  car  movement  and 
supply.  Experience  on  the  Pacific  coast,  where  these  measures  have 
been  adopted,  proves  the  adequacy  of  the  remedy.  The  cooperation 
of  the  public  that  was  there  secured  should  be  obtainable  elsewhere. 

4.  To  curtail  passenger  travel  greatly  by  imposition,  through  the 
appropriate  agencies,  of  sufficiently  restrictive  rates. 

5.  To  increase  the  common  use  of  terminals  of  one  carrier  by  an- 
other. The  common  use  of  terminals  and  running  tracks  under 
trackage  contracts  is  by  no  means  uncommon,  and  under  the  stress 
of  threatened  congestion  the  principle  is  being  urged  and  increas- 
ingly used. 

6.  To  interest  Federal  authorities  in  the  paramount  necessity  of 
providing  and  conserving  railroad  labor,  which  we  refer  to  hereafter 
in  greater  detail. 

DIFFICULTIES  THAT   HAVE  HAMPERED  THE  RAILROADS. 

We  have  shown  what  the  war  board  has  done  and  what  it  hopes  to 
do;  it  is  not  out  of  place  to  mention  some  of  the  obstacles  in  the  way 
of  securing  greater  transportation  output. 

1.  The  difficulties  presented  in  handling  a  movement  of  freight 
exceeding  by  far  anything  ever  experienced  were  greatly  increased 
by  the  call  to  move  over  2,000,000  troops,  and  thereafter  to  meet  the 
demands  created  by  their  absence  from  home  for  facilities  to  visit 
their  families  and  to  permit  their  families  to  visit  them.  This  stimu- 
lus and  that  of  unparalleled  industrial  activity  have  steadily  in- 
creased passenger  traffic,  which  showed  an  increase  of  23  per  cent  in 
October  this  year  over  last.  The  latest  data  available  show  increases 
of  6  per  cent  and  14  per  cent,  respectively,  in  mail  and  parcel-post 
traffic  (years  ended  June  30,  1916  and  1917),  and  20  per  cent  in  ex- 
press traffic  (nine  months  of  calendar  years  1916  and  1917). 

2.  The  serious  congestion  on  eastern  lines  caused  by  the  abuse  of 
waybill  preference  envelopes  by  Government  agents  has  already  been 
mentioned. 

3.  The  railroads  have  not  motive  power  enough.  Approximately 
3,400  locomotives  and  33,000  cars  are  still  under  order,  the  delivery 
of  which  has  been  deferred  for  military  reasons.  The  National  Gov- 
ernment, recognizing  its  duty  to  its  allies,  determined  that  it  was 
more  necessary,  first,  that  the  needs  of  railways  in  France,  which 
were  to  be  used  by  our  troops,  for  2,331  locomotives,  should  be  taken 
care  of;  second,  that  certain  requirements  of  the  British,  for  296 
locomotives,  should  be  protected;  and,  third,  and  most  of  all,  that 
Russia's  requirements,  for  about  1,600,  must  be  filled.  We  were  told 
that  we  must  take  care  of  the  transportation  needs  of  Russia,  and 
every  energy  was  bent  on  that,  and  we  were  deprived  of  our  locomo- 
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(c)  During  the  first  year's  operations  of  the  Panama  Canal  (Sep- 
tember, 1914,  to  August,  1915,  inclusive)  2,060,000  tons  of  freight 
were  handled  between  Atlantic  and  Pacific  ports  of  the  United 
States.  The  vessels  handling  this  traffic  were  attracted  by  bids  for 
ocean  bottoms  in  the  trans- Atlantic  trade  at  substantially  any  rate 
the  owner  might  demand,  and  with  the  exception  of  about  70,000 
tons  of  coal  carried  by  United  States  Government  in  its  own  vessels, 
the  1916  traffic  of  the  canal  was  negligible,  and  continues  so;  there- 
fore the  transcontinental  railroads  were  obliged  to  furnish  facilities 
to  handle  substantially  all  of  the  2,060,000  tons  above  referred  to 
without  taking  into  account  the  large  but  unknown  increase  of  traffic 
following  the  entry  of  the  United  States  into  the  war.  To  move  the 
above  tonnage  is  equivalent  to  the  constant  monthly  use  during  1917 
of  46,200  freight  cars  and  619  locomotives,  or  to  the  entire  present 
freight  traffic  on  about  5,000  miles  of  line. 

5.  The  railroads  are  finding  it  increasingly  difficult  to  keep  their 
equipment,  and  particularly  tneir  locomotives,  in  proper  repair  and 
efficient  condition,  on  account  of  the  shortage  of  skilled  labor.  The 
selective  draft  and  the  attractions  offered  oy  such  rates  of  pay  in 
munition  and  Government  plants  as  most  of  the  roads  are  financially 
unable  to  meet  has  resulted  in  a  depletion  of  the  shop  forces  of  the 
carriers,  some  reporting  a  shortage  in  numbers  of  as  much  as  12£  per 
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cent,  and  all  reporting  a  much  greater  fall  in  efficiency  due  to  the 
necessity  of  recruiting  with  unskilled  men.  The  war  board  has  pub- 
licly called  attention  to  these  matters  and  has  also  suggested  to  Gov- 
ernment agencies  possible  measures  of  relief,  which  so  far  have  not 
been  granted.  It  should  not  be  forgotten  that  the  increased  move- 
ment of  passengers,  troops,  mail,  parcel  post,  and  freight  has  been 
accomplished  with  forces  greatly  depleted  as  to  number  and  weak- 
ened as  to  efficiency. 

We  quote  outside  views  of  the  war  board's  work  in  unifying  the 
operations  and  coordinating  the  facilities  of  American  roads : 

1.  Secretary  of  War,  Annual  Report  1917,  page  40,  says : 

A  special  committee  of  the  American  Railway  Association  was  appointed  to 
denl  with  questions  of  national  defense,  and  the  cooperation  between  this  com- 
mittee and  the  department  has  been  most  cordial  and  effective,  and  but  for 
some  such  arrangement  the  great  transportation  problem  would  have  been  in- 
soluble. I  am  happy,  therefore,  to  join  the  Quartermaster  General  in  pointing 
out  the  extraordinary  service  rendered  by  the  transportation  agencies  of  the 
country,  and  I  concur  also  in  his  statement  that  "  Of  those  who  are  now  serving 
the  Nation  in  this  time  of  stress  there  are  none  who  are  doing  so  more  whole- 
heartedly, unselfishly,  and  efficiently  than  the  railroad  officials  who  are  engaged 
in  this  patriotic  work." 

Commenting  on  troop  movements,  the  Secretary  also  says : 

This  strikingly  illustrates  the  patriotic  cooperation  of  American  railroads 
with  the  Government  and  also  the  tremendous  capacity  of  American  railways. 
(New  York  Herald,  Sept  24,  1917.) 

2.  The  Quartermaster  General  of  the  Army,  Annual  Report,  1917, 
pages  64  and  65,  says: 

The  special  committee  on  National  Defense  is  a  voluntary  organization  of  the 
railways,  serving  purely  through  a  spirit  of  patriotism.  Its  activities  have 
been  extended  far  beyond  what  was  originally  contemplated  even  for  the  mili- 
tary service.  The  railroads  of  the  country  are  operated  practically  as  one 
continental  system,  with  the  result  that  the  congestion  which  would  have  been 
intolerable  without  such  an  organization  has  been  in  every  case  ameliorated 
and  in  many  cases  completely  removed.  The  railroads'  war  board  has  been  in 
practically  continuous  session  at  Washington  since  April  23.  No  more  patri- 
otic or  self-sacrificing  body  of  men  is  at  this  time  serving  the  Government. 
******* 

It  has  extended  to  the  distribution  of  power  between  the  railroads,  the  ad- 
justment of  passenger-train  service  in  accordance  with  national  requirements, 
has  furnished  personnel  and  material  for  rehabilitation  of  the  railways  in 
France,  has  aided  in  every  way  possible  in  the  great  national  endeavor  which 
has  now  become  the  duty  of  every  citizen  of  the  country. 

3.  Report  of  Special  Committee  on  Public  Ownership  and  Opera- 
tion as  Contrasted  with  Private  Ownership  and  Operation  of  Public 
Utilities,  1917,  to  the  National  Association  of  Railway  Commission- 
ers, pages  14, 15,  and  17 : 

The  fine  sense  of  duty  on  the  part  of  the  leaders  of  the  country's  transporta- 
tion systems  that  prompted  this  resolution  deserves  our  respect  and  praise. 
We  believe,  moreover,  that  this  resolution  must  also  be  considered  as  a  most 
important  document  in  American  railroad  history.  The  pledge  of  the.se  men 
that  they  will  operate  their  properties  as  a  "  continental  railway  system,"  that 
they  are  merging  during  the  war  "  all  their  merely  individual  and  competitive 
activities  in  the  effort  to  produce  a  maximum  of  national  transportation 
efficiency,"  opens  a  wide  outlook.  It  must  be  remembered  that  it  is  the  execu- 
tive heads  of  the  railroads  who  thus  realize  that  the  highest  national  trans- 
portation efficiency  can  be  given  only  through  the  united  operation  of  a  conti- 
nental railway  system. 
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Tlfe  express  transportation  system,  the  coal  transportation  problem,  the  foot] 
supply,  the  prompt  movement  of  Government  war  supplies,  the  grain  move- 
ment, the  troop  movement — all  these  matters  were  made  the  subject  of  special 
orders  and  recommendations  by  the  committee,  which,  in  all  cases,  were 
promptly  obeyed  by  the  carriers.  The  action  of  the  railroads'  war  board  is 
undoubtedly  effective,  and  therefore  desirable.  It  is  also  superior,  in  fact  if 
not  in  l»w,  to  any  orders  of  the  State  or  Interstate  Commissions.  There  is  no 
reason  to  believe  that  the  new  system,  once  its  need  and  efficiency  are  es- 
tablished, will  be  abolished,  and  if  it  is  an  improvement  over  existing  instru- 
mentalities it  should  not  be  abolished. 

4.  The  Interstate  Commerce  Commission,  in  its  annual  report 
December  1,  1917,  pages  64  and  65,  says,  after  referring  to  the 
organization  of  the  railroads'  war  board : 

Without  attempting  to  detail  the  activities  on  the  part  of  the  railways 
through  this  organization  it  will  suffice  here  to  say  that  they  have  responded 
to  and  supported  the  executive  committee,  which  in  an  earnest  way  has 
attempted  to  deal  with  the  vexatious  and  troublesome  questions  and  to  meet 
the  unprecedented  demands  upon  the  railways. 
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legislation   sugge8ted. 

This  committee,  being  charged  with  the  responsibility  of  increas- 
ing the  transportation  facilities  of  the  railroads  in  the  present 
emergency,  has  dealt  only  with  immediate  needs.  We  have  not, 
therefore,  undertaken  to  bring  to  your  attention  various  considera- 
tions for  the  development  of  the  railroads  which  have  been  from 
time  to  time  during  recent  months  urged  upon  Senator  Newlands's 
joint  committee  which  has  been  investigating  the  whole  railroad 
problem. 

This  committee  had  the  honor  recently  to  submit  to  Senator  New- 
lands  some  suggestions  of  the  immediate  help  which  the  Government 
could  give  to  the  railroads.    These  suggestions  were  as  follows: 

The  immediate  appointment  of  a  traffic  officer  to  represent  all  important 
Government  departments  in  transportation  matters  with  whom  the  railroads 
can  deal,  to  secure  active  Government  cooperation,  the  prompt  and  orderly 
transportation  of  the  Government  traffic,  and  avoid  the  excessive  use  of  pref- 
erence orders,  which  congest  traffic  instead  of  facilitating  it 

Most  of  the  railroads  need  more  locomotives  immediately  and  enough  new 
cars  to  replace  those  worn  out.  There  are  approximately  3,800  locomotives 
and  33,000  cars  still  on  order  undelivered  for  American  railroads.  The  rail- 
roads expect  to  provide  the  capital.  Priority  orders  are  essential  for  prompt 
delivery  of  such  equipment. 

Approximately  2,000  locomotives  and  150,000  cars,  in  addition  to  those  now 
on  order,  are  necessary  for  early  construction  to  meet  the  requirements  of 
next  year.  This  is  no  more  than  the  railroads  usually  require  every  year, 
and  at  present  prices  represent  a  cost  of  approximately  $500,000,000.  While  a 
number  of  the  railroads  are  able  to  purchase  their  quotas  of  such  equipment 
without  aid,  It  Is  apparent  that  because  the  United  States  has  necessarily  occu- 
pied the  Investment  market  for  war  loans,  as  evidenced  by  the  recent  request 
of  the  Secretary  of  the  Treasury  that  no  new  private  financing  shall  be  under- 
taken without  conferences  with  him,  the  railroads  generally  can  not  next  year 
provide  through  their  usual  channels  for  the  capital  requirements  for  the 
acquisition  of  equipment  and  other  possible  additions  to  plant.  They  invoke, 
therefore,  the  cooperation  and  aid  of  the  Government,  through  the  Treasury 
Department  and  the  Federal  Reserve  Board,  to  secure  for  them,  on  their  own 
individual  credit,  the  new  capital  found  by  the  Government  to  be  necessary 
not  only  for  enlargement  of  plant  but  for  renewing  maturing  obligations. 
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Immediate  increase  in  rates  as  defined  by  the  Interstate  Commerce  Commis- 
sion special  report  to  meet  increasing  operating  expenses  and  strengthen  rail- 
road credit  are  necessary  in  eastern  territory,  and  may  become  necessary  in 
other  territories. 

Kail  road  men  drafted  to  be  enrolled  and  assigned  to  railroad  service  until 
actually  needed  for  military  service. 

To  the  extent  that  legislation,  if  any,  is  needed  to  give  effect  to 
these  requirements,  such  legislation  is  now  suggested. 


SPECIAL  REPORT  OF  THE  INTERSTATE  COMMERCE  COMMISSION. 

Washington,  D.  C,  December  i,  1917. 

To  the  Senate  and  House  of  Representatives: 

The  act  to  regulate  commerce  requires  the  commission  to  transmit 
to  the  Congress  such  recommendations  as  to  additional  legislation 
relating  to  regulation  of  commerce  as  the  commission  may  deem 
necessary.  Under  this  mandate  the  commission  submits  the  follow- 
ing special  report,  supplementing  its  annual  report,  with  reference 
to  transportation  conditions  as  affecting  and  affected  by  the  war  in 
which  the  United  States  is  now  engaged: 

The  railroads  of  the  country  came  into  being  under  the  stimulus 
of  competition.  From  the  outset  their  operation  and  development 
have  been  responsive  to  a  competition  which  has  grown  with  the 
growth  of  population  and  industry.  This  competitive  influence  has 
been  jealously  guarded  and  fostered  by  State  laws  and  constitutions 
as  well  as  by  the  Federal  law.  The  keenness  of  rivalry  naturally 
drew  to  the  front  those  who  were  quick  to  seize  and  resolute  to  retain 
every  available  point  of  vantage  for  their  respective  roads.  Ter- 
minals, if  confined  to  exclusive  use,  were  not  only  of  strategic  im- 
portance but  profit-yielding  assets.  Out  of  competition  grew  rate 
wars,  pooling,  mergers,  and  consolidation  into  systems,  as  well  as 
the  rebating  and  other  preferential  treatment  of  shippers  which  the 
act  to  regulate  commerce  was  primarily  framed  to  prevent. 

In  that  act  the  Congress,  accepting  the  competitive  principle  as 
salutary,  has  thrown  about  it  prohibitions  against  compacts  for  the 
pooling  of  freights  or  divisions  of  earnings  of  different  and  compet- 
ing railroads,  and,  while  the  original  act  is  but  the  nucleus  of  the  act 
we  now  administer,  that  prohibition  has  remained  unchanged. 

But  original  act  and  successive  amendments  were  alike  framed  in 
times  of  peace  and  for  times  of  peace.  They  looked  to  protection  of 
the  shipper  and  the  public  against  unjust  or  unfair  treatment  by  the 
carrier,  and  not  to  protection  of  the  Nation  and  its  commerce  in  time 
of  war  by  utilization  of  all  the  forces  and  resources  of  its  trans- 
portation systems  to  their  fullest  extent. 

Since  the  outbreak  of  the  war  in  Europe,  and  especially  since  this 
country  was  drawn  into  that  war,  it  has  become  increasingly  clear 
that  unification  in  the  operation  of  our  railroads  during  the  period 
of  conflict  is  indispensable  to  their  fullest  utilization  for  the  national 
defense  and  welfare.  They  must  be  drawn,  like  the  individual,  from 
the  pursuits  of  peace  and  mobilized  to  win  the  war.  This  unification 
can  be  effected  in  one  of  two  ways,  and  we  see  but  two. 

The  first  is  operation  as  a  unit  by  the  carriers  themselves.  In  the 
effort  along  thi.  line  initiated  early  in  this  year  they  are  restricted 
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Trie  express  transportation  system,  the  coal  transportation  problem,  the  food 
supply,  the  prompt  movement  of  Government  war  supplies,  the  grain  move- 
ment, the  troop  movement — all  these  matters  were  made  the  subject  of  special 
orders  and  recommendations  by  the  committee,  which,  in  all  cases,  were 
promptly  obeyed  by  the  carriers.  The  action  of  the  railroads'  war  board  is 
undoubtedly  effective,  and  therefore  desirable.  It  is  also  superior,  in  fact  if 
not  in  law,  to  any  orders  of  the  State  or  Interstate  Commissions.  There  is  no 
reason  to  believe  that  the  new  system,  once  its  need  and  efficiency  are  es- 
tablished, will  be  abolished,  and  if  it  is  an  improvement  over  existing  instru- 
mentalities it  should  not  be  abolished. 

4.  The  Interstate  Commerce  Commission,  in  its  annual  report 
December  1,  1917,  pages  64  and  65,  says,  after  referring  to  the 
organization  of  the  railroads'  war  board: 

Without  attempting  to  detail  the  activities  on  the  part  of  the  railways 
through  this  organization  it  will  suffice  here  to  say  that  they  have  responded 
to  and  supported  the  executive  committee,  which  in  an  earnest  way  has 
attempted  to  deal  with  the  vexatious  and  troublesome  questions  and  to  meet 
the  unprecedented  demands  upon  the  railways. 
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This  committee,  being  charged  with  the  responsibility  of  increas- 
ing the  transportation  facilities  of  the  railroads  in  the  present 
emergency,  has  dealt  only  with  immediate  needs.  We  have  not, 
therefore,  undertaken  to  bring  to  your  attention  various  considera- 
tions for  the  development  of  the  railroads  which  have  been  from 
time  to  time  during  recent  months  urged  upon  Senator  Newlands's 
joint  committee  which  has  been  investigating  the  whole  railroad 
problem. 

This  committee  had  the  honor  recently  to  submit  to  Senator  New- 
lands  some  suggestions  of  the  immediate  help  which  the  Government 
could  give  to  the  railroads.    These  suggestions  were  as  follows: 

The  immediate  appointment  of  a  traffic  officer  to  represent  all  important 
Government  departments  in  transportation  matters  with  whom  the  railroads 
can  deal,  to  secure  active  Government  cooperation,  the  prompt  and  orderly 
transportation  of  the  Government  traffic,  and  avoid  the  excessive  use  of  pref- 
erence orders,  which  congest  traffic  instead  of  facilitating  it 

Most  of  the  railroads  need  more  locomotives  immediately  and  enough  new 
cars  to  replace  those  worn  out.  There  are  approximately  3,800  locomotives 
and  33,000  cars  still  on  order  undelivered  for  American  railroads.  The  rail- 
roads expect  to  provide  the  capital.  Priority  orders  are  essential  for  prompt 
delivery  of  such  equipment. 

Approximately  2,000  locomotives  and  150,000  cars,  in  addition  to  those  now 
on  order,  are  necessary  for  early  construction  to  meet  the  requirements  of 
next  year.  This  is  no  more  than  the  railroads  usually  require  every  year, 
and  at  present  prices  represent  a  cost  of  approximately  $500,000,000.  While  a 
number  of  the  railroads  are  able  to  purchase  their  quotas  of  such  equipment 
without  aid,  it  Is  apparent  that  because  the  United  States  has  necessarily  occu- 
pied the  investment  market  for  war  loans,  as  evidenced  by  the  recent  request 
of  the  Secretary  of  the  Treasury  that  no  new  private  financing  shall  be  under- 
taken without  conferences  with  him,  the  railroads  generally  can  not  next  year 
provide  through  their  usual  channels  for  the  capital  requirements  for  the 
acquisition  of  equipment  and  other  possible  additions  to  plant.  They  invoke, 
therefore,  the  cooperation  and  aid  of  the  Government,  through  the  Treasury 
Department  and  the  Federal  Reserve  Board,  to  secure  for  them,  on  their  own 
individual  credit,  the  new  capital  found  by  the  Government  to  be  necessary 
not  only  for  enlargement  of  plant  but  for  renewing  maturing  obligations. 
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Immediate  increase  in  rates  as  defined  by  the  Interstate  Commerce  Commis- 
sion special  report  to  meet  increasing  operating  expenses  and  strengthen  rail- 
road credit  are  necessary  in  eastern  territory,  and  may  become  necessary  In 
other  territories. 

Railroad  men  drafted  to  be  enrolled  and  assigned  to  railroad  service  until 
actually  needed  for  military  service. 

To  the  extent  that  legislation,  if  any,  is  needed  to  give  effect  to 
these  requirements,  such  legislation  is  now  suggested. 


SPECIAL  REPORT  OF  THE  INTERSTATE  COMMERCE  COMMISSION. 

Washington,  D.  C,  December  i,  1917. 

To  the  Senate  and  House  of  Representatives: 

The  act  to  regulate  commerce  requires  the  commission  to  transmit 
to  the  Congress  such  recommendations  as  to  additional  legislation 
relating  to  regulation  of  commerce  as  the  commission  may  deem 
necessary.  Under  this  mandate  the  commission  submits  the  follow- 
ing special  report,  supplementing  its  annual  report,  with  reference 
to  transportation  conditions  as  affecting  and  affected  by  the  war  in 
which  the  United  States  is  now  engaged: 

The  railroads  of  the  country  came  into  being  under  the  stimulus 
of  competition.  From  the  outset  their  operation  and  development 
have  been  responsive  to  a  competition  which  has  grown  with  the 
growth  of  population  and  industry.  This  competitive  influence  has 
been  jealously  guarded  and  fostered  by  State  laws  and  constitutions 
as  well  as  by  the  Federal  law.  The  keenness  of  rivalry  naturally 
drew  to  the  front  those  who  were  quick  to  seize  and  resolute  to  retain 
every  available  point  of  vantage  for  their  respective  roads.  Ter- 
minals, if  confined  to  exclusive  use,  were  not  only  of  strategic  im- 
portance but  profit-yielding  assets.  Out  of  competition  grew  rate 
wars,  pooling,  mergers,  and  consolidation  into  systems,  as  well  as 
the  rebating  and  other  preferential  treatment  of  shippers  which  the 
act  to  regulate  commerce  was  primarily  framed  to  prevent. 

In  that  act  the  Congress,  accepting  the  competitive  principle  as 
salutary,  has  thrown  about  it  prohibitions  against  compacts  for  the 
pooling  of  freights  or  divisions  of  earnings  of  different  and  compet- 
ing railroads,  and,  while  the  original  act  is  but  the  nucleus  of  the  act 
we  now  administer,  that  prohibition  has  remained  unchanged. 

But  original  act  and  successive  amendments  were  alike  framed  in 
times  of  peace  and  for  times  of  peace.  They  looked  to  protection  of 
the  shipper  and  the  public  against  unjust  or  unfair  treatment  by  the 
carrier,  and  not  to  protection  of  the  Nation  and  its  commerce  in  time 
of  war  by  utilization  of  all  the  forces  and  resources  of  its  trans- 
portation systems  to  their  fullest  extent. 

Since  the  outbreak  of  the  war  in  Europe,  and  especially  since  this 
country  was  drawn  into  that  war,  it  has  become  increasingly  clear 
that  unification  in  the  operation  of  our  railroads  during  the  period 
of  conflict  is  indispensable  to  their  fullest  utilization  for  the  national 
defense  and  welfare.  They  must  be  drawn,  like  the  individual,  from 
the  pursuits  of  peace  and  mobilized  to  win  the  war.  This  unification 
can  be  effected  in  one  of  two  ways,  and  we  see  but  two. 

The  first  is  operation  as  a  unit  by  the  carriers  themselves.  In  the 
effort  along  thiu  line  initiated  early  in  this  year  they  are  restricted 
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by  State  and  Federal  law,  and  the  idea  is  the  antithesis  of  that 
which  heretofore  has  controlled  their  activities.  Their  past  opera- 
tions have  been  competitive,  although  since  the  Hepburn  Act,  and 
especially  since  the  Mann-Elkins  Act,  the  prescription  by  this  com- 
mission of  reasonable  maximum  rates  and  charges  for  rail  carriers 
subject  to  the  act  and  the  exercise  of  its  power  to  require  abatement 
of  unjust  discrimination  or  undue  prejudice  have  in  great  degree 
restricted  that  competition  to  the  field  of  service.  But  whether  or 
not  perpetuation  of  the  competitive  influence  is  desirable  under  a 
system  of  Government  regulation,  it  is  apparent  that  operation  of 
our  railroads  as  a  unit  involves  trie  surrender  by  each  of  exclusive 
use  of  terminal  facilities,  surrender  at  times  of  profitable  traffic  to 
other  carriers,  and  acceptance  of  less  profitable  traffic,  with  resultant 
loss  of  revenue,  wherever  economy  of  movement  or  greater  freedom 
from  congestion  would  dictate  that  course  if  the  various  carriers 
were,  in  fact,  but  one. 
The  alternative  is  operation  as  a  unit  by  the  President  during  the 

Ijeriod  of  the  war  as  a  war  measure  under  the  war  powers  vested  in 
lim  by  the  Constitution  and  those  which  have  been  or  may  be 
conferred  by  the  Congress. 

As  bearing  upon  the  alternatives  thus  stated,  it  will  be  recalled 
that  since  the  beginning  of  the  war  in  1914  the  traffic  offered  to  and 
moved  by  the  railroads  has  increased  enormously.  Prior  thereto 
there  had  been  occasional  periods  of  car  shortage,  usually  restricted 
in  territory,  but  it  may  be  said  that  from  1907  down  to  1916  the 
number  of  cars  in  the  country  exceeded  the  demand.  This  subject 
is  treated  in  our  annual  report. 

The  sudden,  unforeseen,  and  unprecedented  demand  for  trans- 
portation occasioned  by  the  war  placed  a  strain  upon  the  facilities 
and  equipment  of  the  railroads  which  they  were  not  and  are  not 
prepared  to  meet.  There  was  created  a  need  for  immediate  and 
extensive  additions  to  existing  facilities  and  equipment.  This  need 
is  coincident  with  demands  upon  capital,  as  well  as  upon  labor, 
manufactures,  and  natural  resources,  such  as  we  have  never  known. 
Important  additions  and  betterments  will  require  new  capital. 

The  railroads  propose  essentially  that  we  allow  increases  in  freight 
rates  of  such  magnitude  that  their  increased  earnings  will  attract 
investors,  by  dividends  declared  or  by  the  prospect  of  dividends, 
in  competition  with  securities  issued  by  Federal,  State,  and  municipal 
Governments,  public  utility  corporations,  and  industries  organized 
and  operating  primarily  for  gain  as  distinguished  from  public 
service.  Some  of  the  latter  have  yielded  large  profits  since  the 
outbreak  of  the  war. 

An  attempt  to  secure  new  capital  would  come  at  a  time  when  the 
rising  cost  of  living  has  made  it  diffcult  for  those  dependent  for  sup- 
port upon  their  earnings  to  meet  their  current  expenses;  after  the 
absorption  by  American  capital  of  two-thirds  of  the  American  se- 
curities owned  abroad  prior  to  August  1, 1914,  the  railroad  securities 
returned  to  this  country  alone  amounting  to  from  $1,700,000,000  to 
$2,000,000,000;  after  financing  in  this  country  of  loans  to  our  present 
allies;  and  after  subscription  for  almost  $6,000,000,000  of  Liberty 
loan  bonds. 

Even  if  the  railroads  have  more  money,  the  immediate  construction 
of  necessary  facilities  and  equipment  could  not  readily  be  effected. 
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Labor  is  scarce  and  the  cost  is  mounting.  So  with  materials  and 
supplies.  Car  and  locomotive  builders  are  largely  engaged  in  pro- 
ducing equipment  needed  abroad,  both  by  our  allies  and  by  our  own 
forces  in  the  conduct  of  the  war.  The  steel  and  other  materials 
needed  for  such  construction,  as  well  as  the  labor,  are  also  needed  in 
other  phases  of  the  conflict.  Under  such  conditions,  and  pending 
the  acquisition  of  such  additional  facilities  and  equipment,  it  is 
indispensable  that  those  now  in  existence  should  be  used  to  their 
fullest  capacity,  primarily  for  the  uses  which  are  most  vital  to  the 
country's  defense  and  welfare,  but  without  unnecessary  hindrance 
to  the  industry  and  commerce  of  our  people,  upon  which  their  ability 
to  contribute  toward  the  success  of  the  war  so  largely  depends. 

The  act  to  regulate  commerce  was  not  enacted  to  meet  such  a  situ- 
ation. The  carriers  have  the  right  to  demand  at  our  hands,  and  it  is 
our  duty  to  approve,  just  and  reasonable  rates  sufficient  to  yield  fair 
returns  upon  the  value  of  the  property  devoted  to  public  use  after 
necessary  expenditures  for  wages,  fuel,  and  supplies,  reasonable  ex- 
penditures for  maintenance,  renewals  and  betterments  properly 
chargeable  to  operating  expenses,  and  appropriate  depreciation. 
Measured  in  dollars,  the  gross  revenues  of  the  carriers  during  the  past 
and  current  fiscal  years  exceed  any  in  their  history.  But  what  the 
dollar  will  buy  in  labor,  material,  and  supplies  is  substantially  less. 

We  are  sensible  of  the  vital  and  imperative  need  of  the  hour  that 
our  railroads  shall  not  be  permitted  to  become  less  efficient  or  less 
sufficient.  We  realize  the  gravity  of  a  serious  breakdown  of  our 
transportation  facilities.  It  is  unthinkable  that  this  breakdown 
would  be  permitted  if  it  could  be  prevented.  Increased  charges  for 
carriage,  if  found  necessary  to  take  care  of  unavoidable  increases  in 
operating  expenses,  would  not  at  this  time  bring  new  capital  on 
reasonable  terms  in  important  sums. 

In  our  opinion  the  situation  does  not  permit  of  temporizing.  All 
energies  must  be  devoted  to  bringing  the  war  to  a  successful  con- 
clusion, and  to  that  end  it  is  necessary  that  our  transportation  systems 
be  placed  and  kept  on  the  plane  of  highest  efficiency.  This  can  only 
be  secured  through  unification  of  their  operation  during  the  period 
of  the  war. 

If  the  unification  is  to  be  effected  by  the  carriers  they  should  be 
enabled  to  effect  it  in  a  lawful  way.  To  that  end,  in  our  judgment, 
the  operation  of  the  antitrust  laws,  except  in  respect  of  consolida- 
tions or  mergers  of  parallel  and  competing  lines,  as  applied  to  rail 
and  water  carriers  subject  to  the  act  to  regulate  commerce,  and  of 
the  antipooling  provision  of  section  5  of  that  act,  should  be  sus- 
pended during  the  period  of  the  war  and  until  further  action  by  the 
Congress.  In  addition  they  should  be  provided  from  the  Govern- 
ment Treasury  with  financial  assistance  in  the  form  of  loans  or  ad- 
vances for  capital  purposes  in  such  amounts,  on  such  conditions,  and 
under  such  supervision  of  expenditure  as  may  be  determined  by  ap- 
propriate authority.  As  a  necessary  concomitant  the  regulation  of 
security  issues  of  common  carriers  engaged  in  interstate  commerce 
should  be  vested  in  some  appropriate  body,  as  has  been  recommended 
in  our  annual  reports.  The  rights  of  shippers  for  reasonable  rates 
and  nondiscriminatory  service  under  the  present  jurisdiction  of  the 
commission  need  not  be  seriously  interfered  witn  by  such  unified 
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control.     Some  elastic  provisions  for  establishment  of  new  routes 
would  probably  be  needed. 

If  the  other  alternative  be  adopted  and  the  President  operates  the 
railroads  as  a  unit  during  the  period  of  the  war  there  should  be,  in 
our  opinion,  suitable  guaranty  to  each  carrier  of  an  adequate  annual 
return  for  use  of  the  property,  as  well  as  of  its  upkeep  and  mainte- 
nance during  operation,  with  provision  for  fair  terms  on  which  im- 
provements and  betterments  made  by  the  President  during  the  period 
of  his  operation  could  be  paid  for  by  the  carrier  upon  return  to  it  of 
the  property  after  expiration  of  that  period. 

Henry  C.  Hall,  Chairman. 
Attest : 

George  B.  McGintt,  Secretary. 


Washington,  D.  C,  December  i,  1917. 
To  the  Senate  and  House  of  Representatives: 

The  special  report  of  the  majority  of  the  commission  leaves  unsaid 
some  things  which  should  be  plainly  stated  if  prompt  and  sure  relief 
is  to  be  brought  to  the  present  transportation  situation.  That  the 
lack  of  adequate  railroad  service,  particularly  in  eastern  territory,  is 
serious  at  the  present  time,  and  is  a  cause  of  grave  concern  for  the 
coming  winter  months  needs  no  demonstration.  Everyone  knows  it 
who  knows  anything  about  present  business  conditions.  That  the 
industries  of  the  country  engaged  in  making  war  materials,  as  well 
as  those  not  so  occupied,  requires  the  very  best  service  which  can  be 
given  by  the  railroads  is  also  clear.  I  fully  concur  in  the  statement 
of  the  majority  report  that  "  it  is  necessary  that  our  transportation 
systems  be  placed  and  kept  on  the  plane  of  highest  efficiency,"  and 
also  that  "  tnis  can  only  be  secured  through  unification  of  their  oper- 
ation during  the  period  of  war."  But  the  majority  report  takes  the 
position,  at  least  by  implication,  that  this  unification  may  "  be  effected 
by  the  carriers"  themselves.  With  that  judgment  I  wholly  dis- 
agree. 

The  carriers'  cooperative  effort  at  the  present  time  is  in  charge 
of  the  "executive  committee  of  the  special  committee  on  national 
defense  of  the  American  Railway  Association."  This  committee  in 
its  public  announcements  calls  itself  the  Railroad  War  Board.  It  is 
the  fifth  committee  that  the  railroads  have  had  in  Washington  to 
deal  with  the  transportation  situation  since  November,  1916.  The 
first  two  of  those  committes  were  given  no  real  authority,  although 
the  commission  was  advised  by  the  executives  that  they  had  been 
given  full  power,  or  as  it  was  expressed  in  the  case  of  the  first  com- 
mittee, "  all  the  power  of  the  executives."  These  committees,  there- 
fore, were  unable  to  cope  with  the  situation,  despite  earnest  and 
praisworthy  efforts  of  their  individual  members  who  were  hampered 
by  the  unwillingness  of  certain  railroads,  acting  under  the  restraint 
of  executive  influence,  to  carry  out  their  instructions.  These  facts 
have  been  reported  by  the  commission  (Car  Supply  Investigation,  42 
I.  C.  C,  657).  In  that  report  both  the  majority  and  the  minority 
expressed  the  view  that  the  situation  could  be  improved  by  a  com- 
mittee of  railroad  officers  to  act  in  cooperation  with  this  commission 
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if  the  committee  were  given  plenary  power  by  all  the  railroads.  In 
apparent  response  to  that  suggestion  a  third  committee  was  sent 
to  Washington  in  January,  1917,  but  it  also  had  not  been  given  the 
promised  power  and  was  therefore  not  received.  In  February,  a 
fourth  committee  was  sent  to  Washington  to  enforce  certain  car- 
service  rules.  Not  all  of  the  railroads  believed  that  these  rules  were 
workable  and  hence  the  agreement  giving  power  to  this  committee 
was  incomplete  and  inadequate.  With  this  experience  behind  it  the 
American  Kailway  Association,  on  April  11,  1917,  formed  its  special 
committee  on  national  defense,  and  centered  the  chief  authority  in 
its  executive  committee.  The  resolution  by  which  this  committee 
was  formed  recites  that  the  railroads  of  the  United  States  pledged 
themselves,  with  the  Government  of  the  United  States,  with  tne  gov- 
ernments of  the  several  States,  and  with  one  another,  that  during  the 
present  war  they  would  "  coordinate  their  operations  in  a  continental 
railway  system,  merging  during  such  period  all  their  merely  indi- 
vidual and  competitive  activities  in  the  effort  to  produce  a  miximum 
of  national  transportation  efficiency." 

It  was  understood  that  the  coordination  of  railway  operations  in 
a  continental  railway  system  meant  that  cars  would  be  used  inter- 
changeably and  sent  where  they  were  most  needed;  that  track  and 
terminal  facilities  would  be  opened  up  to  all  railroads  so  as  to  relieve 
congestion ;  and  that  locomotives  would  be  at  once  requisitioned  from 
some  of  the  strong  and  less  burdened  railroads  for  use  on  the  impor- 
tant lines  which  have  been  unable  to  give  efficient  service  largely  be- 
cause they  were  badly  in  need  of  motive  power.  Yet  as  late  as  No- 
vember 24  the  carriers'  committee  made  an  announcement  from  which 
the  following  is  quoted : 

The  Railroads  War  Board  to-day  adopted  revolutionary  measures  in  order 
to  relieve  the  congestion  of  traffic  on  the  eastern  railways.  It  directed  "  that 
all  available  facilities  on  all  railroads  east  of  Chicago  be  pooled  to  the  extent 
necessary  to  furnish  maximum  freight  movement."  The  effect  will  be  that  to 
the  full  extent  that  conditions  render  it  desirable  these  railways  will  be  oper- 
ated as  a  unit,  entirely  regardless  of  their  ownership  and  individual  interests. 

The  operating  vice  presidents  of  the  eastern  lines  have  been  appointed  a  com- 
mittee to  operate  as  a  unit  all  the  lines  involved,  and  have  been  given  instruc- 
tions and  authority  to  adopt  all  measures  which  in  their  judgment  may  be 
necessary  to  relieve  the  present  situation  and  assure  the  maximum  amount  of 
transportation.    *    *    * 

An  important  part  of  the  plan  adopted  for  the  operation  of  the  eastern  lines 
Is  that  of  placing  at  their  disposal  the  facilities  of  railways  In  other  territories 
to  such  extent  as  may  be  necessary. 

These  measures — the  pooling  of  cars,  the  operation  of  railways 
as  a  unit,  the  placing  of  facilities  at  the  disposal  of  railways  in  other 
territories  as  needed— are  essential  steps  in  the  coordination  of  rail- 
way operations  "  in  a  continental  railway  system,"  using  the  phrase 
of  the  resolution  of  April  11,  but  were  not  taken  until  November  24. 

I  do  not  wish  to  be  understood  r.s  spying  that  the  carriers'  commit- 
tee has  not  accomplished  results;  nor  that  the  shippers  have  not  co- 
operated with  the  carriers  to  get  greater  service  from  the  available 
equipment,  for  the  heavier  carloading  has  been  a  very  material  fac- 
tor of  improvement.  But  our  experience  with  railroad  committees 
duriug  the  past  year  makes  me  believe  that  no  voluntary  committee 
can  accomplish  what  the  situation  demands.  One  of  the  principal 
reasons  is  that  the  element  of  self-interest,  the  traffic  influence,  is  a 
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persistent  factor  in  postponing  and  resisting  measures  that  seek  to 
disregard  individual  rights  in  the  effort  to  secure  transportation  re- 
sults as  a  whole.  The  "  merely  individual  and  competitive  activities  " 
and  the  established  operating  practices  have  their  effect,  despite  di- 
rections or  recommendations  that  have  no  sanction  to  enforce  them 
except  a  voluntary  agreement  which  is  very  general  in  character. 
There  runs  also  in  the  activities  of  these  committees  the  self-evident 
purpose  to  do  whatever  appears  to  be  necessary  to  prevent  the  gov- 
ernmental authority  from  acting.  For  thesq  and  other  reasons 
which  it  is  not  necessary  to  state  I  can  not  concur  in  a  report  to 
the  Congress  which  apparently  acquiesces  in  a  continuation  of  control 
over  the  transportation  situation  by  a  committee  appointed  by  the 
carriers  themselves.  The  suggestions  with  reference  to  the  antitrust 
laws,  the  antipooling  provision  of  section  5  of  the  act,  the  desira- 
bility of  Government  loans  for  capital  purposes,  and  the  regulation 
of  security  issues,  undoubtedly  have  merit,  but  in  my  judgment  their 
enactment  into  law  will  not  make  it  possible  for  any  committee  ap- 
pointed by  the  carriers  to  secure  the  full  measure  of  transportation 
service  which  the  present  conditions  demand. 

The  "  unification  "  needed  if  our  transportation  systems  are  to  be 
"  placed  and  kept  on  the  plane  of  highest  efficiency,"  is  the  unifica- 
tion of  the  present  diversified  governmental  control.  At  the  present 
time  there  are  several  Federal  agencies  authorized  by  law  to  issue 
orders  or  directions  with  respect  to  transportation.  This  commission, 
by  the  car-service  act,  approved  May  29, 1917,  was  given  very  broad 
powers  to  issue  summary  directions  with  respect  to  the  movement, 
distribution,  exchange,  interchange,  and  return  of  cars.  The  priority 
director,  designated  by  the  President  for  that  purpose  under  the  act 
approved  August  10, 1917,  is  authorized  to  direct  that  traffic  essential 
to  the  national  defense  shall  be  given  priority  in  transportation,  and 
he  has  made  certain  orders  of  that  character.  The  transportation 
of  troops  and  material  of  war,  under  the  amendment  to  the  act  to 
regulate  commerce,  approved  August  29,  1916,  is  required  upon  the 
demand  of  the  President  to  be  given  preference  over  all  other  traffic 
in  time  of  war,  and  by  direction  of  the  Army  and  Navy  Departments 
and  the  United  States  Shipping  Board  preference  orders  nave  been 
given  for  the  transportation  of  a  very  large  tonnage  of  war  materials 
and  supplies  of  all  kinds.  The  administrations  controlling  fuel 
and  food,  to  which  adequate  transportation  is  of  course  vital,  have 
taken  an  active  interest  in  the  movement  of  those  commodities 
through  their  appointed  agents.  Under  this  diversified  control  the 
carriers  are  not  able  to  meet  the  requirements  of  the  increasingly 
heavy  tonnage  which  must  be  moved.  In  consequence  the  industries 
devoted  to  war  purposes  and  those  engaged  in  their  normal  business 
are  suffering.  There  is  no  institution  in  which  regularity  of  opera- 
tion is  more  requisite  than  in  transportation,  but  railroad  opera- 
tion is  approaching  a  chaotic  condition.  A  coherent  plan  must  be 
worked  out  which  shall  provide  for  both  the  needs  oi  the  Govern- 
ment in  the  energetic  prosecution  of  the  war  and  the  needs  of  gen- 
eral commerce.  It  is  imperative  that  war  material  be  given  pref- 
erence in  transportation,  but  the  financial  sinews  of  war  depend 
in  large  measure  upon  the  successful  operation  of  our  manufacturing 
plants  and  business  establishments. 
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I  concur  in  the  view  that  "  the  situation  does  not  permit  of  tem- 
porizing," but  I  am  convinced  that  the  strong  arm  01  governmental 
authority  is  essential  if  the  transportation  situation  is  to  be  radi- 
cally improved.  That  authority  must  be  unified  to  make  possible 
action  that  is  both  vigorous  and  consistent*  If  the  President  elects 
to  exercise  the  power  given  him,  under  the  act  approved  August  29, 
1916,  to  take  possession  and  assume  control  of  the  transportation 
systems,  I  believe  that  vastly  improved  transportation  conditions  can 
be  promptly  secured.  For  this  course  legislation  assuring  the  car- 
riers a  fair  return  may  be  appropriate.  If  the  President  does  not 
so  elect,  it  is  my  judgment  that  the  authority  over  the  regulation 
of  railroad  operations  now  vested  in  the  several  agencies  referred 
to,  with  such  amplification  as  may  be  necessary,  should  be  promptly 
centralized  by  act  of  Congress.  All  of  the  forces  now  at  work  upon 
the  problem,  including  the  carriers'  executive  committee  and  its 
numerous  subcommittees,  could  be  at  once  utilized  under  a  single 
governmental  administrative  control. 

C.  C.  McChord,  Commissioner. 


Interstate  Commerce  Commission, 

Washington,  December  W.  1917. 
To  the  Acting  Chairman, 

Committee  on  Interstate  Commerce, 

United  States  Senate. 

Sir  :  In  compliance  with  the  request  made  in  a  communication  ad- 
dressed by  the  chairman  of  your  committee  to  this  commission  under 
date  of  December  21, 1  transmit  herewith  such  response  to  the  ques- 
tions there  contained  as  it  has  been  possible  to  prepare  within  the 
limited  time  allotted. 

Very  respectfully, 

Henry  C.  Hall,  Chairman. 


Questionnaire  Submitted  to  Commissioners. 

Item  I. 

Information  called  for. — Table  showing  the  gross  and  net  operating  income 
of  all  operating  railways,  stating  each  separately  for  the  years  1912,  1913,  1914, 
1915, 1916,  and  1917. 

Modification. — That  aggregates  for  all  Class  I  roads1  be  given  for  each  of 
the  years  1912  to  1917,  and  that  the  detail  by  roads  be  given  for  the  latest  an- 
nual report ;  that  is,  December  31,  1916. 

Note. — Owing  to  consolidations,  etc.,  since  1912.  comparisons  by  years  and 
by  roads  would  be  valueless  unless  figures  of  constituent  companies  were  com- 
piled to  compare  with  present  company.  (The  N.  Y.  C.  It.  It.,  a  consolidated 
company  after  Jan.  1,  1915,  is  an  illustration.)  To  combine  these  figures  for 
the  constitutent  companies  would  entail  a  volume  of  study  and  work,  making 
it  impossible  to  obtain  figures  within  the  time  limit  set. 


1  Class  I  roads  are  roads  having  annual  operating  revenues  over  $1,000,000.  They  comprise  about  97  per 
cent  of  the  total  operating  revenues  and  92  per  cent  of  the  total  operated  mileage  of  the  United  States. 
Class  II  roads  are  those  having  annual  operating  revenues  between  $100,000  and  $1,000,000.  They  consti- 
tute about  24  per  cent  of  the  total  operating  revenues  and  about  6  per  cent  of  the  total  operated  mileage. 
Class  III  roads  are  those  having  annual  operating  revenues  below  $100,000. 
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Class  I  roads.1 

Year  ended  Jane 
30— 

Railway  oper- 
ating revenues. 

Railway  oper- 
ating income. 

Year  ended  June 
30— 

Railway  oper- 
ating revenues. 

Railway  oper- 
ating income. 

1917 

S3, 791,651, 529 
3,381,597,866 
2,871,563,047 

$1,061,814,427 

1,024,381,299 

716,476,186 

1914 

$3,031,326,963 
3,108,361,215 
2,805,006,544 

$692,330,572 
816,510,793 
736,466,326 

1916 

1913 

1915 

1912. 

»  See  accompanying  statement,  which  includes  similar  information,  by  roads,  for  the  year  ended  Dee. 
31, 1916. 

Item  II. 

Information  called  for. — Table  showing  aggregate  market  value  of  stocks  and 
bonds  of  all  operating  railways,  stating  each  separately  for  each  of  the  above 
years,  and  the  average  of  the  period,  eliminating  duplicate  stocks  and  bonds— 
i.  e.,  intercorporate  holdings. 

Modification. — It  is  not  possible  in  less  than  several  months  to  compile  figures 
which  will  fully  comply  with  this  request.  Such  data  as  could  be  prepared  are 
submitted  as  affording  a  basis  for  an  approximation  of  the  desired  information. 
In  order  to  make  any  response  to  this  query  within  the  time  allowed  it  was 
necessary  to  apply  the  methods  described  in  the  attached  formula?.  The  results 
produced  are  therefore  little  better  than  rough  estimates. 

STOCKS. 

Table  A. — Stocks  of  all  steam  roads  which  were  quoted  on  the  New  York  Stock 
Exchange  in  the  years  indicated,  as  shown  by  the  Financial  Chronicle. 


•      1912 

1915 

To  Dec.  14, 1917. 

Par  value  of  stocks  Quoted l . . . .  T .  - .  - ,  T ,  T . , ,  - 

14,574,587,200 

$5,035,839,506 

110.08 

$4,741,422,100 

$4,485,433,601- 

94.60 

$4,790,851,200 

$3,786,001,000 

79l03 

Market  value  of  the  sanv*  stocks  *, ,  ,  . 

Percentage  of  marlrfit  v^lne  to  par  value _ 

»  Par  value  shown  herein  constitutes  79.34  per  cent  for  1912.  75.09  per  cent  for  1916,  and  75.87  per  cent  for 
1917  of  total  par  value  of  stocks  of  all  steam  roads  (Class  I,  Class  II,  and  nonoperating  subsidiaries)  in  the 
hands  of  the  public  as  shown  in  reply  to  Item  VIII. 

*  Market  value  was  determined  by  striking  an  average  between  the  highest  and  lowest  quotations  during 
the  year  as  shown  by  the  Financial  Chronicle.  This  average  was  assumed  to  be  a  mean  quotation  for  the 
year  and  was  applied  to  the  par  to  obtain  the  market  value. 

Table  B. 


Par  value  of  stocks  of  all  steam  roads  (Class  I,  Class  II, 
and  nonoperating  subsidiaries)  in  hands  of  public  on 
June  30,  as  shown  in  reply  to  Item  VIII 

Market  value  of  the  same  stocks  determined  by  applying 
the  percentage  secured  in  Table  A  to  above  figures — 


1912 


$5,766,093,888 
6,347,316,152 


1916 


$6,314,570,354 
5,973,583,555 


1917 


i  $6,314,570,354 
4,990,404,961 


»  Necessary  to  use  1916  figures;  those  for  1917  are  not  available. 

BONDS. 

Table  C. — Bonds  (of  issues  of  $10,000,000  or  more  outstanding)  which  were 
quoted  on  the  New  York  Stock  Exchange  in  the  years  indicated  as  shown  by 
the  Financial  Review  and  Poor's  Manual. 


1912 


Par  value  of  bonds  quoted  * 

Market  value  of  the  same  bonds  * 

Percentage  of  market  value  to  par  value. 


$5,466,060,876 

$5, 0K9, 923,953 

93.12 


1916 


$5,705,932,750 
$5,086,381,475 


To  Deo.  14, 
1917. 


$6,127,816,350 

$5,156,623,981 

84.15 


»  Par  value  shown  herein  constitutes  58.64  per  cent  for  1912. 56.93  per  cent  for  1916,  and  61.15  per  cent  for 
1917  of  total  par  value  of  bonds  of  all  steam  roads  (Class  I,  Class  II,  and  nonoperating  subsidiaries)  in  the 
hinds  of  the  public  as  shown  in  reply  to  Item  VIII. 

*  Market  value  was  determined  by  striking  an  average  between  the  highest  and  the  lowest  quotations 
during  the  year  as  shown  by  Poor's  Manual  of  Railroads  for  1912  and  1916,  and  the  Financial  Chronicle 
for  1917;  this  average  was  assumed  to  be  a  mean  quotation  for  the  year  and  was  applied  to  the  par  to  obtain 
the  market  value. 
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Table  D. 


Par  value  of  bonds  of  all  steam  roads  (Class  I,  Class 
II,  and  nonoperating  subsidiaries)  in  the  hands  of 
public  on  June  30,  as  shown  in  reply  to  Item  VIII.. 

Market  value  of  these  same  bonds  determined  by 
applying  the  percentage  secured  in  Table  C  to 
above  figures 


1912 


19,321,506,762 


8,680,187,097 


1916 


$10,021,730,075 
8,933,370,193 


1917 


i$10,021,730t075 
8,433,285,862 


1  Necessary  to  use  1916  figures;  those  for  1917  are  not  available. 


STOCKS  AND  BONDS. 


Table  E. — Figures  in  Tables  B  and  D  combined. 


1912 

1916 

1917 

Par  value  of  stocks  and  bonds  of  all  steam  roads 
(Class  I,  Class  II,  and  nonoperating  subsidiaries) 
in  hands  of  public,  June  30 

915,087,600,650 
15,027,503,249 

$16,336,300,429 
14,906,953,748 

i $16, 336, 300, 429 
13,423,690,813 

Market  value  of  the  same  stocks  and  bonds 

1  Necessary  to  use  figures;  those  for  1917  are  not  available. 


Item  III. 


\ 


Information  called  for. — Table  showing  aggregate  dividends  paid  by  all  rail- 
roads in  each  of  the  said  years  and  average  for  the  period,  stating  each  sepa- 
rately. 

Modification. — Can  not  be  given  for  1917.  Would  suggest  that  the  aggregate 
only  for  all  Class  I  roads  be  given  for  each  year  1912  to  1916,  ending  June  30, 
and  the  detail  by  roads  for  one  year.  Dividends  declared,  not  actual  payments, 
have  been  used  as  the  only  measure  of  the  effect  in  the  year's  income  account. 

Note. — See  note  under  Item  I. 

Form  Ill-a. — Aggregate  dividends  declared — Class  I  roads. 


Year  ended— 

Amount. 

Year  ended— 

Amount. 

Dec  31, 1916» 

$306,070,530 
281,936,371 
259,809,520 

June  30, 1914 

$376,098,785 

Jane  30, 1916 

June  30, 1913 

322,300,406 

Jane  30, 1915 

June  30, 1912 

339,964,855 

1 8ee  accompanying  statement,  which  includes  similar  Information,  by  roads,  for  the  year  ended  Deo. 
31,1816. 

Item  IV. 

Information  called  for. — Table  showing  aggregate  interest  paid  by  railways, 
showing  each  separately,  in  each  of  said  years,  and  average  for  the  period. 

Modi  flea  tion.— -Can  not  be  given  for  1917.  Would  suggest  that  the  aggregate 
only  for  all  Class  I  roads  be  given  for  each  year  1912  to  1916,  ending  June  30, 
and  the  detail  of  roads  for  one  year.  Interest  accrued,  not  actual  payments, 
have  been  used  as  the  only  means  of  the  effect  upon  the  year's  income  account. 
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Form  IV. — Interest  accrued — Class  I  roads. 


Year  ended— 


Dec.  31, 1916 1 
Jane  30, 1916. 
June  30, 1915. 
June  30, 1914. 
June  30, 1913. 
June  30, 1912. 


On  funded 
debt. 


$406,822,451 
399, 34S, 125 
387,029,566 
373,296,354 
368,134,889 
359,8^1,461 


On  unfunded 
debt. 


$15,212,196 
15,066,312 
27,509,366 
35,958,511 
23,045,616 
16,735  942 


»  See  accompanying  statement,  which  includes  similar  information,  by  roads,  for  the  year  ended  Dec. 
31, 1916. 


Item  V. 


Information  called  for. — Table  naming  the  railway  companies  which  during 
the  said  period  have  averaged  a  dividend  ofx4  per  cent  on  stock,  alsp  giving  the 
dividend  paid  for  each  year  by  each  company. 

Modification. — We  can  name  the  individual  companies  which  declared  4  per 
cent  or  more  dividends  on  common  stock,  showing  what  the  same  company  paid 
on  preferred,  for  the  year  ending  December  31,  1916,  Class  I  roads  only. 

Class  I  roads. 
[Year  ended  Dec.  31, 1916.] 


Road. 


Rate  of 

dividend 

on  preferred 

stock. 


Atchison,  Toneka  &  Santa  Fe  Ry.  Co 

Southern  Pacific  Co 

Chicago,  Milwaukee  &  St.  Paul  Ry.  Co 
Chicago,  Burlington  A  Quincy  R.  R.  Co 
Chicago  &  North  Western  Ry.  Co 

Great  Northern  Ry.  Co 

Northern  Pacific  Rv.  Co 

Union  Pacific  R.  R*.  Co 

Minneapolis,  St.  Paul  A-  Sault  Ste.  Marie  Ry.  Co 
Oregon  Short  Line  R.  R.  Co 
Chicago,  St.  Paul.  Minneapolis  &  Omaha  Ry.  Co 
Duluth,  Missabo  <*  Northern  Ry.  Co 

El  Paso  &  Southwestern  Co 

Kansas  City  Southern  Railway  Co 

Duluth  &  Iron  Range  R.  R.  Co 

Fort  Worth  *  Denver  City  Ry.  Co 

Bingham  A  Garfield  Ry.  Co 

Louisiana  Western  R.K.  Co 

Nevada  Northern  Ry.  Co 

Vicksburg,  Shreveport  &  Pacific  Ry.  Co 

Houston  East  &  West  Texas  Ry.  Co 

Cripple  Creek  &  Colorado  Springs  R.  R.  Co 

Colorado  &  Wyoming  Ry.  Co 

Pennsylvania  R.  R.  Co 

New  York  Central  R.  R.  Co 
Baltimore  &  Ohio  R.  R.  Co 

Pennsylvania  Co 

Philadelphia  <Sr  Reading  Ry.  Co 

Delaware,  Lackawanna  &  Western  R.  R.  Co 

Pittsburgh,  Cincinnati,  Chicago  &  St.  Louis  Ry.  Co 

Lehigh  Valley  R.  R.  Co 

Michigan  Central  Railroad  Co 
Central  R.  R.  Co.  of  New  Jersey 

Delaware  &  Hudson  Co 

Philadelphia,  Baltimore  <fc  Washington  R.  R.  Co 
Pittsburgh  &  Lake  Erie  R.  R.  Co 
New  York,  Chicago  &  St.  Louis  R.  R.  Co 
Elgin,  Jolict  &  Eastern  Ry.  Co 

Vandalia  R.  R.  Co 

Maine  Central  R.  R.  Co 

Buffalo,  Rochester  &  Pittsburgh  Ry.  Co 

Bessemer  &  Lake  Erie  R.  R.  Co 

New  York,  Ontario  <&  Western  Ry.  Co 
Chicago,  Indianapolis  &  Louisville  Ry  .  Co 

Hocking  Valley  Ry.  Co 

West  Jersey  &  Seashore  R.  R.  Co 


GOVERNMENT  CONTROL  AND  OPERATION  OF  RAILROADS. 


29 


Class  I  roads — Continued. 
[Year  ended  Dec.  II,  1016.] 


Road. 


Central  New  England  Ry.  Co 

New  York,  Philadelphia  &  Norfolk  R.  R.  Co 

Cumberland  Valley  R.  R.  Co 

Kanawha  &  Michigan  Ry.  Co 

Lehigh  &  New  England  R.  R.  Co 

Lehigh  &  Hudson  River  Ry.  Co 

Port  Reading  R.  R.  Co 

Detroit  A  Toledo  Shore  Line  R.  R.  Co 

Buffalo  &  Susquehanna  R.  R.  Corporation 

Staten  Island  Rapid  Transit  Ry .  Co 

Detroit  &  Mackinac  Ry.  Co 

Southern  Ry.  Co 

Illinois  Central  R.  R.  Co , 

Louisville  &  Nashville  R.  R.  Co 

Norfolk  &  Western  Ry.Co 

Atlantic  Coast  Line  R.  R.  Co 

Central  of  Georgia  Ry.  Co 

Nashville,  Chattanooga  &  St.  Louis  Ry 

Mobile  &  OhioR.  R.  Co 

Cinrinnati,  New  Orleans  &  Texas  Pacific  Ry.  Co. 

Alabama  Great  Southern  R.  R.  Co 

New  Orleans  &  Northeastern  R.  R.  Co 

Richmond,  Fredericksburg  &  Potomac  R.  R.  Co. 

Georgia  Southern  A  Florida  Ry.Co 

Charleston  &  Western  Carolina  Ry.  Co 

Alabama <k  Vicksburg  Ry.Co 

Atlanta  &  West  Point  R.  R.  Co 

Western  Ry.  of  Alabama 


Rate  of 

dividend 

on  common 

stock. 


Rate  of 
dividend 
on  preferred 
stock. 


1  In  addition  2\  per  cent  on  second  preferred  stock. 

Item  VI. 

Information  called  for. — Table  naming  railway  companies  which  during  the 
said  period  have  averaged  a  dividend  less  than  4  per  cent  on  stock,  giving  the 
dividend  for  each  year  by  each  company. 

Modification  made. — Individual  Class  I  companies  which  declared  less  than 
4  per  cent  dividend  on  common  stock  or  on  preferred  stock  for  the  year  ending 
December  31,  1916. 

Class  I  roads. 
[Year  ended  Dec.  31,  1916.] 


Road. 


Chicago  Oreat  Western  R.  R.  Co 

Colorado  &  Southern  Ry.  Co 

Morgan's  Louisiana  &  Texas  R.  R.  &  Steamship  Co. 

Arizona  A  New  Mexico  Ry.  Co 

Cleveland,  Cincinnati,  Chicago  &  St.  Louis  Ry.  Co . . 

Wabash  Ry.Co 

Rutland  R.  R.  Co 

Bangor  &  Aroostook  R.  R.  Co 

Cincinnati  Northern  R.  R.  Co 

Ulster  &  Delaware  R.  R.  Co 

Chesapeake  &  Ohio  Ry.  Co 

Washington  Southern  Ry.  Co 


Rate  of 

dividend  on 

common 

stock. 


2 
3 


3 
3 
3 
2 
3) 


Rate  of 

dividend  on 

preferred 

stock. 


2 
2 


? 

2 


Item  VII. 


information  called  for. — Table  showing  the  investment  in  road  and  equipment 
for  each  of  said  years  of  railway  companies,  giving  each  separately. 
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Modification. — Aggregate  road  and  equipment  combined  can  be  given  for 
Class  I  and  Class  II  roads  and  their  subsidiaries  for  each  year  1912  to  1916 
(June  30).  This  is  for  the  entire  United  States  only,  because  of  complications 
arising  from  leased  lines  or  other  subsidiaries. 

Fobm  VII. — Investment  in  road  and  equipment — Class  I  and  Class  II  roads  and 

their  nonoperating  subsidiaries. 


Year  ended  June  30— 


1916. 
1915. 
1914. 
1913. 
1912. 


Amount. 


917,525,576,908 
17,247,101,881 
16,936,697,840 
16,351,639,266 
16,004,744,966 


Mileage  rep- 
resented. 


239,392.31 
237,272.11 
235,985.60 
233,456.23 
229,902.66 


Item  VIII. 

Information  called  for. — Table  showing  par  value  of  all  stocks  and  bonds  for 
each  of  said  years,  stating  them  separately  and  eliminating  duplications. 

Modification. — This  is  impossible  except  for  the  United  States  as  a  whole 
because  of  duplications. 

Form  VIII. — Capitalization  in  hands  of  public  (eliminating  duplication) — Class 
I  and  Class  II  roads  and  nonoperating  subsidiaries. 


Year  ended  June  30— 

Stock. 

$6,314,570,354 
6,125,570,387 
6,011,404,923 
5,810,231,391 
5,766,093,888 

Funded  debt. 

1916 

$10,021,730,075 

1915 

10,181,932,193 
9,708,292,002 

1914 

1913 

9,519,900,055 

1912 

9,321,506,762 

Item  IX. 

Information  called  for. — Statement  showing  the  amount  of  traffic  being  handled 
by  the  railway  companies  at  the  present  time,  as  compared  with  the  previous 
years — 1915,  1916,  and  1917 — or  so  much  of  said  period  as  can  be  furnished, 
separating  freight  and  passenger  traffic. 

Modification. — We  can  give  tonnage  and  ton-miles,  passengers  and  passenger- 
miles,  for  the  year  ending  June  30,  1916,  and  prior  years,  but  no  figures  for  1917 
are  available.  This  is  interpreted  as  being  wanted  for  the  aggregate  of  the 
roads  and  not  for  individual  roads. 

Form  IX. — Class  I  roads. 


Number  of  pas- 
sengers. 

968,887.957 
936, 368i  539 
1,002,350,385 
983,692,468 
944,265,173 

Passenger-miles. 

33,645,908,150 
31,789,928,187 
34,566,985,414 
33,875,085,958 
32,316,262,549 

Number  of  tons  carried. 

Year  ended  June  30— 

Originated  on 
road. 

Total. 

2,093,092,757 
1,684,659,517 
1,843,216,056 
1,915,001,926 
1,684,994,748 

Ton-miles. 

1916 

1,151,187,321 

925,6*6,847 

1,023,131,101 

1,067,798,112 

926,470,814 

339,870,323,675 

1915 

273,913,006,669 

1914 

284,924,749,718 

1913 

297,722,528,603 

1912 

259,981,628,198 

Item  X. 

Information  called  for. — Statement  showing  relative  amount  of  freight  and 
passenger  equipment  including  cars  and  locomotives  for  each  of  said  years, 
dividing  freight  cars  into  classes  and  indicating  increase  in  locomotive  capacity. 
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Modification. — We  can  give  number  of  various  types  of  cars,  freight  and  pas- 
senger, separately ;  but  locomotives  are  not  so  separated.  Figures  for  the  year 
ending  June  30,  1916,  and  prior  years  are  available.  None  for  1917.  This  is 
understood  to  be  not  for  individual  roads  but  for  all  roada 

Class  I  roads. ' 


Class. 

Year  ended  June  30— 

1916 

1915 

1914 

1913 

1912 

Boxcars 

1,014,219 

120,393 

82,123 

875,316 

9,462 

51,610 

83,256 

1,029,882 

127,596 

84,966 

872,971 

9,161 

52,299 

81,980 

1,032,931 

132,378 

81,268 

871,653 

8,235 

48,764 

87,786 

1,021,917 

134,500 

77,022 

840,718 

7,927 

43,271 

84,178 

990,169 

134,304 

75,282 

824,287 

7,470 

30,650 

78,625 

Flat  cars 

Stock  cars 

Coal  cars 

Tank  rars 

Refrigerator  cars 

Other  freight-carrying  cars. . . 

Total  freight-carrying 
cars 

2,236,379 
51,670 
60,790 

2,258,856 
52,690 
61,882 

2,263,015 
51,373 
62,215 

2,209,533 
49,660 
60,892 

2,140,687 
48,537 
58,748 

Passenger  -train  cars 

Number  o/ steam  locomotives 

Aggregate  tractive  ca- 
pacity  

1,989,132,700 

1,970,295,300 

1,947,603,716 

1,858,747,211 

1,728,363,247 

XI.  To  what  cause  or  causes  do  you  attribute  delays  and  congestions  In 
traffic? 

Answer.  The  answer  to  this  question  must  embrace  consideration  of  three 
factors :  (a)  Unprecedented  volume  of  traffic  and  changes  in  traffic  conditions ; 
(o)  inequalities  in  operating  efficiency;  (c)  lack  of  coordinated  governmental 
regulation. 

(a)  Unprecedented  volume  of  traffic  and  changes  in  traffic  conditions :  The 
volume  of  traffic  demanding  movement  has  exceeded  and  exceeds  by  far  that 
of  any  former  period.  The  large  manufacturing  centers  of  the  country  are 
largely  in  the  territory  east  of  the  Indiana-Illinois  State  line  and  north  of  the 
Ohio  and  Potomac  Rivers.  Some  of  those  centers  are  also  the  principal  railroad 
"gateways"  through  which  traffic  to  or  from  other  territories  must  move. 
There  has  been  a  great  increase  in  manufacturing  and  other  Industrial  activity 
in  eastern  territory.  This  has  resulted  in  a  very  large  tonnage  of  fuel  and  raw 
materials  inbound  and  finished  products  outbound.  In  consequence  there  has 
been  a  concentration  of  cars  moving  to  and  from  these  industrial  centers. 
Through  those  centers,  as  railroad  "gateways,"  a  large  tonnage  Is  moved  (1) 
for  domestic  use,  (2)  for  export.  For  illustration,  coal  for  Michigan  moves 
from  mines  in  territories  south  and  southeast  of  Toledo  over  lines  running 
through  Toledo  and  through  Detroit.  With  the  local  facilities  for  handling 
traffic  at  those  points  already  under  a  heavy  burden  the  tonnage  of  coal  for 
points  in  Michigan  is  delayed  until  it  can  be  moved  through.  A  considerable 
part  of  that  coal  before  reaching  Toledo  has  had  to  move  through  Cincinnati, 
where  it  has  met  the  same  experience.  Manufacturing  in  New  England  was 
greatly  expanded  immediately  following  the  outbreak  of  the  war  in  Europe, 
accompanied  by  a  demand  for  movement  of  materials  and  fuel  that  has  not 
been  met  and  a  serious  congestion  on  the  railways.  Most  of  the  vessels  for- 
merly engaged  in  coastwise  service  and  many  of  those  on  the  Great  Lakes 
were*  withdrawn  from  their  usual  activities,  thus  throwing  an  additional  large 
volume  of  traffic  upon  the  railroads. 

With  regard  to  traffic  for  export  the  tonnage  moved  over  the  rail  lines  since 
the  latter  months  of  1915  has  been  greatly  in  excess  of  that  carried  at  any  time 
prior  to  the  war  in  Europe.  By  far  the  greater  part  of  this  tonnage  has  been 
tansported  to  the  north  Atlantic  ports,  and  it  has  been  moved  through  or  from 
the  large  industrial  centers,  such  as  Pittsburgh,  where  it  has  met  the  accumulat- 
ing traffic  local  to  those  centers.  Thus  the  changes  in  traffic  conditions  have 
resulted  in  a  preponderating  flow  of  tonnage  from  the  West  and  the  South  into 
eastern  territory  converging  first  at  the  industrial  centers  and  later  at  the  north 

Atlantic  ports. 

These,  with  other  contributing  factors,  such  as  shortage  of  labor,  failure  of 
some  consignees  to  remove  their  freight  from  cars  and  warehouses,  and  plethora 
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of  demands  for  shipments  for  the  Government  and  those  having  contracts  with 
the  Government,  have  been  the  principal  causes  of  congestion  so  far  as  changes 
in  traffic  conditions  are  concerned. 

(b)  Inequalities  in  operating  efficiency:  The  increased  demands  for  transpor- 
tation, under  changed  conditions,  have  served  to  show  both  the  strength  and 
the  weakness  of  the  railroad  systems.  Some  of  them  were  prepared  for  a  larger 
business.  Others  found  their  facilities  inadequate  and  have  been  almost  over- 
welmed  by  traffic  demands,  showing  in  consequence  operating  costs  out  of  pro- 
portion to  the  increased  tonnage  handled.  In  the  matter  of  equipment,  locomo- 
tives have  been  relatively  more  important  than  cars,  and  the  lines  that  have 
had  a  substantial  margin  of  strength  in  motive  power  have  been  much  more 
successful  in  meeting  the  demands  than  those  which  have  been  weaker  in  that 
respect.  But  with  full  recognition -of  these  differences  in  facilities  and  equip- 
ment the  fact  can  not  be  overlooked  that  some  railroads  are  much  better  op- 
erated than  others.  There  are  conditions  in  the  situation  which  can  not  be 
otherwise  accounted  for. 

(c)  Lack  of  coordinated  governmental  regulation:  The  present  regulation 
of  transportation  conditions  and  of  matters  necessarily  affecting  transportation 
is  committed  to  several  agencies  authorized  by  Congress.  It  has  the  inherent 
weaknesses  of  a  diversified  control,  no  agency  having  complete  authority  to 
do  what  the  situation  requires.  The  fact  must  be  recognized  that  the  freight  of 
ail  classes  now  requiring  transportation  can  not  be  successfully  carried  unless 
operating  practices  are  so  systematized  as  to  get  the  maximum  use  of  the 
available  facilities.  It  is  clear  that  unnecessary  requirements  for  preferential 
movement  must  contribute  to  delays  and  congestions,  and,  while  expedited 
service  is  imperative  in  certain  cases,  better  results  in  the  long  run.  will  be 
secured  from  a  centralized  regulation  to  promote  general  operating  efficiency. 

XII.  What  changes  In  methods  of  administration  have  been  adopted  within 
the  past  year  to  relieve  congestion  of  freight  and  increase  efficiency? 

Answer.  We  refer  to  what  is  said  on  pages  61  to  68  of  our  thirty-first  annual 
report  to  the  Congress,  recently  submitted,  under  the  captain  "  Transportation 
conditions."  Since  that  report  was  prepared  the  railroads'  executive  committee 
has  expanded  Its  efforts  by  arranging  for  diversion  of  export  traffic  to  south 
Atlantic  and  Gulf  ports;  by  organizing  an  operating  committee  to  unify  more 
completely  the  operations  of  the  roads  in  the  eastern  district;  and  by  trans- 
ferring locomotives  from  western  and  southeastern  roads  to  eastern  roads 
and  coal-carrying  roads  reaching  Hampton  Roads.  The  transfer  of  locomotives 
to  the  roads  carrying  coal  to  Hampton  Roads  is  aimed  at  relief  for  the  fuel 
shortage  in  New  England. 

XIII.  What  further  changes,  if  any,  would  you  advise? 

Answer,  (a)  A  single  governmental  control  of  railroads,  under  the  direction 
of  the  President  and  with  appropriate  guaranties  to  the  owners,  for  the  period 

of  the  war. 

(6)  A  complete  unification  of  all  facilities,  especially  of  terminals  and  equip- 
ment. A  larger  number  of  locomotives  can  be  drawn  from  the  less-burdened 
lines  for  use  in  clearing  the  congestion  in  eastern  territory.  More  of  the  empty 
cars  constantly  accumulating  there  can  be  moved  to  the  South  and  West,  thus 
relieving  track  and  yard  space  in  eastern  territory  and  furnishing  a  greater 
supply  of  cars  in  the  originating  territories. 

(c)  The  romoval  of  competition  for  traffic,  passenger,  and  freight  will  make 
possible  a  more  effective  use  of  facilities.  Every  available  route  should  be  used 
to  its  maximum  economical  capacity,  and  cross  hauling  of  freight  that  moves  in 
large  volume  should  be  avoided  or  restricted  as  far  as  may  reasonably  be  done. 

(d)  Immediate  survey  of  conditions  of  inland  and  coastwise  water  transpor- 
tation. There  are  possibilities  in  water  transportation  which,  if  fully  utilized, 
can  be  made  an  important  factor  in  relieving  the  rail  lines.  The  enlarged  Erie 
Canal,  for  example,  is  nearing  completion.  It  may  be  possible  to  increase  the 
number  of  barges  for  the  canal  and  boats  for  the  Great  Lakes,  so  that  those 
arteries  of  commerce  can  afford  relief  upon  the  opening  of  navigation.  Trans- 
portation on  the  navigable  rivers  and  the  development  of  coastwise  service  are 
equally  Important.  In  this  connection  it  is  noted  that  the  Shipping  Board 
favors  the  construction  of  shipyards  in  the  South  for  rail-transportation  reasons 
in  part.  It  is,  of  course,  Important  that  new  manufacturing  activities  shall  be 
located,  If  possible,  in  the  territories  which  are  relatively  free  from  traffic 
congestion.  • 

(e)  Diversion  of  as  great  an  amount  of  export  tonnage  as  possible  to  the 
southeastern  and  Gulf  ports.    This  will  result  in  substantial  relief  to  the  lines 
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In  eastern  territory.  It  will  require  action  by  the  Army  and  Navy  Depart- 
ments, the  Shipping  Board,  and  the  allied  Governments  in  arranging  ship 
sailings. 

(/)  The  Improvement  in  car  loading,  as  a  result  of  the  response  of  the  ship- 
pers to  the  necessity  for  conserving  equipment,  has  been  very  substantial. 
This  can  be  further  developed  and  also  extended  in  the  direction  of  more 
prompt  unloading.  In  the  case  of  some  railroads  the  traffic  departments, 
which  ordinarily  seek  to  increase  the  carriers'  traffic  patronage,  were  in  part 
diverted  to  the  efforts  to  secure  greater  car  efficiency.  The  result  was  a  marked 
increase  in  tonnage  carried  per  car  and  per  train,  as  well  as  in  mileage  per 
car  per  day. 

(g)  A  survey  should  also  be  made  of  the  possibility  of  developing  transpor- 
tation by  trolley  lines  and  auto  trucks.  There  is  a  field  for  this  service,  already 
partly  utilized,  for  short  hauls  to  and  from  industrial  centers. 

The  Acting  Chairman.  What  effect  upon  the  scope  or  nature  of 
this  inquiry  under  this  resolution,  Senator  Cummins,  do  you  think 
will  be  had  by  the  action  of  the  President  in  taking  over  the  rail- 
roads of  the  country  under  resolutions  and  laws  existing  at  the  time? 

Senator  Cummins.  That  question  is  a  little  bit  difficult  for  me,  if 
not  embarrassing,  Mr.  Chairman,  and  I  can  only  give  you  my  per- 
sonal individual  view  of  it. 

I  believe  with  the  commission  that  the  only  way  we  can  meet  the 
difficulties  that  we  must  overcome  is  through  unification  of  the  rail- 
roads and  their  operation  and  management,  and  a  single  system, 
and  I  am  in  hearty  accord  with  the  action  of  the  President  in  so  far 
as  that  policy  is  concerned.  I  have  not  believed,  and  do  not  believe 
now,  according  to  our  constitutional  guide,  that  he  has  the  power  to 
do  what  he  has  done,  and  I  was  very  anxious  to  give  him  the  power 
in  the  right  way.  Having  exercised  the  power,  however — and  there 
are  different  minds  about  that — I  am  not  saying  this  in  any  captious 
way — but  I  suppose  that  so  far  as  the  taking  over  of  the  railroads  is 
concerned  that  has  become  a  rather  academic  question,  but  I  do  be- 
lieve it  is  the  policy  of  the  committee,  and  ought  to  be  the  duty  of 
Congress,  to  supplement  the  legislation  now  in  existence  with  ample 
authority  to  accomplish  the  purpose  he  has  in  view. 

Senator  Poindexter.  Senator  Cummins,  you  are  a  member  of  the 
joint  committee  of  the  House  and  Senate  which  is  inquiring  into  the 
transportation  matter,  are  you  not? 

Senator  Cummins.  Yes. 

Senator  Poindexter.  May  I  ask  you  whether  or  not  that  committee 
has  had  the  members  of  the  Interstate  Commerce  Commission  before 
it  and  gone  into  their  views  as  to  the  permanent  policy  of  the  country 
as  to  the  railroads? 

Senator  Cummins.  We  have  not  had  the  members  of  the  Inter- 
state Commerce  Commission  before  us  at  all,  or  any  member  of  it,  as 
I  remember.  We  have  had  a  great  deal  of  testimony — if  it  may  be 
called  testimony — relating  to  Government  ownership  and  operation. 
There  have  been  two  or  three  very  complete  arguments,  accompanied 
with  facts,  upon  that  subject,  but  not  from  the  commission. 

Senator  Poindexter.  Have  the  hearings  before  that  joint  commit- 
tee been  printed  as  yet? 

Senator  Cummins,  I  am  informed  that  they  have  not  been.  After 
our  return  from  California,  we  took  up  the  hearings  again  in  Wash- 
ington and  continued  them  for  a  week  or  more,  and  the  latter  hear- 
ings have  not  been  printed,  I  am  told.   All  of  the  hearings,  up  to  the 
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beginning  of  this  session,  have  been  printed :  but  there  would  be  prob- 
ably nothing  in  those  hearings  that  would  be  very  helpful  at  this 
time.  They  all  relate,  in  so  far  as  Government  ownership  is  con- 
cerned, to  a  permanent  policy,  and  they  are  confined  to  arguments 
intended  to  show  that  that  is  the  best  policy  for  the  Government  to 
pursue,  but  they  do  not  take  up  the  details  of  the  transformation  and 

Soint  the  way  for  the  legislation  which  would  have  to  accompany 
rovernment  ownership  and  operation. 

Senator  Kellogg.  Senator  Cummins,  when  you  say  that  question 
of  taking  over  the  railroads  is  now  of  course  an  academic  question, 
there  are  other  questions  that  of  necessity  the  committee  will  have  to 
consider,  and  additional  legislation  which  may  be  recommended,  and 
probably  will  be  recommended  by  the  President  in  his  message  to 
Congress.  Your  idea  is  that  we  should  consider  the  whole  subject 
of  the  questions  raised  by  the  commission's  recommendations  except 
the  taking  over,  and  any  questions  that  may  be  raised  by  the  com- 
munication of  the  President  to  Congress,  is  it  not? 

Senator  Cummins.  Continuing  my  answer  and  completing  it,  to  the 
chairman's  question,  I  think  there  is  the  subject  of  the  necessary  leg- 
islation. I  tnink  there  is  the  question,  including  the  question  of  com- 
pensation, which  is  a  very  vital  and  important  one,  and  the  only  thing 
that  has  been  done  that  would  narrow  the  limits  of  the  inquiry,  or 
the  range  of  the  inquiry,  is  the  determination  that  it  is  necessary  to 
take  them  over. 

The  Acting  Chairman.  Of  course  our  proceedings  are  subject  to 
the  pleasure  of  the  committee.  Speaking  for  myself,  as  one  member 
of  the  committee,  as  I  recall  the  report  of  the  Interstate  Com- 
merce Commission,  it  suggested  that  something  would  have  to  be 
done  to  help  the  railroad  situation  of  the  country,  and  suggested, 
among  other  things,  that  one  thing  which  might  be  done  would  be 
for  the  Government  to  take  control  of  the  railroads,  and  the  Presi- 
dent has  done  that.  That  seems  to  be  an  accomplished  fact — if  he  has 
the  constitutional  and  legal  authority  to  do  it-— and  I  assume  that  he 
has  indicated  also  that  he  would  appear  before  Congress  and  ask  for 
certain  appropriations  to  carry  out  the  measure  which  he  has  ini- 
tiated. 

Senator  Kellogg.  Appropriations  or  guarantees. 

The  Acting  Chairman.  Guarantees,  I  believe  is  the  way  he  put  it, 
and  it  seems  to  me  that  about  all  there  is  left  for  Congress  to  do  is  to 
either  grant  or  refuse  the  legislation  which  he  asks  us  to  pass  upon, 
or  the  wisdom  of  the  legislation  he  asks,  as  far  as  any  inquiry  into 
the  subject  of  what  is  best  to  do  with  the  railroads  of  the  country  is 
concerned. 

Now,  it  seems  to  me  our  deliberations  on  that  would  be  academic, 
because  something  has  already  been  done.  In  my  opinion  the  scope 
of  the  inquiry  has  been  materially  narrowed,  and  it  is  simply  up  to 
Congress  to  decide  whether  they  will  or  will  not  grant  the  legislation 
to  follow  up  what  the  President  has  done.  But  I  suppose  there  is  no 
objection  to  the  committee  getting  all  the  light  that  it  can  from  the 
members  of  the  Interstate  Commerce  Commission  and  the  managers 
of  the  railroads,  or  anybody  else,  for  that  matter.  That  is  a  matter 
that  is  subject  to  the  pleasure  of  tne  committee.  What  is  the  pleasure 
of  the  committee  ? 
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Senator  Kellogg.  I  would  like  to  suggest  to  the  chairman  that 
this  information  which  the  committee  asks  of  the  commission  seems  to 
bear  right  on  that  question  very  materially,  of  what  guarantees  the 
Government  should  make,  and  I  suggest  that  we  go  ahead  now  and 
put  in  these  tables,  and  by  that  time  Senator  Pomerene  may  be  here, 
and  he  may  want  to  take  part  in  any  general  examination  of  the 
commission  that  may  be  had. 

The  Acting  Chairman.  I  think  myself  it  would  be  proper  at  the 
beginning  to  make  these  tables  a  part  of  our  proceedings,  if  you  will 
make  a  motion  to  that  effect. 

Senator  Cummins.  Mr.  Chairman,  the  tables,  while  they  are  very 
well  prepared,  are  understandable  to  those  who  care  to  devote  a  good 
deal  of  time  to  their  study.  We  are  preparing  information  for  the 
membersof  the  Senate,  and  we  ought  to  lay  that  information  before 
them  in  the  form  in  which  it  would  be  most  accessible  to  them,  and 
the  easiest  to  comprehend  and  to  handle,  and  I  want,  myself,  to  ex- 
amine one  or  more  members  of  the  commission  with  regard  to  those 
tables. 

The  Acting  Chairman.  Certainly  there  could  be  no  objection  to 
that.  I  thought  we  could  put  them  in  the  record  first  and  supplement 
them  by  examining  the  members  of  the  commission  afterwards. 

Senator  Cummins.  I  would  have  no  objection  to  that. 

(The  tables  referred  to  are  here  printed  in  full  as  follows:) 
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Senator  La  Follette.  Mr.  Chairman,  we  have  a  motion  pending, 
have  we  not,  that  we  had  better  vote  upon? 

The  Acting  Chairman.  The  motion  of  Senator  Watson  that  we 
proceed  with  the  hearings  was  agreed  to.  There  is  no  other  motion 
pending  before  the  committee. 

Senator  Cummins.  I  am  in  favor  of  Senator  Watson's  motion  to 
proceed  with  the  inquiry. 

Senator  Thompson.  Until  12  o'clock. 

The  Acting  Chairman.  There  is  no  motion  before  the  committee 
at  present.  Senator  Kellogg,  do  you  wish  to  make  a  motion  to  in- 
corporate these  questions  and  answers  in  the  record? 

Senator  Kellogg.  I  would  like  to  ask  if  the  replies  of  the  executive 
officials  of  the  railways  that  were  asked  for  at  the  same  time  are  here? 

The  Acting  Chairman.  The  Chair  is  informed  that  they  are  in 
the  printer's  hands  and  are  expected  to  be  here  any  moment. 

Senator  Poindexter.  Whether  they  are  printed  or  not,  Mr.  Chair- 
man, I  ask  that  they  be  printed  following  the  reports  of  the  Inter- 
state Commerce  Commission  in  the  proceedings  of  the  committee. 

Senator  Kellogg.  That  is,  that  both  of  them  be  put  in  the  record  ? 

The  Acting  Chairman.  Did  you  make  that  as  a  motion,  Senator 
Kellogg? 

Senator  Kellogg.  Yes,  sir. 

The  Acting  Chairman.  Including  Senator  Poindexter's  sugges- 
tion? 

Senator  Kellogg.  Yes. 

(The  motion  was  agreed  to,  and  the  matter  referred  to  will  be 
found  in  a  previous  part  of  this  record.) 

Senator  Poindexter.  Now.  if  I  may  be  permitted  to  express  an 
opinion,  I  think  since  we  are  nere  and  have  these  busy  men  here  from 
the  Interstate  Commerce  Commission,  and  as  Senator  Cummins  has 
some  particular  inquiries  that  he  wants  to  make  of  them,  I  think  we 
should  call  upon  them  and  hear  their  statements. 

The  Acting  Chairman.  la  it  the  pleasure  of  the  committee  that 
the  Interstate  Commerce  Commissioners  be  called  now  ? 

(There  being  no  objection,  it  was  so  ordered.) 

Senator  Cummins.  There  are  four  members  of  the  commission  here, 
and  I  suggest  that  they  determine  among  themselves  who  will  first 
appear. 

The  Acting  Chairman.  Is  the  chairman  of  the  commission  pres- 
ent? 

Commissioner  Hall.  Yes,  sir. 

The  Acting  Chairman.  Mr.  Commissioner  Hall,  we  will  be  very 

?lad  to  hear  in  turn  from  all  the  members  of  your  commission,  and 
suggest  that  you  designate  the  order  in  which  they  shall  appear, 
or  as  it  may  suit  their  convenience  if  they  have  any  particular  wish 
in  the  matter.  If  they  have  no  particular  wish,  we  will  hear  from 
you  first,  as  chairman  of  the  commission. 

STATEMENT  OF  HON.  HENBY  C.  HALL,  CHAIRMAN  INTERSTATE 

COMMENCE  COMMISSION. 

The  Acting  Chairman.  Mr.  Hall  is  at  the  service  of  the  commis- 
sion, and  I  suggest  that  Senator  Cummins  open  the  inquiry. 
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Senator  Cummins.  Mr.  Hall,  do  you  prefer  to  make  a  statement 
in  the  order  in  which  you  may  think  best,  or  would  you  prefer  that 
whatever  you  may  say  shall  be  said  in  answer  to  inquiries? 

Commissioner  Hall.  Senator  Cummins,  the  views  of  the  commis- 
sion have  been  expressed  in  its  special  report  to  Congress  supple- 
menting the  annual  report  and,  as  far  as  was  possible  in  the  tune 
allotted,  in  its  response  to  13  questions — I  think  there  were  14  in 
number,  but  there  were  13  in  reality — addressed  to  the  commission 
under  date  of  the  21st  instant. 

Obviously  the  shortness  of  time  and  the  many  engagements  which 
the  commission  has  had  have  prevented  as  full  a  reply  as  might  other- 
wise have  been  made.  I  may  say  that  some  of  the  questions  calling 
for  statistical  information  could  not  have  been  answered  except  with 
a  force  that  we  have  not  available,  and  an  expenditure  of  time  that 
would  have  been  out  of  the  question  under  the  circumstances;  for 
example,  that  with  regard  to  the  market  value  of  securities — I 
think  it  is  question  No.  2.  I  am  told  by  our  statistical  department 
that  an  answer  to  that  question  in  the  detail  in  which  it  is  put  would 
require  the  services  of  perhaps  150  expert  men  accustomed  to  the  use 
of  logarithmic  tables  ior  three  or  four  months. 

So  what  has  been  done — and  I  am  requested  to  state  this  on  behalf 
of  those  who  have  had  charge  of  preparing  these  tables  and  answers — 
is  to  make  such  reply  as  would  meet  the  gist  and  substance  of 
what  is  thought  to  be  the  inquiry  underlying  the  express  question. 
For  any  inadequacy  we  can  only  submit  the  physical  impossibility 
of  full  compliance. 

This  statement  having  been  considered  and  made  by  the  com- 
mission as  a  whole,  I  think  I  have  no  general  statement  to  make,  and 
will  endeavor  to  reply  to  such  queries  as  may  be  addressed  to  me. 

Senator  Cummins.  Mr.  Hall,  before  taking  up  the  tables  which 
your  commission  has  kindly  presented  to  the  committee,  I  think  it  is 
first  worth  while,  even  unaer  present  conditions,  to  ask  you  to  elabo- 
rate a  little  upon  the  railway  situation.  I  think  it  is  due  to  the  Sen- 
ate and  to  the  country  to  have  some  further  knowledge  with  regard 
to  the  reasons  which  lead  the  commission  to  the  conclusions  it  an- 
nounced in  its  special  report  under  date  of  December  1.  I  call  your 
attention  to  this  paragraph,  simply  to  furnish  an  initial  point: 

Since  the  outbreak  of  the  war  in  Europe,  and  especially  since  this  country 
was  drawn  into  that  war,  it  has  become  increasingly  clear  that  unification 
in  the  operation  of  our  railroads  during  the  period  of  conflict  is  indispensable 
to  their  fullest  utilization  for  the  national  defense  and  welfare.  They  must 
be  drawn,  like  the  individual,  from  the  pursuits  of  peace  and  mobilized  to  win 
the  war.  This  unification  can  be  effected  in  one  of  two  ways,  and  we  see 
but  two. 

Will  you  state  the  difficulties  and  the  deficiencies  in  transportation 
which  came  under  your  observation  and  which  led  you  to  the  belief 
that  the  present  system  was  inadequate  to  meet  the  demands  of  the 
country  for  war  purposes  and  of  commerce  as  well  ? 

Commissioner  Hall.  Senator,  an  adequate  reply  to  that  question 
would,  I  presume,  involve  a  review  of  all  that  has  taken  place  since 
the  outbreak  of  the  war  in  Europe  and,  more  especially,  since  this 
country  was  drawn  into  that  war.  The  conclusions  here  expressed 
might  be  said  to  be  a  composite  of  the  observations  made  from  day  to 
day  of  what  was  going  on  in  transportation  and  of  deductions  such  as 
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gradually  grow  in  the  mind  of  any  man  as  to  what  seems  to  be 
the  general  trouble  and  what  seems  to  be  the  prospect  of  rectification 
or  cure.  To  single  out  any  one  particular  fact  from  the  many  facts 
and  attach  to  that  fact  its  significance  as  compared  to  other  facts 
would  be  a  very  difficult  matter.  It  is  like  the  experience  that  a 
lawyer  has  after  20  years  of  practice  as  compared  with  the  experi- 
ence and  knowledge  that  a  lawyer  has  when  he  is  just  out  of  the 
law  school.  It  is  the  development  of  his  thought  and  observation 
that  he  brings  to  a  new  case,  and  yet  he  could  not  assign,  perhaps, 
to  any  particular  part  of  his  past  experience  the  quality  that  enables 
him  to  deal  more  effectively  with  what  comes  before  him  now. 

Stated  very  broadly,  one  may  say  that,  physically,  the  railroads 
of  this  country  are  all  one.  Their  rails  connect  throughout  the 
country  over  260,000  miles  of  road.  The  division  between  them  is 
artificial,  not  physical,  just  as  the  division  between  the  several 
States  of  the  Union  or  the  different  counties  of  a  State  is  political 
and  not  physical.  There  is  this  difference:  The  dividing  line  in 
the  case  of  railroads  is  that  drawn  by  ownership  or  control;  but 
looked  at  as  an  instrumentality  of  transportation,  the  rails  and 
what  goes  with  the  rails  in  the  way  of  roadbed  and  tunnels  and 
bridges  and  all  the  rest  practically  constitute  an  entity,  stretching 
from  one  coast  to  the  other,  from  the  Canadian  border  to  the  Mexican 
border,  and  beyond,  stopping  only  where  they  reach  the  oceans. 

The  difficulties  that  hinder  the  utilization  of  these  rails  to  their 
fullest  extent  are  not  inherent  in  railroad  operation.  They  result 
from  a  conflict  of  interest  between  competing  roads,  and  they  result 
also  from  certain  statutory  restrictions  that  the  States  and  the  Na- 
tion have  seen  fit  from  time  to  time  to  impose  upon  the  operation 
of  the  roads.  It  is  obvious  that  where  the  competitive  influence 
existed  from  the  start  it  can  not  be  expected  to  disappear  at  the  turn 
of  a  thumb,  and  where  the  carriers  are  restricted,  as  they  are  re- 
stricted by  law,  from  pooling  their  freight  or  pooling  their  earnings 
to  compensate  the  road  which  has  the  traffic  and  gives  it  up  to  another 
because  the  other  happens  to  have  its  way  clear,  when  the  road 
which  has  the  traffic  has  not  its  way  clear  it  takes  a  very  high  spirit 
of  patriotism  indeed  for  the  management  of  the  railroad  to  see  its 
rerenues  depleted  without  any  sort  of  compensation  for  the  surrender 
of  traffic. 

If  you  will  take  a  railroad  maj)  and  observe  how  the  rails  run,  it 
is  obvious  that,  particularly  here  in  the  East  and  in  certain  parts  of 
the  Middle  West,  there  are  a  great  many  different  ways  by  which  one 
can  go  from  one  point  to  another,  and  it  is  also  obvious  that  every 
road,  no  matter  how  circuitous  it  may  be,  is  the  shortest  line  from 
one  point  to  another.  Admiral  Mahan  has  pointed  out  that  the 
unstaked  seas  are  nevertheless  traversed  by  routes  of  traffic.  So  it  is 
with  railroad  transportation  in  the  United  States.  It  has  become 
the  usage  to  send  shipments  through  certain  gateways.  Those  gate- 
ways are  very  often  producing  points.  They  are  well  known  to  all 
railroad  men.  The  natural  course  of  tramc  is  to  move  through 
those  gateways.  Now,  when  it  happens  that  there  is  a  large  volume 
of  traffic  normally  flowing  through  a  producing  gateway  from  a 
territory  that  is  also  producing,  and  then  there  is  suddenly  superim- 
posed such  an  enormous  business  as  has  been  brought  upon  the  car- 
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riers  of  this  country  by  the  war  in  Europe,  and,  since  we  have  been 
drawn  into  war,  by  our  preparation  for  adequate  participation  in 
that  war,  the  gateway  becomes  choked  unless  something  is  done  to 
make  it  possible  for  traffic  which  does  not  necessarily  have  to  pass 
through  this  gateway  to  pass  around  it  by  another  and  less  encum- 
bered line.  It  is  obvious  that  if  all  the  railroads  of  the  country  be- 
longed to  one  owner,  even  if  divided  for  convenience  in  operation 
into  various  districts,  that  owner,  without  a  thought  of  the  earnings 
of  one  particular  line  as  compared  with  another  particular  line, 
would  utilize  all  those  lines  to  their  maximum  economic  capacity. 

In  brief,  the  entire  plant  would  be  utilized  regardless  of  the  earn- 
ings of  one  part  as  against  another  of  the  plant,  so  as  to  reduce  con- 
gestion to  the  minimum  and  keep  the  traffic  moving.  The  congestion 
does  not  occur  on  the  main  track  where  the  trains  move.  Transpor- 
tation includes  delivery,  and  in  a  sense  the  traffic  capacity  of  a  car- 
rier may  be  said,  at  least  so  it  seems  to  me,  to  be  measured  by  its 
capacity  to  deliver,  to  get  the  cars  unloaded  and  start  them  back  with 
or  for  a  fresh  load. 

So,  generally  speaking,  the  thought  is  this,  that  so  long  as  the 
various  railroad  lines  that  constitute  this  continental  whole,  physical 
whole,  are  owned  and  operated  by  different  companies,  each  respon- 
sible to  its  stockholders  and  its  bondholders,*  and  each  seeking  for 
traffic  and  depending  upon  that  traffic  over  its  own  rails  for  its  earn- 
ings and  to  meet  its  obligations — just  so  long  as  that  continues,  the 
owners  of  each  of  these  segments  will  be  striving  to  get  that  traffic 
and  to  have  that  earning.  But  the  moment  that  the  whole  is  oper- 
ated as  a  whole,  the  traffic  can  be  sent  by  the  most  direct  practicable 
route.  If  there  are  fifteen  channels  available,  three  or  them  the 
main  channels,  and  the  three  get  choked,  the  other  twelve  will  be 
utilized  in  so  iar  as  that  controlling  influence  of  capacity  to  deliver 
at  destination  can  be  taken  care  of. 

So  that  the  thought,  reduced  to  its  essentials,  is  really  exceedingly 
simple.  You  have  here  a  great  plant.  Its  components  are  owned 
by  a  number  of  different  companies  and  each  of  the  companies  is 
utilizing  what  it  has  tp  make  its  earnings  meet  its  obligations.  But 
looked  at  as  a  great  engine  or  instrumentality  of  war  preparation 
and  war  conduct,  it  seems  to  be  plainly  desirable  that,  whatever  the 
original  intent,  it  should  now  be  utilized  as  though  it  were  one  plant 
and  just  in  the  way  it  would  be  utilized  if  it  were  one  plant,  with  the 
greatest  economic  results. 

I  am  not  suggesting  here  the  establishment  of  strategic  lines  for 
the  purpose  of  coast  defense  or  other  strictly  military  purposes,  im- 
portant as  that  might  become.  I  am  speaking  only  01  the  utilization 
to  best  advantage  of  an  existing  transportation  plant. 

That  is  perhaps  a  rambling  answer  to  your  question,  but  it  indi- 
cates what  is  the  underlying  thought  in  my  mind — that  here  is  a 
great  plant,  here  is  a  great  need,  and  the  plant  should  be  utilized  to 
the  fullest  extent  in  the  wav  it  would  be  done  if  there  were  but  one 
plant. 

The  Acting  Chairman.  That  has  been  accomplished  by  the  order 
of  the  President  in  taking  over  these  roads,  has  it  not? 

Commissioner  Hall.  That  has  made  all  these  things  possible ;  yes. 

Senator  Watson.  Wherein  did  the  railroad  managers  fail  in  that 
respect  to  bring  about  perfect  coordination? 
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Commissioner  Hall.  I  have  not  suggested  that  they  failed. 

Senator  Watson.  I  am  asking  whether  or  not  they  aid  fail,  and  if 
so,  in  what  respect. 

Commissioner  Hall.  The  railroads  of  this  country  got  together  in 
April,  as  you  know,  a  few  days  after  it  was  recognized  by  Congress 
that  a  state  of  war  existed  between  this  country  and  the  Imperial 
German  Government,  and  adopted  a  resolution  in  which  they  under- 
took to  sink  their  individual  and  competitive  interests — I  am  not 
quoting  now — and  to  operate  the  roads  as  a  continental  system,  and 
I  think  there  were  zealous  and  very  effective  efforts  to  bring  about 
just  that.  An  executive  committee  was  appointed,  the  same  com- 
mittee  that  has  now  been  selected  by  the  Director  General  to  assist 
him,  and  they  have  been  exceedingly  diligent  ever  since  their  ap- 
pointment in  dealing  with  this  weighty  problem  and  have  accom- 
plished very  good  results.  They  have  been  aided  in  that  by  the  com- 
mission on  car  service,  which  as  a  subcommittee  has  accomplished 
very  great  results,  but  in  doing  so  both  have  been  hampered  by  the 
antipooling  clause  in  the  act  to  regulate  commerce  which  makes  un- 
lawful the  pooling  of  freights  and  the  pooling  of  earnings.  This 
made  it  impossible  for  them  to  compensate  a  road  which  by  comply- 
ing with  their  directions  was  deprived  of  revenues.  So  with  the 
antitrust  provisions;  those  limitations  were  there.  It  is  true  that  as 
long  as  every  road  had  pajring  traffic  that  it  could  handle  that  would 
not  so  much  matter.  But  it  has  been  necessary  since  the  1st  of  May 
to  send  between  225,000  and  250,000  empty  cars  out  from  this  con- 
gested eastern  district  to  the  South  and  West.  These  have  been  car- 
ried by  intervening  carriers,  not  only  with  no  revenue,  but  as  a  per 
diem  expense  charged  against  them  on  each  foreign  car  to  cover  the 
rental  thereof.  They  have  done  it  in  compliance  with  what  amounted 
to  nothing  more  than  requests  of  the  car-service  commission.  Those 
requests  have  been  very  specific.  They  have  said  to  the  Pennsylvania 
Railroad  Co.,  for  example, "  Send  so  many  empties  within  such  a  time 
to  such  a  line,"  and  it  has  been  done. 

Senator  Watson.  Then  your  theory  is  that  the  Director  General 
will  have  a  certain  power  that  the  railway  managers  do  not  have,  and 
that  he  can  set  aside  the  antipooling  laws  and  can  set  aside  the  anti- 
trust laws,  and  bring  out  a  coordination  that  they  could  not  because 
of  the  hampering  effect  of  those  laws? 

Commissioner  Hall.  He  does  not  set  them  aside ;  he  is  acting  for 
the  President  The  President  can  not  pool  against  himself,  nor  create 
a  trust  or  combination  against  himself.  It  is  not  setting  aside  any 
law.  It  is  all  done  through  the  exercise  of  the  power  conferred  upon 
the  President  by  the  Constitution  in  time  of  war  and  by  Congress 
for  war  times;  putting  him  in  a  place  where  the  restrictions  of  those 
statutes  do  not  apply  to  him,  because  he  can  not  combine  against  him- 
self; he  can  not  pool  with  himself;  and  he  can  not  conspire  with 
himself. 

Senator  Poindexter.  Speaking  of  those  empty  cars  that  the  rail- 
roads were  required  to  carry,  without  revenue  from  the  transporta- 
tion of  them,  in  what  way  was  that  different  from  the  normal  course 
of  car  service  for  the  handling  of  traffic?    What  I  mean  is  this,  they 

were  going  to  the  south,  as  you  say,  undoubtedly  to  be  loaded  and 

return  loaded.    Was  not  that  a  case  of  normal  conditions? 
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Commissioner  Hall.  No,  sir ;  this  moving  was  superimposed  upon 
a  normal  return,  the  normal  sending  of  empties.  It  was  by  express 
direction,  the  sending  of  cars  which  would  not  have  gone  to  those 
regions,  and  the  directions  were  very  cheerfully  complied  with, 
almost  without  exception  cheerfully  and  promptly  complied  with, 
and  without  compensation.  It  is  true,  I  presume,  although  I  have 
not  any  definite  information  on  this  point,  that  the  car-service  com- 
mission has  tempered  its  requests  by  routing  the  movement  in  such 
wyr  as,  in  so  far  as  possible,  to  equalize  the  burden. 

I  take  it  that  demands  upon  a  given  carrier,  exceeding  a  rea- 
sonable proportion  of  empty  to  loaded  cars,  might  have  been  the  sub- 
ject of  representation  and  complaint  which  would  have  been"  consid- 
ered, and  that  it  has  been  necessary  to  keep  some  sort  of  relation  be- 
tween the  loaded  traffic  and  the  empty  movement.  But  the  President, 
under  the  power  now  vested  in  him,  can,  I  should  imagine,  if  he  see 
fit,  pick  out  any  road,  and  say,  u  Nothing  but  empties  shall  move  on 
this,  nothing  but  nonpaying  business." 

Senator  Poindexter.  But  under  normal  conditions,  how  would  the 
railroads  have  supplied  cars  for  the  transportation  of  these  commodi- 
ties for  which  those  cars  were  intended  ? 

Commissioner  Hall.  There  would  be  a  certain  amount  of  move- 
ment of  the  empties  to  the  producing  regions,  the  originating  re- 
gions, in  order  to  get  the  loads  and  come  back,  and  that  movement  has 
continued,  as  I  understand  it,  during  this  year  just  ending. 

Senator  Poindexter.  That  is  the  normal  movement  ? 

Commissioner  Hall.  That  is  the  normal  movement,  and  on  top  of 
it  there  has  been  superimposed  the  abnormal  and  directed  movement 
of  over  225,000  empty  cars.  Carriers  customarily  keep  a  close  check 
on  their  "  interchange,"  as  they  term  it,  of  loaded  and  empty  cars 
at  their  junction  points.  These  empty  movements  were  ordered  in 
addition  to  the  normal  interchange  and  were  closely  checked  as  such 
by  the  roads  interested,  who  were  advised  of  the  orders  as  issued* 

Senator  Poindexter.  What  was  the  occasion  for  the  superimposing 
of  additional  transportation  of  empty  cars?  Was  there  an  abnormal 
demand  for  the  transportation  01  commodities  in  certain  localities 
that  required  abnormal  transportation  of  empty  cars  to  those  locali- 
ties? 

Commissioner  Hall.  Looking  at  the  railroad  map,  you  can  figure 
the  West  generally  and  the  South  generally  as  chiefly  producing 
regions  of,  you  might  say,  raw  materials.  Wheat  is  a  raw  ma- 
terial, for  example,  and  lumber  is  a  raw  material,  whereas  in  what  is 
known  as  the  official  classification  territory,  north  of  the  Potomac 
and  Ohio  Rivers  and  east  of  the  Mississippi — that  is  only  a  very 
rough  indication — is  the  main  manufacturing  region  of  the  United 
States. 

If  you  consider  the  manufacturers  alone,  the  volume  of  raw  ma- 
terial coming  in  would  exceed  the  volume  of  the  manufactured 
product  going  out,  to  the  extent  that  the  raw  material  does  not  wholly 
enter  into  the  manufactured  product,  as,  for  example,  limestone  and 
the  other  things  that  go  into  the  manufacture  of  steel.  They  exceed 
in  weight  the  weight  of  the  steel  that  goes  out.  So  that  the  trend 
of  traffic  in  this  country,  even  when  the  water-borne  freight  was 
moving  freely,   was  toward   central    freight  association   territory. 
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the  Eastern  States  and,  in  particular,  New  England,  which  is  not 
a  producer  of  raw  materials  to  any  great  extent. 

That  means  a  great  many  more  cars  coming  in  loaded,  even  in  nor- 
mal times,  than  go  out  loaded.  That  should  be  the  case,  even  if  the 
entire  product  ox  the  New  England  mills  went  out  by  rail,  but  that 
product  does  not.  It  goes  out  by  sea,  a  good  deal  of  it.  The  coast  is 
here,  and  since  the  war  came  on  there  has  been  an  enormous  ex- 
portation of  grain,  flour,  and  all  sorts  of  munitions,  and  the  develop- 
ment of  munition  factories.  The  great  bulk  of  our  shipments  abroad 
have  moved  through  the  ports  of  Boston,  New  York,  Philadelphia, 
Baltimore,  and  Newport  News,  although  we  have  a  coast-line  stretch 
all  the  way  to  the  end  of  Florida  and  around  into  the  Gulf,  with 
many  good  ports.  For  reasons  which  explain  themselves,  most  of 
that  coast  has  not  been  used,  and  the  shipment  has  been  mainly 
through  certain  of  those  ports  which  were  themselves  important  con- 
sumers. 

One  result  of  that  has  been  that  the  carriers  leading  into  New 
York,  and  to  a  considerable  extent,  also,  to  Philadelphia,  Balti- 
more, Boston,  and  Newport  News,  have  been  carrying  an  amount  of 
traffic  for  export  alone  out  of  all  proportion  to  what  tne  carriers  have 
been  taking  to  other  seaports  that  would  have  been  used  if  there 
were  bottoms  available  at  those  seaports.  In  addition  to  that,  the 
boats  have  been  withdrawn  from  the  Great  Lakes  for  one  reason  or 
another.  Some  have  been  commandeered  by  the  Shipping  Board. 
The  more  profitable  use  of  bottoms  elsewhere  has  withdrawn  from 
the  Panama  Canal  service  those  that  since  the  opening  of  that  canal 
had  handled  to  a  large  extent  certain  parts  of  the  traffic  between  the 
Pacific  coast  and  the  Atlantic  coast.    All.that  is  gone. 

The  carriers  by  rail  in  this  country  have  been  called  upon  to  take 
care  of  the  traffic  that  they  have  been  accustomed  to  have,  plus  the 
traffic  that  no  longer  moves  in  part  or  in  whole  by  water,  plus  the 
demands  from  across  the  sea  growing  out  of  the  war,  plus  the  later 
demands  incident  to  our  great  expenditures  in  preparation  for  doing 
our  part  on  that  side,  ana  plus  also  the  movement  of  something  like 
2,000,000  men  since  the  1st  of  August  to  various  cantonments  and 
ports  of  embarkation,  of  the  materials  that  went  into  the  construction 
of  those  cantonments,  and  of  daily  supplies  for  those  cantonments. 
They  have  had  to  respond  to  the  activities  of  the  Shipping  Board, 
and  do  so  many,  many  other  things  that  any  attempt  to  enumerate 
rhem  would  be  vain.  But  it  is  a  perfectly  tremendous  increase  in 
traffic,  moving  very  largely  along  certain  of  these  main-line  routes. 
That  has  been  met  m  part  by  a  campaign  for  increased  loading  which 
has  yielded  very  remarkable  results,  and  for  prompt  loading  and 
unloading,  which  has  also  yielded  very  remarkable  results,  and  I 
think  it  is  safe  to  say  that  there  has  been  a  greater  degree  of  coopera- 
tion between  shippers  and  carriers  since  we  have  gone  into  this  war 
than  at  any  time  in  the  history  of  railroad  operation  in  this  country. 

Senator  JPoindbxtbr.  Regarding  the  railroad  situation,  let  me  ask 
you  just  one  other  question,  whether  or  not  the  President  had  taken 
over  the  control  of  the  railroads,  if  the  Government  in  its  control 
of  the  shipping  had  called  for  the  delivery  of  an  amount  of  mer- 
chandise that  would  be  shipped  abroad  at  these  various  southern 
ports  that  you  spoke  of,  was  tnere  anything  in  the  railroad  situation 
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that  would  have  prevented  the  delivery  of  it  at  those  ports  instead 
of  at  these  congested  centers  that  you  speak  of? 

Commissioner  Hall.  If  a  railroad  is  constructed  for  a  certain 
volume  of  business  and  equipped  to  handle  a  certain  volume  of  busi- 
ness, and  suddenly  has  thrown  upon  it  a  greatly  increased  volume 
of  business,  it  may  find  its  terminals  inadequate,  and  docks  and 
warehouses  lacking,  and  must  take  some  time  to  adjust  itself  to  that. 
But  the  question  for  the  Government,  of  course,  as  to  shipping  was 
to  put  it  where  it  would  do  the  most  good.  One  reason  why  the 
Gulf  ports  and  the  South  Atlantic  ports  have  been  excluded  has  been 
because  we  had  this  problem  of  getting  so  much  across  the  water, 
and  every  day  of  additional  voyage  for  a  vessel  involves  an  additional 
day  of  voyage  on  the  return  trip.  It  has  been  a  race  with  the  sub- 
marine, in  one  sense,  to  keep  the  allies  provisioned  and  supplied  with 
munitions.  Since  our  forces  went  over  there  we  have  had  to  pro- 
vide for  them,  too,  and  it  was  not  a  question  of  the  most  desiraMe 
or  economical  thing;  it  was  a  question  of  doing  the  indispensable 
thing. 

Recently  an  arrangement  has  been  reached  which  will  provide 
for  a  larger  movement  from  the  South  Atlantic  ports  and  even  firm* 
Gulf  ports.  That  is  one  of  the  things  that  has  been  done  already 
to  relieve  the  situation. 

Senator  Poindexter.  The  point  I  wanted  to  inquire  about  was 
whether  or  not  there  was  anything  in  the  railroad  law  or  existing 
railroad  control  that  interfered  with  that — I  mean  before  the  Presi- 
dent took  over  the  roads? 

Commissioner  Hall.  I  should  not  regard  that  as  a  prominent  fea- 
ture of  the  situation.  I  do  ijot  mean  to  say  it  would  not  have  it  effect, 
either.  I  would  have  to  examine  that  carrier  by  carrier  in  order  to 
analyze  it.  But  the  main  trouble  there  has  been  that  the  boats  were 
not  at  port  and  could  not  get  there,  and  if  you  want  to  get  stuff 
aboard  you  must  send  it  to  ports  where  there  will  be  boats.  For  some 
six  months  or  more  you  could  not  get  export  freight  into  these  main 
ports  unless  you  had  already  reserved  your  space,  and  had  your  per- 
mit that  would  entitle  your  shipment  to  be  loaded. 

Senator  Cummins.  Mr.  Hall,  I  have  a  few  inquiries  to  make,  and  I 
hope  the  members  of  the  committee  will  indulge  me  while  I  pursue 
them,  because  I  do  not  intend  to  take  very  long.  I  would  like  to  have 
the  information  in  rather  a  consecutive  way.  The  initial  fact  is,  ac- 
cording to  your  observation,  I  take  it,  that  the  railways  under  in- 
dividual management  are  not  able  to  take  and  move  and  deliver  with 
reasonable  promptness  the  traffic  of  the  country. 

Commissioner  Hall.  No,  sir;  I  would  not  say  that.  They  have 
been  carrying  not  only  their  customary  traffic,  but  a  vastly  increased 
traffic,  and  doing  it  with  reasonable  promptness,  all  things  considered. 
They  have  been  carrying  more  traffic  than  any  railroads  ever  did  in 
this  country. 

Senator  Cummins.  It  is  quite  evident  that  I  was  either  unfortunate 
in  my  question  or  that  you  misunderstood  it  If  there  is  a  necessity 
for  change  in  the  system,  it  is  because  under  the  present  system  the 
railroads  can  not  take  and  move  and  deliver  the  traffic  that  must  be 
moved  with  reasonable  promptness.  If  that  is  not  true,  why  is  there 
any  necessity  for  a  change  f 
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Commissioner  Hall.  It  is  the  continually  increasing  traffic,  Sena- 
tor. They  are  obliged  now  to  operate  under  embargoes  to  a  con- 
siderable extent.  To  that  extent  they  are  not  taking  everything  that 
is  offered.  By  utilizing  their  rails  as  one  plant  there  is  reason  to 
hope  that  the  embargoes  could  be  relieved  or  removed,  and  that  the 
movement  could  be  consecutive  even  if  not  rapid. 

Senator  Cummins.  I  want  to  clearly  understand  you  about  that.  I 
have  assumed  that  the  traffic  of  the  country,  in  order  to  meet  all  our 
reasonable  demands,  ought  to  be  moved  and  delivered  more  promptly 
than  is  now  the  case. 

Commissioner  Hall.  Yes,  sir. 

Senator  Cummins.  That  is  true,  is  it  not? 

Commissioner  Hall.  Yes,  sir. 

Senator  Cummins.  Then  it  is  true  that  the  railroads  under  their 
present  management  can  not  take  and  move  and  deliver  the  traffic 
with  promptness — the  promptness  that  the  situation  requires. 

Commissioner  Hall.  With  desirable  promptness,  yes;  I  can  say 
they  do  not. 

Senator  Cummins.  The  traffic  you  suggested  a  moment  ago  has 
very  much  increased  in  the  last  year  or  two  ? 

Commissioner  Hall.  Yes,  sir. 

"Senator  Cummins.  Can  you  give  us  an  approximation  of  the  in- 
crease in  the  last  two  or  three  years? 

Commissioner  Hall.  The  commission  gets  its  tonnage  information 
as  to  movement  from  the  annual  reports.  Those  for  1917  have  not 
been  filed.  So  we  have  no  figures  subsequent  to  the  annual  reports 
for  1916.  Those  figures  are  in  the  tables  that  lie  before  you.  But 
as  to  the  tonnage  moved,  we  have  an  indication  in  the  revenue  re- 
turns which  are  made  monthly.  The  railway  operating  revenues 
for  1916  were  the  greatest  in  the  history  of  the  carriers  of  this 
country.  For  1917  they  are  very  much  greater.  Take  the  eastern 
district,  for  example,  for  the  first  10  months  of  this  year  the  revenues 
will  exceed  by  some  $142,000,000  those  for  the  corresponding  10 
months  of  the  year  1916. 

Senator  Cummins.  It  is  true  that  the  traffic  has  increased  in  vol- 
ume very  much  and  that  its  direction  and  destination  are  somewhat 
abnormal  on  account  of  that. 

Commissioner  Hall.  Yesj  on  account  of  the  war.  The  natural 
trend  of  a  great  deal  of  it  is  toward  the  Atlantic  coast  and  to  the 
main  ports  of  that  coast. 

Senator  Cummins.  You  have  suggested — and  it  is  quite  obvious — 
that  a  railway  manager  must  feel  some  sense  of  obligation  to  his 
stockholders  and  bondholders  and  therefore  can  not  be  expected  to 
voluntarily  deprive  his  company  of  traffic  or  revenue,  even  though 
the  movement  of  the  traffic  could  not  be  promptly  secured,  and  it  is 
to  eliminate  that  natural  inevitable  selfishness;  and  I  am  not  speak- 
ing of  it  in  a  disparaging  way — that  you  believe  there  ought  to  be 
Government  operation,  so  that  each  of  these  roads  can  be  used  for  the 
public  good  entirely,  regardless  of  individual  interests? 

Commissioner  Hall.  Yes.  I  should  not  call  it  selfishness  myself. 
It  might  be,  in  a  railroad  official,  a  sense  of  duty  to  his  employers. 
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Senator  Cummins.  According  to  your  observation,  how  far  have 
the  railroad  managers,  since  the  war  began,  indicated  a  willingness 
to  deprive  their  respective  roads  of  the  revenue  in  order  to  promote 
the  public  good  ? 

Commissioner  Hall.  Why,  there  are  many  individual  instances  all 
indicating  a  disposition  to  do  that,  as  far  as  thev  thought  they  reason- 
ably could.  Recently  there  was  a  committee  or  executives  appointed, 
known  as  the  Pittsburgh  committee,  of  which  Mr.  Thompson,  vice 
president  of  the  Baltimore  &  Ohio  Railroad,  is  the  chairman. 

There  was  congestion  at  Pittsburgh.  One  of  the  first  things  that 
Mr.  Thompson's  committee  ordered  was  that  the  Broadway  Limited, 
the  fast  passenger  train  of  the  Pennsylvania,  should  be  taken  off ; 
and  the  Pennsylvania  very  cheerfully  took  off  that  train,  although 
the  New  York  Central  continued  its  competing  train,  the  Twentieth 
Century. 

That  is  just  an  illustration  of  what  has  occurred  wherever  those 
who  are  directing  this  saw  a  need  for  something  that  involved  a 
sacrifice  on  the  part  of  one  carrier. 

Senator  Cummins.  That  is  very  remarkable,  but  do  you  know  what 
has  been  done  by  concert  of  railway  managers  that  tended  to  divert 
traffic  from  a  line  to  which  it  naturally  belonged  to  another  in  order 
to  facilitate  the  movement  of  the  business  ? 

Commissioner  Hall.  By  arrangement  recently  made  with  the 
Western  Maryland  a  certain  amount  of  the  traffic  would  pass  over 
the  Western  Maryland  which  otherwise  would  have  passed  over  the 
Baltimore  &  Ohio.  Twenty-five  locomotives  have  been  ordered  into 
the  Southeast  to  assist  in  getting  coal  to  Newport  News  for  movement 
by  sea  to  New  England,  where  there  is  a  lack  of  coal,  and  the  last 
figures  I  saw  showed  17  of  those  25  delivered.  The  western  carriers 
have  been  called  on  to  turn  over  a  hundred  engines  at  first,  and  I 
think  more  later  on  to  the  eastern  roads  to  help  out  in  that  way. 

Now,  a  locomotive  is  not  only  worth  two  times  what  it  was  two 
years  ago,  but  in  its  earning  capacity  it  is  worth  a  great  deal  more 
than  that. 

Senator  Cummins.  None  of  these  things  fcould  by  any  possibilitv 
be  claimed  to  be  a  violation  of  either  the  antipooling  law  or  the  anti- 
trust law  ? 

Commissioner  Hall.  I  have  known  of  no  instance  of  such  viola- 
tion. 

Senator  Cummins.  So,  that  if  it  were  possible  for  the  railway  com- 
panies to  divest  themselves  of  all  selfish  interests,  it  would  be  possi- 
ble to  use  these  systems  practically  as  one,  without  Government  op- 
eration, would  it  not? 

Commissioner  Hall.  Without  Government  operation;  yes,  sir: 
that  was  indicated  in  our  special  report  to  Congress. 

Senator  Cummins.  And  without  the  repeal  of  either  the  anti- 
trust law  or  the  antipooling  law  ? 

Commissioner  Hall.  No,  sir;  I  do  not  think  so.  They  would  have 
to  be  used  to  their  fullest  available  capacity,  if  they  were  one  plant. 

Senator  Cummins.  That  is  just  what  I  am  trying  to  reach.  But 
we  all  realize  that  it  would  be  in  the  last  degree  unfair  to  expect,  or 
to  ask  the  railway  managers  to  disregard  the  financial  interests  of 
their  stockholders  and  the  owners  of  the  property  in  order  to  permit 
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a  more  rapid  movement  of  traffic,  and  it  is  therefore  your  belief  that 
there  must  be  a  superior  power  intervening  that  will  eliminate  that 
interest. 

Commissioner  Hall.  Either  that  or  the  other  alternative  indicated 
in  our  special  report,  but  that  alternative,  as  has  been  suggested,  is 
already  in  the  past. 

Senator  Cummins.  Now,  do  you  believe  the  railway  equipment  of 
the  country — and  I  includes  in  that  cars,  both  freight  and  passenger, 
and  locomotives  and  other  things  of  that  character — is  sufficient  to  do 
the  business  that  is  now  required  to  be  done  if  the  railways  can  be 
united  in  a  single  system  and  operated  in  the  most  economical  and 
efficient  way? 

Commissioner  Hall.  That  involving,  of  course,  that  terminals 
should  be  available  in  common  as  needed. 

Senator  Cummins.  In  every  respect  as  a  single  road  ? 

Commissioner  Hall.  Why,  it  seems  to  me,  Senator,  quite  possible 
that  the  existing  equipment  might  suffice  for  the  immediate  present. 
Of  course,  as  rapidly  as  terminals  are  made  more  adequate,  or  the 
traffic  is  more  widely  distributed,  it  might  be  that  equipment  in 
excess  of  what  is  necessary  to  replace  the  obsolescent  could  be  used 
to  advantage.  About  100,000  freight  cars — a  little  over,  probably — 
become  obsolescent  every  year,  and  it  takes  that  amount  to  replace 
them. 

Senator  Cummins.  Is  it  your  opinion  that  what  might  be  called  the 
ioad  facilities,  or  terminals  or  sidetracks,  and  other  things  of  that 
kind,  are  sufficient,  if  they  can  be  used  as  parts  of  a  single  system? 

Commissioner  Hall.  Well,  Senator,  that  would  be  a  matter  of 
speculation.  I  have  not  studied  any  one  of  those  terminals  with  that 
in  view.  Thev  never  have  been  so  used.  It  seems  very  probable 
that  they  might  be  sufficient,  at  least  for  the  present,  in  most  cases. 
There  might  be  individual  spots  here  and  there  where  they  would 
have  to  be  supplemented,  but  I  should  expect  that  with  the  existing 
equipment  and  the  existing  terminals  very  much  greater  results  could 
be  obtained  by  the  operation  of  the  plant  as  a  whole,  as  distinguished 
from  operation  by  competing  entities. 

Senator  Cummins.  I  am  leading  up  to  this  inquiry — eliminating 
the  ordinary  expense  of  maintenance,  do  you  think  that  any  consider- 
able outlay  on  tne  part  of  the  Government  in  the  way  of  capital  will 
be  necessary  in  order  to  make  the  railway  systems  of  this  country 
united  as  they  will  be,  sufficiently  to  do  the  business  ? 

Commissioner  Hall.  I  can  only  give  you  my  personal  view. 

Senator  Cummins.  It  is  a  very  valuable  opinion  and  I  would  like 
very  much  to  have  it. 

Commissioner  Hall.  No ;  I  do  not  think  it  is,  under  the  circum- 
stances. 

Senator  Cummins.  It  is  one  of  the  most  vital  things  in  this  whole 
matter. 

Commissioner  Hall.  Yes;  but  my  personal  view  is  not,  and  I 
can  only  give  you  my  personal  view.  My  personal  view  is  that  it 
would  involve  an  expenditure  on  the  part  of  the  Government  in  cither 
making  good  a  guaranty  or  in  actual  outlay  for  acquisition  of  equip- 
ment or  terminals,  very  much  less  than  the  estimates  that  one 
frequently  hears. 
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Senator  Cummins.  It  is  your  view,  then,  that  we  can  look  for- 
ward to  Government  operation  without  the  fear  of  any  great  expendi- 
ture of  money  for  the  purpose  of  additions  or  betterments  that  would 
be  charged  to  capital? 

Commissioner  Hall.  The  need  of  them  might  be  demonstrated  as 
operation  went  on,  but  perhaps  none  would  be  needed  right  away,  ex- 
cept at  a  few  ports,  piers,  and  warehouses,  and  things  of  that  kind. 

Senator  Cummins,  Have  you  had  under  consideration  the  provi- 
sions that  must  be  made,  if  the  Government  finds  it  necessary  to  add 
to  the  facilities  and  equipment  of  the  railways — I  do  not  mean  in  the 
ordinary  operation  and  maintenance,  but  in  addition,  that  would  be- 
come a  part  of  the  capital  of  the  railways? 

Commissioner  Hall.  I  have  given  thought  to  that  subject;  yes,  sir. 

Senator  Cummins.  What  is  your  opinion  with  regard  to  the  proper 
provision  for  that  expenditure,  if  it  becomes  necessary? 

Commissioner  Hall.  I  do  not  know  what  the  best  way  to  work 
that  out  would  be,  but  I  can  indicate  as  analogous  the  case  where  a 
tenant  puts  improvements  on  leased  property  with  the  understanding 
and  arrangement  that  he  shall  be  compensated  for  those  improve- 
ments when  the  term  ends,  or,  if  they  are  of  a  character  that  can  be 
removed,  that  he  may  remove  them.  In  other  words,  they  do  not 
become  fixtures  and  go  with  the  realty,  as  a  matter  of  course. 

Senator  Cummins.  All  these  railway  companies  have  outstanding 
mortgages  which  cover  their  property  to  secure  their  bonds? 

Commissioner  Hall,  Yes,  sir. 

Senator  Cummins.  Have  you  considered  what  relation  the  expendi- 
tures, with  regard  to  betterments  and  additions  should  bear  to  the 
mortgages  on  the  property  ? 

Commissioner  Hall.  I  should  think  those  betterments  or  improve- 
ments would  naturally  be  for  capital  account,  if  made  by  the  carrier, 
and  if  made  by  the  Government  as  occupying  and  operating  the  roads 
for  military  necessity,  might  by  appropriate  provision  remain  out 
from  under  these  preexisting  mortgages. 

Senator  Cummins.  Do  you  mean  that  these  expenditures  should  be 
made  a  first  lien  upon  the  property? 

Commissioner  Hall.  No,  sir ;  I  do  not  mean  that  at  all.  I  mean 
that  if  the  Government  sees  fit  to  put  in  some  additional  terminals, 
under  arrangements  such  as  I  have  suggested,  or  builds  some  ware- 
houses or  piers,  even  if  that  should  be  on  railway  property,  prompted 
as  that  action  would  be  by  an  emergency  such  as  the  President  has 
recognized  in  taking  over  these  railroads,  there  could  be  appropriate 
provision  that  those  additions  made  by  the  Government  upon  the 
property  would  not  be  subject  to  the  private  contract  made  by  or 
between  the  carrier  and  the  bondholders,  and  would  not  go  to  en- 
hance the  security  of  those  bondholders. 

Senator  Cummins.  They  would  be  of  little  value  to  the  Govern- 
ment if  it  ceased  to  operate  the  railway  property? 

Commissioner  Hall.  That  would  depend  upon  what  the  addition 
or  betterment  was.  It  might  chance  to  be  a  warehouse  or  pier  that  if 
not  of  value  to  one  carrier  would  be  of  value  to  another  carrier,  after 
the  storm  has  passed.  It  might  consist  of  rails,  or  equipment,  which 
would  be  of  value  anywhere;  and,  again,  the  improvement  might  be 
such  as  not  to  be  severable.    But,  even  so,  supposing  it  should  be  of 
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little  realizable  value  to  the  Government,  after  Government  opera- 
tion ended,  the  Government  has  a  great  task  here  to  perform.  It 
has  its  munitions  to  move  and  supplies  to  move,  and  all  the  rest,  at 
heavy  expenditure ;  and  if  it  made  some  expenditure  to  better  exist- 
ing facilities  and  expedite  movement,  so  as  to  better  respond  to  its 
needs,  the  money  so  expended  would  not  be  wholly  lost,  any  more 
than  the  money  which  goes  into  the  shell  or  torpedo  that  perishes 
in  the  using.  Even  if  that  were  so  it  would  still  seem  to  me  a  proper 
expenditure. 

Senator  Cummins.  You  will  understand,  Mr.  Hall,  that  I  am  not 
taking  this  up  with  you  in  a  controversial  spirit. 

Commissioner  Hall.  Yes,  sir. 

Senator  Cummins.  I  am  trying  to  get  the  information  because  that 
subject  must  be  covered  by  legislation  which  will  probably  be  at 
some  time  before  this  committee. 

Commissioner  Hall.  Yes;  it  would  seem  that  if  the  Government 
found  it  necessary  to  spend  money  for  a  betterment  that  was  dis- 
tinguishable from  what  was  already  there  in  the  carrier's  property, 
that  betterment  could  remain  on  the  carrier's  property  with  suitable 
provision  to  enable  the  carrier  to  acquire  it  on  reasonable  terms  after 
the  Government  possession  is  relinquished,  but  that  meanwhile  it 
would  remain  Government  property,  unaffected  by  any  private 
contract,  such  as  the  mortgage  that  might  have  been  put  on  the  pre- 
existing property  of  the  carrier.  In  fact  this  would  never  have  been 
property  of  the  carrier  at  all,  unless  at  the  end  it  should  acquire 
ft  from  the  Government. 

Senator  Cummins.  It  would  not  be  fair,  would  it,  to  compel  the 
railroad  companies  to  take  this  property  and  pay  for  it  when  the 
properties  are  restored  unless  it  was  of  value  to  the  railways  in 
normal  times? 

Commisisoner  Hall.  I  should  think  not,  Senator;  and  that  is 
touched  upon  in  the  last  paragraph  of  the  special  report  as  follows : 

With  provision  for  fair  terms  on  which  improvements  and  betterments  made 
by  the  President  during  the  period  of  his  operation  conld  be  paid  for  by  the 
carrier  upon  return  to  it  of  the  property  after  expiration  of  that  period. 

Without  imposing  upon  it  the  obligation  of  taking  over  a  strategic 
line  which  might  be  built  if  the  war  should  shift  to  these  shores,  or 
additions  or  betterments  which  would  be  of  no  use  to  it  in  its  ordi- 
nary business. 

Senator  Cummins.  Mr.  Chairman,  Senator  Kellogg  desires  to  ask 
a  few  questions  at  this  point  with  regard  to  some  matters  that  have 
been  covered,  and  I  think  it  would  tend  to  a  better  study  of  the  mat- 
ter, if  they  were  asked  at  this  time,  and  my  questions  with  regard  to 
these  tables  be  deferred  until  later. 

The  Acting  Chairman.  Very  well. 

Senator  Kellogg.  Commissioner  Hall,  I  understood  you  to  say 
that  there  have  been  enormous  increases  of  traffic  on  the  railroads 
owing  to  the  war.  Do  you  give  in  your  tables  any  increase  since 
1916? 

Commissioner  Hall.  We  have  not  the  returns  officially  for  1917. 
They  will  be  in  the  annual  reports  for  that  year,  which  will  come  in 
within  the  next  few  months.  After  their  receipt  it  will  take  some 
time  to  check  and  compile  the  results. 
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Senator  Kellogg.  I  notice  the  railway  executives  have  stated  in  a 
return  made  here,  that  the  increase  of  traffic  during  the  six  months 
of  April  to  September,  1917,  over  the  six  months  of  1916,  on  roads 
of  class  one,  which  include  about  95  per  cent,  amounts  to  substan- 
tially 20.3  per  cent. 

Commissioner  Hall.  About  97  per  cent,  operating. 

Senator  Kellogg.  Well,  97  per  cent,  yes ;  that  is,  the  railroads  in- 
clude about  97  per  cent ;  it  amounts  to  about  20.3  per  cent.  Have  you 
looked  into  that  question  at  all? 

Commissioner  Hall.  Not  to  arrive  at  a  definite  comparison.  The 
carriers  are  receiving  their  information  currently,  but  it  is  called  for 
by  the  commission  only  annually,  and  after  it  is  received  it  takes 
time  to  compile  it. 

Senator  Kellogg.  Well,  there  has  been  an  enormous  increase  this 
year  over  last. 

Commissioner  Hall.    Yes,  sir. 

Senator  Kellogg.  This  also  gives  an  increase  over  1915  of  some- 
thing over  50  per  cent.  Do  you  know  whether  that  is  substantially 
correct? 

Commisisoner  Hall.  I  should  not  be  at  all  surprised.  I  assume 
that  it  is  correct,  if  it  comes  from  that  statement  of  the  executives. 

Senator  Kellogg.  Now  you  also  state  that  the  congestion  is  largely 
due  to  the  traffic  being  routed  to  New  York  and  Newport  News,  or 
largely  so,  for  the  convenience  of  shipments  to  Europe.  I  under- 
stood you  to  say  that? 

Commissioner  Hall.  The  North  Atlantic  ports,  yes,  sir ;  and  espe- 
cially New  York. 

Senator  Kellogg.  That  is  something  the  railroads  could  not  con- 
trol? 

Commissioner  Hall.  No  ;  as  long  as  the  boats  only  go  to  New  York. 

Senator  Kellogg.  And  that  is  something  that  Government  opera- 
tion would  not  benefit  in  the  least,  is  it  not? 

Commissioner  Hall.  Why,  there  has  already  been  an  arrangement 
made  for  the  bottoms  to  go  to  other  ports,  and  the  carriers  are  getting 
ready  to  take  the  goods  there ;  in  fact,  they  are  going. 

Senator  Kellogg.  Yes;  but  that  could  be  done  without  the  Gov- 
ernment taking  over  the  railroads  just  as  well  as  with  the  Govern- 
ment taking  over  the  railroads? 

Commissioner  Hall.  Whether  just  as  well  or  not,  I  do  not  know; 
but  it  could  be  done  and  is  being  done. 

Senator  Kellogg.  That  depends  on  the  Government  ordering  the 
goods  shipped  to  certain  ports  that  furnish  ship  transportation  for 
it,  does  it  not  ? 

Commissioner  Hall.  Yes,  if  our  Government  is  furnishing  it.  If 
the  allies  are  furnishing  the  bottoms,  I  do  not  suppose  our  Govern- 
ment has  much  to  say  about  it,  except  as  it  arranges  with  them. 

Senator  Kellogg.  Well,  how  does  the  Government  operation  of 
railroads  enable  the  Government  to  ship  goods  to  south  Atlantic 
ports,  when  it  could  not  do  it  before  ?    I  do  not  understand  that. 

Commissioner  Hall.  I  did  not  say  that  it  could  not  do  it  before, 
and  I  have  said  that  the  railroads  were  doing  it  now. 

Senator  Kellogg.  To  what  extent  have  the  priority  orders  which 
have  been  issued  by  the  various  departments  of  the  Government 
interfered  with  or  congested  transportation  ?    I  notice  by  the  report 


GOVERNMENT  CONTROL  AND  OPERATION   OF  RAILROADS.  55 

of  Mr.  McChord,  a  member  of  the  commission,  or  rather  his  separate 
report,  that  there  are  several  Federal  agencies  authorized  by  law  to 
issue  orders  or  directions  with  respect  to  transportation,  and  that 
they  are  executing  that  power.    Has  that  tended  to  congest  traffic? 

Commissioner  Hall.  I  think  so ;  yes,  sir. 

Senator  Kellogg.  You  mean  that  priority  orders  have  been  given 
by  different  departments  of  the  Government  which  conflict  or  were* 
unnecessary  ? 

Commissioner  Hall.  I  do  not  mean,  any  priority  orders  issued  by 
the  transportation  priority  director,  by  Judge  Lovett ;  I  do  not  mean 
that.  I  mean  that  in  the  War  Department  there  are  at  least  five 
bureaus  or  boards — I  think  Gen.  Baker  said  12  a  few  days  ago — each 
undertaking  to  direct  the  kind  of  munition  or  supply  that  it  is  in- 
terested in,  which  shall  receive  preference  movement.  Then  there  is 
the  Shipping  Board  seeking  preference  movement  for  what  it  is  in- 
terested m;  and  there  is  the  Navy;  and  those  things  frequently 
conflict.  More  than  that,  there  is  a  system  in  vogue  of  placing  in 
the  hands  of  a  manufacturer  who  has  a  contract  for  furnishing  sup- 
plies, so-called  "  envelopes  "  that  can  be  used  to  obtain  preference,, 
and  those  have  been  sometimes  quite  carelessly  used,  probably  under 
officers  who  are  looking  after  particular  plants,  with  the  result  that 
the  volume  of  movement  under  preference  direction  has  grown  to  be 
?erv  great. 

Jfow,  I  do  not  know  it  as  a  fact — if  you  will  pardon  hearsay, 
but  it  comes  from  a  very  good  source — I  understand  that  quite  re- 
cently something  like  75  per  cent  of  what  was  moving  on  the  Pennsyl- 
vania Railroad  was  moving  under  preference  directions  of  some 
*)rt.    Is  that  so,  Mr.  Patterson? 

Mr.  Patterson.  Yes,  sir ;  east  of  Pittsburgh. 

Commissioner  Hall.  If  you  get  100  per  cent  preference,  then  it 
can  all  move  right  along;  but  where  you  have  85  per  cent  pref- 
erence to  be  separated  from  the  remaining  15  per  cent,  it  tends  to 
produce  congestion. 

Senator  Kellogg.  Is  it  your  opinion  that  many  of  these  priority 
orders  are  unnecessary? 

Commissioner  Hall.  They  probably  did  not  seem  unnecessary  to 
those  who  issued  them.  They  might  seem  unnecessary  to  one  who 
aid  not  issue  them,  and  I  did  not  issue  them. 

Senator  Kellogg.  The  President  had  full  power  under  the  act 
passed  by  the  last  Congress  to  place  that  all  in  the  control  of  Judge 
Lovett,  did  he  not — that  last  act  gave  the  President  authority  to  di- 
rect priority  of  shipments,  did  it  not? 

Commissioner  Hall.  The  act  gave  the  power  that  is  expressed 
there.  To  answer  your  question,  I  should  have  to  take  it  and 
study  it  and  see  whether  it  fully  covered  the  situation.  What  power 
it  gave  is  there;  that  is  plain. 

Senator  Kellogg.  Well,  if  the  President  had  that  power,  then  he 
had  all  the  power  of  the  direction  of  priorities  that  he  has  now  when 
he  takes  over  the  railroads,  had  he  not? 

Commissioner  Hall.  Without  being  understood  as  construing  the 
effect  of  a  statute  that  is  not  before  me  at  the  time,  answering 
your  question  generally  I  would  say  that  if  the  President  has  full 
power  of  priority  direction  he  could  deal  with  that  phase  of  the 
subject,  which  is  only  one  of  many. 
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Senator  Kellogg.  Have  you  a  copy  of  that  act  ? 
Commissioner  Hall.  I  have  it;  yes.    It  is  an  amendment  to  sec- 
tion 1  of  the  act  to  regulate  commerce. 
Senator  Kellogg.  It  reads  as  follows  [reading]  : 

That  during  the  continuance  of  the  war  in  which  the  United  States  is  now 
engaged,  the  President  is  authorized,  if  he  finds  it  necessary  for  the  national 
defense  and  security,  to  direct  that  such  traffic  or  such  shipments  of  commodi- 
ties, as,  in  his  judgment,  may  be  essential  to  the  national  defense  and  security, 
shall  have  preference  or  priority  in  transportation  by  any  common  carrier  by 
railroad,  water,  or  otherwise,  and  he  may  give  these  directions  at  and  for  such 
times  as  he  may  determine,  and  may  modify,  change,  suspend,  or  annul  them,  and 
for  any  such  purpose  he  is  hereby  authorized  to  issue  orders  direct  or  through 
such  person  or  persons  as  he  may  designate,  etc. 

There  seems  to  be  no  limitation  on  that  power,  does  there  ? 

Commissioner  Hall.  The  power  is  to  give  preference ;  it  is  not  to 
deny  transportation  to  a  nonessential,  but  power  to  give  preference 
for  such  shipments  of  commodities  as  in  his  judgment  may  be  essen- 
tial to  the  national  defense  or  security.  It  might  be  said  that  there 
were  certain  things  that  were  desirable  and  in  his  judgment  desir- 
able, which  were  not  essential,  and  which  in  his  judgment  he  could 
not  say  were  essential.  If  you  ask  me  whether  that  is  broad  enough 
to  cover  everything,  there  certainly  is  a  difference  between  what  is 
essential  and  what  is  desirable. 

Senator  Kellogg.  Somebody  has  always  got  to  decide  what  is 
essential. 

Commissioner  Hall.  Yes,  sir. 

Senator  Kellogg.  Is  there  any  reason  to  believe  that  the  direction 
of  priority  is  going  to  be  simplified  under  the  Government  operation 
of  the  railroads  over  their  prior  operation  ? 

Commissioner  Hall.  I  think  it  is  going  to  be  immensely  simplified. 

Senator  Kellogg.  In  what  respect? 

Commissioner  Hall.  I  think  the  Government  demands  will  prob- 
ably be  passed  through  one  channel,  through  the  direction  of  one 
man.  I  hope  so.  It  is  plainly  a  desirable  thing.  Instead  of  emanat- 
ing from  all  sources,  tney  will  come  through  one  recognized  chan- 
nel, coordinated  before  they  come. 

Senator  Poindexter.  Why  do  you  think  that,  Mr.  Hall?  Why  do 
you  think  they  will  come  through  one  man  now,  whereas  before  they 
came  through  a  number  of  men? 

Commissioner  Hall.  Because  it  is  all  an  evolution.  Any  nation, 
when  it  pulls  itself  together  to  meet  an  emergency,  requires  time  to 
organize  and  adjust  itself  to  new  demands  and  activities.  We 
have  had  a  War  Department,  we  have  had  a  Navy  Department,  and 
we  have  had  a  Shipping  Board,  and  other  activities  in  organization 
here 

Senator  Kellogg.  And  still  have  them. 

Commissioner  Hall.  Yes;  we  still  have  them,  but  I  think  it  has 
been  impressing  itself  on  those  who  are  thoughtful  in  these  matters, 
that  just  as  the  allies  have  finally  concluded  to  make  their  purchases 
and  to  direct  their  movement  wholly  through  one  common  point  of 
contact,  so  the  demands  of  the  Government  for  preference  and 
prioritv  should  naturally  and  properly  come  through  one  point  of 
contact.    Imaybeanop1timist,Wlhopethati8coling. 

Senator  Kellogg.  You  mean  that  the  Government  is  learning  by 
experience? 
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Commissioner  Hall.  Yes,  sir. 

Senator  Kellogg.  But  there  was  no  want  of  power  before  to  do 
that  thing? 

Commissioner  Hall.  There  was  no  want  of  the  power  conferred 
by  that  section  1  which  we  have  just  referred  to,  and  by  the  amend- 
ment to  section  6,  I  think  it  is,  which  has  been  in  effect  for  some 
years. 

Senator  Kellogg.  Then  the  congestion  was  due  to  the  fact  that  the 
President  allowed  various  departments  of  the  Government  to  make 
priority  orders,  rather  than  from  want  of  power. 

Commissioner  Hall.  Well,  Senator,  I  am  not  disposed  to  criticize 
anyone  for  what  has  been  done.  I  am  simply  saying  that  I  think  it 
will  develop  as  a  result  of  experience  that  it  is  desirable  that  the 
various  demands  for  preference  in  movement  of  military  supplies, 
whether  for  the  War  Department,  the  Navy,  or  other,  shall  pass 
through  some  one  board  or  individual,  so  that  those  demands  shall 
not  conflict,  and  the  carrier  not  be  exposed  to  a  demand  from  A  for 
something,  and  from  B  for  something,  where  the  two  cross  each 
other. 

Senator  Kellogg.  What  I  was  trying  to  get  at  is  that  had  expe- 
rience shown  last  Juty  that  these  priority  orders  were  delaying  trans* 
Eortation  and  congesting  traffic,  the  President  could  have  remedied  it 
y  having  one  man  review  those  orders. 

Commissioner  Hall.  You  mav  draw  your  own  inference,  Senator, 
as  well  as  I  can,  as  to  what  the  President  could  have  done. 

Senator  Poindexteb.  What  we  are  interested  in  is  more  what  is 

?>ing  to  happen  in  the  future  than  what  has  happened  in  the  past, 
ou  nope  that  it  will  be  centralized,  and  I  hope  it  will  be  centralized, 
but  what  reason  have  you  for  thinking  that  it  is  going  to  be  cen- 
tralized. These  same  agencies  of  the  Government  continue  now  as 
they  did  before. 

Commissioner  Hall.  The  signs  of  the  times. 

Senator  Poindexter.  The  moving  star,  do  you  mean  ? 

Commissioner  Hall.-  Not  exactly;  I  do  not  go  so  far  as  that.  The 
signs  of  the  times  here  on  earth,  I  mean.  Some  effort  has  been 
made,  at  least  so  I  understand,  by  the  executive  committee  of  the 
carriers  to  bring  that  about.  I  understand  that  Judge  Lovett  has 
been  urging  it;  that  it  has  been  taken  up  with  Mr.  Garfield  and 
other  people,  and  has  been  a  matter  of  discussion  for  the  last  two 
or  three  weeks.  It  has  been  taken  up  also  with  the  War  Department 
and  the  Navy  Department.  While  I  am  not  in  a  position,  because  I 
was  not  present  at  the  conversation,  to  tell  you  what  the  prospect  is, 
jet  I  wish  to  give  the  impression  that  such  centralization  is  probable. 
That  can  be  readily  ascertained  from  those  who  are  better  informed 
than  I — Judge  Lovett,  for  instance. 

Senator  Kellogg.  I  presume  they  have  taken  such  steps,  and  they 
have  full  power  to  do  it,  but  what  I  do  not  understand  is  how  taking 
over  the  railroads  and  operating  them  by  the  Government  is  going  to 
lessen  the  confusion  in  issuing  orders  when  the  power  existed  before. 
But,  one  or  two  other  questions.  You  stated,  as  I  understood  you, 
that  you  thought  there  was  equipment  enough  in  existence  to  handle 
the  traffic  in  the  United  States? 

Commissioner  Hall.  I  said  that  I  thought  there  might  be  enough ; 
that  is  to  say,  it  might  be  found,  when  operated  as  one  plant,  that  it 
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was  enough.  It  might  be  found  that  it  was  not.  Of  course,  you 
know,  Senator,  that  I  am  not  an  operating  man.  It  is  only  the  im- 
pression of  an  on-looker. 

Senator  Kellogg.  I  understand.  Now,  have  not  the  railroads  dur- 
ing the  last  six  months  operated  the  roads  practically  as  one  plant 
as  far  as  equipment  is  concerned  ? 

Commissioner  Hall.  I  should  not  say  so;  no,  sir.  Until  these 
recent  orders  there  have  been  no  locomotives  that  I  know  of  taken 
off  of  home  lines  and  loaned  to  other  lines.  There  may  be  isolated 
instances,  but  not  generally. 

Senator  Kellogg.  Has  that  been  by  reason  of  the  interstate  com- 
merce law  or  the  antitrust  law  ? 

Commissioner  Hall.  No,  sir;  from  immemorial  usage,  I  guess. 
The  power  is  kept  on  the  home  line,  just  as  passenger  cars  are  ordi- 
narily. 

Senator  Kellogg.  What  has  been  done  by  the  railroads  toward 
unifying  their  operation? 

Commissioner  Hall.  Well,  that  would  be  a  long  story  and  a  very 
detailed  story.  There  are  representatives  of  carriers  nere  present 
who  can  give  it  to  you  in  that  detail.  I  would  have  to  go  back  to 
the  records  to  give  it  to  you. 

Senator  Kellogg.  Have  you  any  reason  to  believe  from  your  expe- 
rience or  your  knowledge  of  the  operations  of  Government  depart- 
ments, that  the  Government  can  operate  the  railroads  more  eco- 
nomically and  efficiently  than  a  private  enterprise  ? 

Commissioner  Hall.  In  normal  times;  no,  sir. 

Senator  Kellogg.  If  the  Government  can  not  do  it  in  normal  times, 
how  can  it  do  it  in  war  times  more  efficiently  and  economically? 

Commissioner  Hall.  Your  question  was  more  efficiently  and  eco- 
nomically? 

Senator  Kellogg.  Yes. 

Commissioner  Hall.  It  seems  to  me  that  if  you  look  at  the  railway 
plant  in  this  country  as  an  instrumentality  for  defense,  it  can  be 
used  more  efficiently  if  handled  under  one  immediate  direction,  the 
Commander  in  Chief  of  the  Army  and  Navy.  Whether  it  is  more 
economically  done  or  not  will  depend  very  largely  on  the  operating 
men  who  conduct  that  operation  for  the  Government.  I  can  see,  I 
think,  how  very  important  economies  could  be  realized.  Of  course 
a  freight  car  does  not  earn  a  cent  for  the  road  that  is  using  it  as 
long  as  it  is  standing  idle.  The  more  constantly  a  car  moves  under 
load  the  greater  the  revenue  return  per  car,  and  just  to  that  extent  do 
the  revenues  of  the  carrier  increase.  I  think  by  the  operation  of  the 
plant  as  a  whole,  along  the  lines  of  some  of  the  things  I  have  indicated 
in  response  to  the  last  question  here,  there  might  result  economy  of 
operation  which  could  not  be  had  under  competitive  conditions. 

Senator  Kellogg.  That  is  you  believe  that  economies  in  operation 
and  efficiency  in  operation  can  be  accomplished  by  practically  consoli- 
dating all  of  the  railroads  in  the  United  States? 

Commissioner  Hall.  Yes,  sir ;  for  operation  at  the  present  time. 

Senator  Kellogg.  Which  heretofore  the  law  has  prohibited  the 
railroads  from  doing. 

Commissioner  Hall.  Yes,  sir. 
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Senator  Kellogg.  Why  could  not  that  be  accomplished  by  simply 
authorizing  by  act  of  Congress  the  railroads  under  the  direction  of 
the  Government  to  operate  as  a  unit? 

Commissioner  Hall.  That  was  suggested  as  the  first  alternative 
in  the  special  report  to  Congress. 

Senator  Kellogg.  And  you  believe  that  to  be  the  best? 

Commissioner  Hall.  No,  sir ;  I  did  not  say  that.  It  was  one  of  two 
alternatives.  Considering  the  fact  that  the  United  States  is  at  war 
it  may  be  that  the  second  is  best,  but  that  has  cone  out  from  the 
range  of  conjecture.    The  President  has  decided  that. 

Senator  Kellogg.  Has  your  knowledge  and  experience  with  the 
departments  of  the  Government  led  you  to  believe  that  they  are  very 
efficient?  I  do  not  make  that  as  a  criticism,  but  in  the  very  nature  of 
things,  as  compared  with  private  enterprise? 

Commissioner  Hall.  I  should  say,  generally  speaking,  no,  sir. 

Senator  Kellogg.  And  you  have  no  reason  to  believe  that  it  will 
be  more  efficient  in  railroad  operation  than  in  other  operations. 

Commissioner  Hall.  I  think  under  the  present  circumstances;  yes. 

Senator  Kellogg.  Why,  because  of  the  railroad  organization? 

Commissioner  Hall.  The  railroad  organizations  are  there;  the 
skilled  operating  men  are  there.  The  traffic  men  will  not  be  so 
much  needed,  because  there  will  not  be  competition  in  traffic,  but  the 
skilled  operators  are  there  with  their  experience  and  ability  and 
knowledge  placed  at  the  disposal  of  the  President  and  his  Director 
General,  relieved  from  restraints  that  have  naturally  gone  with  the 
endeavor  to  preserve  the  competitive  feature.  It  seems  to  me  that 
they  will  be  quick  to  devise  and  energetic  to  put  into  effect  a  great 
many  methods  for  increasing  the  output  of  that  plant. 

Senator  Kellogg.  That  is  by  reason  of  the  enterprise  of  the  pri- 
vate operators? 

Commissioner  Hall.  It  is  by  reason  of  all  things  put  together, 
including  the  opportunity,  which  they  otherwise  would  not  have,  to 
disregard  the  earnings  of  this  one  hundred  miles  as  against  another 
one  hundred  miles. 

Senator  Kellogg.  That  is  an  argument  in  favor  of  the  unification 
of  the  railroads  at  any  time,  either  peace  times  or  war  times  ? 

Commissioner  Hall.  That  is  a  matter  of  judgment.  I  am  not 
advancing  it  except  with  respect  to  conditions  that  now  obtain. 

Senator  Kellogg.  Now,  as  a  matter  of  fact,  from  1907  to  1916, 
the  railroads  had  more  equipment  than  they  could  use,  had  they  not? 

Commissioner  Hall.  Most  of  the  time,  and  in  most  places. 

Senator  Kellogg.  And  since  the  war  began,  it  has  been  impossible 
for  them  to  acquire  a  large  amount  of  additional  equipment,  has  it 
not? 

Commissioner  Hall.  Yes,  sir,  if  you  eliminate  what  they  have 
been  required  to  replace,  to  fill  in  and  use.  It  has  not  been  because 
the  engines  were  not  being  made,  but  because  our  Government  for  the 
very  highest  reasons  felt  that  the  new  locomotives  should  go  to 
supply  the  foreign  needs. 

Senator  Kellogg.  I  am  not  criticising  the  policy.  Undoubtedly  it 
was  necessary,  but  as  a  matter  of  fact  the  locomotives  and  cars  were 
taken  and  sent  to  Russia  and  France. 
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Commissioner  Hall.  Quite  probably. 

Senator  Kellogg.  And  therefore  the  railroads  could  not  acquire 
equipment  even  if  they  had  the  money. 

Commissioner  Hall.  Several  hundred  of  them  so  ordered  were 
readjusted  to  our  standard  gauge  and  put  in  use  within  the  last  few 
weeks. 

Senator  Kellogg.  I  understand  that,  but  I  am  speaking  of  during 
the  last  six  months. 

Commissioner  Hall.  I  am  speaking  of  the  same  period. 

Senator  Kellogg.  That  is,  when  Russia  went  to  pieces,  we  stopped 
shipping  engines  over  there  and  took  them  for  our  own  use. 

Now,  do  you  know  whether  the  want  of  capital  by  the  railroads 
has  in  any  way  hampered  the  obtaining  of  equipment  in  the  last  six 
months,  or  is  it  because  they  could  not  get  it? 

Commissioner  Hall.  I  do  not  think  that  the  lack  of  capital  would 
have  hindered  the  strong  road  from  getting  additional  locomotives 
and  cars  so  much  as  the  Guilder's  lack  of  material  and  lack  of  labor 
and  the  precedence  given  to  foreign  orders  and  the  fact  that  because 
of  delays  in  deliveries  they  could  not  count  on  them. 

Senator  Kellogg.  That  is  something  they  could  not  control  ? 

Commissioner  Hall.  But  which  the  Government  might  be  able  to 
control,  by  the  way,  because  in  the  matter  of  steel,  whether  it  is 
needed  most  for  rails  or  needed  most  for  war  operations  abroad,  is  to 
be  determined  by  the  Government,  and  not  by  the  individual  owning 
the  mill. 

Senator  Kellogg.  I  take  it  from  your  answer  that  you  think  it 
would  be  very  unfair  for  the  Government  to  make  these  advances 
a  lien  on  the  railroad  properties  in  priority  to  the  securities  now 
issued  ? 

Commissioner  Hall.  It  had  not  occurred  to  me  that  there  was 
any  occasion  for  doing  that. 

Senator  Kellogg.  It  could  not  be  done  legally,  anyhow,  could  it? 

Commissioner  Hall.  I  should  doubt  that  very  much.  It  had  not 
occurred  to  my  mind  as  a  thing  that  was  within  the  sphere  of  con- 
templated action. 

Senator  Kellogg.  Mr.  Chairman.  I  do  not  think  I  care  to  ask  any 
further  questions. 

The  Acting  Chairman.  The  hour  of  1  o'clock  has  arrived,  and  as 
there  is  a  probability  that  the  examination  of  the  commissioners  will 
be  protracted,  it  may  be  as  well  to  adjourn  at  this  time. 

Senator  Watson.  Mr.  Chairman,  I  move  that  the  committee  ad- 
journ until  10  o'clock  Monday  morning,  and  that  these  gentlemen 
be  requested,  if  at  all  possible,  to  return. 

(The  motion  was  agreed  to,  and  accordingly  at  1  o'clock  p.  m., 
the  committee  adjourned  until  Monday,  December  31,  1917,  at  10 
o'clock  a.  m.) 
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MONDAY,  DECEMBER  31,   1917. 

United  States  Senate, 
Committee  on  Interstate  Commerce, 

Washington^  D.  C. 

The  committee  met  at  10  o'clock  a.  m.,  pursuant  to  adjournment, 
at  room  326,  Senate  Office  Building,  Senator  Smith  of  South  Caro- 
lina acting  chairman,  presiding. 

Present:  Senators  Pomerene,  Myers,  Thompson,  Cummins,  Town- 
send,  Le  Follette,  Poindexter,  Watson,  and  Kellogg. 

STATEMENT  OF  HON.  H.  C.  HALL,  CHAIRMAN  INTERSTATE  COM- 
MERCE COMMISSION— Resumed. 

Commissioner  Hall.  Mr.  Chairman,  before  the  committee  met 
this  morning  there  was  inquiry  as  to  the  amount  already  expended 
in  valuation  work.  That,  up  to  the  end  of  the  fiscal  year  ended  June 
30, 1917,  was  approximately  $8,950,000. 

Senator  Town  send.  Expended  for  what? 

The  Acting  Chairman.  Under  the  La  Follette  Act  Some  one 
asked  the  question  this  morning  as  to  how  much  it  had  cost  us 
for  the  physical  valuation  of  railroads. 

Commissioner  Hall.  Up  to  June  30,  1917,  about  $8,950,000.  It  is 
estimated  that  since  then — that  is,  is  the  six  months  since  then — there 
has  been  expended  approximately  a  million  and  a  half. 

Senator  Cummins.  Mr.  Hall,  I  take  up  now  the  tables  which  were 
furnished  to  the  committee  by  the  commission  in  response  to  the  re- 
quest of  the  committee.    I  read  the  first  request : 

Table  showing  the  gross  and  net  operating  income  of  all  operating  railways, 
taking  each  separately  for  the  years  1912,  1913,  1914,  1915,  1916  and  1917. 

I  also  read  a  modification  which  the  commission  felt  compelled  to 

add  to  that  item : 

That  aggregates  for  aU  Class  1  roads  be  given  for  each  of  the  years  1912 
to  1917,  and  that  the  details  by  roads  be  given  for  the  latest  annual  report; 
that  is.  December  31,  1916. 

Referring  to  the  table  itself  I  find  one  column  with  the  heading 
''Railway  operating  revenues."  Will  you  please  state  what  the 
operating  revenues  of  the  railways  are  according  to  the  terminology 
used  by  the  commission? 

Commissioner  Hall.  Senator,  the  railway  operating  revenues 
under  the  terminology  used,  prescribed  for  railway  accounting  by 
the  commission  under  section  20  of  the  act,  and  followed  in  the  an- 
nual and  monthly  reports  of  the  carriers  to  the  commission,  means 
the  freight,  passenger,  and  other  revenue  from  transportation  service 
rendered,  with  such  incidental  receipts  as  are  grouped  under  that 
heading. 

Senator  Pomerene.  May  I  ask  in  connection  with  what  matter 
it  is  that  you  are  now  answering? 

Senator  Cummins.  Senator,  I  am  taking  up  the  examination  of 
Mr.  Hall  upon  the  tables  which  have  been  furnished  to  the  com- 
mittee. 

Commissioner  Hall.  The  accounts  which  go  under  that  heading, 
u  Railway  operating  revenues,"  are  to  be  found  on  page  302  of  the 
prescribed  form  of  the  annual  report  to  the  commission  under  the 

61 


62 


GOVERNMENT  CONTEOL  AND  OPERATION   OF  BAILBOAD6. 


heading  "310.  Railway  operating  revenues."    Shall  I  read  that  into 
the  record? 

Senator  Cummins.  I  would  like  to  have  it  go  in,  but  I  will  not 
ask  you  to  read  the  description  of  the  operating  revenues.  I  ask 
that  there  be  put  in  in  connection  with  Mr.  Hall's  answer,  the  item.- 
making  up  the  operating  revenues  found  on  page  302,  of  a  blank 
which  the  railway  companies  are  required  to  use  in  their  annual  re- 
port, the  table  being  310. 

(The  table  referred  to  is  here  printed  in  full  as  follows:) 
310.  Railway  Opeeatinq  Revenues. 

State  the  railway  operating  revenues  or  the  respondent  for  the  year  (classified 
In  accordance  with  the  Uniform  System  of  Accounts  for  Stenm  Railway  exoner- 
ations), and  the  comparison  of  such  revenues  with  those  of  the  prenilhif;  j-i';ir 
(showing  Increases  In  black  and  decreases  in  red)  for  each  of  the  several 
classes.  The  proportion  of  joint  traffic  receipts  belonging  to  other  carriers 
should  not  be  Included  In  columns  (o)  and  (e). 
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Senator  Cummins.  This  column  to  which  I  have  referred,  called 
"  Railway  operating  revenues,"  shows  the  gross  or  entire  operating 
revenues  of  all  the  railroads  mentioned  during  the  period  to  which  it 
is  attached  ? 

Commissioner  Haij*  It  shows  the  gross  revenue  from  railway 
operations  as  distinguished  from  other  operations. 

Senator  Ctjmmins.  That  is  to  say,  the  revenues  which  various  rail- 
way companies  have  derived  during  these  years  from  sources  other 
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than  operation — sources  other  than  those  items  named  in  the  table  to 
which  we  have  already  referred,  are  not  included? 

Commissioner  Hall.  Miscellaneous  operations,  formerly  known  as 
outside  operations,  are  not  included  in  that,  as  I  understand  it. 
These  are  other  operating  revenues  which  are  not  from  railway 
operation. 

Senator  Townsend.  For  instance,  what  ? 

Commissioner  Hall.  Well,  hotels,  for  example,  where  their  opera- 
tion is  not  an  incident  of  the  transportation  service.  I  think  the 
Southern  Pacific  operates  oil  fields.  There  may  be  pleasure  resorts 
of  various  kinds  in  which  the  railroads  are  interested,  and  our  pre- 
scribed classification  will  indicate  the  items  that  fall  under  the  head 
of  what  are  now  called  miscellaneous  operations  but  were  formerly 
called  outside  operations.  The  revenues  that  are  not  derived  from 
railway  operation,  or  incidental  thereto,  are  not  included  in  the 
figures  that  I  have  just  read.  There  are  other  sources  of  revenue 
such  as  investments  in  stocks  or  bonds.  Dr.  Lorenz,  our  chief  statis- 
tician, can  make  you  a  very  much  better  witness  on  this  matter  than 
I  can,  and  I  shall  be  glad  to  send  for  him  if  it  is  the  desire  of  the 
committee. 

Senator  Cummins.  I  think  we  shall  probably  need  him,  but  just  at 
this  time  all  I  want  to  have  the  record  snow  clearly  is  that  the  railway 
companies  that  are  named  in  the  question,  have  other  revenues  than 
those  which  are  put  down  in  this  table? 

Commissioner  Hall.  These  are  railway  operating  revenues.  They 
have  other  revenues,  some  of  them. 

Senator  Cummins.  The  second  column  in  the  table,  or  rather  the 
last  column  in  the  table,  is  headed,  or  styled,  "Railway  operating 
income."  Will  you  describe  what  those  words  mean,  in  the  termi- 
nology of  the  commission? 

Commissioner  Hall.  They  represent  the  balance  left  after  de- 
ducting railway  operating  expenses  from  railway  operating  revenues. 

Senator  Pomerene.  Does  that  mean  also  over  and  above  the  interest 
paid? 

Commissioner  Hall.  Please  allow  me  to  correct  that  answer.  The 
balance  remaining  after  deduction  of  railway  operating  revenues 
from  railway  operating  expenses  is  known  as  the  net  revenue  from 
railway  operation.  Then  there  is  deducted  from  that  railway  tax 
accruals  and  uncollectible  railway  revenues,  the  last  a  very  insig- 
nificant item,  and  what  is  there  left  is  railway  operating  income. 

Senator  Cummins.  Let  me  see  if  I  understand  that.  From  the 
railway  operating  revenues  which  you  have  described,  in  order  to 
reach  railway  operating  income,  deduct  all  the  cost  of  operation  and 
maintenance? 

Commissioner  Hall.  Of  railway  operation,  which  includes,  of 
course,  maintenance,  and  that  includes  depreciation. 

Senator  Cummins.  You  deduct  the  cost  of  railway  operation  and 
maintenance? 

Commissioner  Hall.  That  is  included  in  railway  operation. 

Senator  Cummins.  And  you  deduct  taxes? 

Commissioner  Hall.  Let  me  state  it  again  so  as  to  make  it  plain. 
I  have  described  railway  operating  revenues.  From  that  is  de- 
ducted railway  operating  expenses,  an  account  which  among  other 
things  includes  maintenance  of  way  and  structures  and  maintenance 
of  equipment,  including  depreciation,  traffic  expenses,  cost  of  trans- 

43202—18 5 


64  GOVERNMENT  CONTROL   AND   OPERATION   OF   RAILROADS. 

portation,  and  items  grouped  under  the  head  of  miscellaneous,  other 
items  grouped  under  the  head  of  general,  and  transportation  for 
investment,  leaving  a  balance  which  is  known  as  net  revenue  from 
railway  operations.  Then  from  that  balance  is  deducted  railway 
tax  accruals,  and  the  very  small  item  of  uncollectible  railway  reve- 
nues, leaving  what  is  known  in  our  accounting  as  railway  operating 
income;  the  heading  at  the  top  of  the  third  column  in  response  to 
question  1. 

Senator  Pomerene.  May  I  now  renew  my  question?  Do  you  take 
into  account  the  money  paid  out  for  interest  on  your  bonded  or 
other  indebtedness? 

Commissioner  Hall.  Not  in  that. 

Senator  Cummins.  The  sum  that  is  left,  and  which  you  denomi- 
nate as  railway  operating  income,  is  the  sum  available  for  the  pay- 
ment of  interest  and  dividends  ? 

Commissioner  Hall.  Oh,  it  is  larger  than  that  sum,  or  it  may  be 
smaller  than  that  sum  according  as  the  miscellaneous  operations, 
which  are  not  included,  are  other  than  railway. 

Senator  Cummins.  Keeping  in  mind  all  the  time  that  we  are  deal- 
ing with  operating  revenues  alone,  it  is  still  true,  is  it  not,  as  I  have 
just  said,  that  what  remains  after  deducting  the  cost  of  operation  and 
maintenance,  and  after  charging  off  depreciation,  and  taxes,  that 
sum  is  available  for  interest  and  dividends;  in  other  words,  there  is 
no  other  obligation  of  the  railway  company  to  which  that  remaining 
sum  is  to  be  devoted? 

Commissioner  Hall.  Why,  Senator,  there  remains  to  be  taken  care 
of  the  balance,  whichever  way  it  may  be,  of  the  miscellaneous  oper- 
ations which  are  not  strictly  railway  operation. 

Senator  Cummins.  I  am  not  talking  of  the  miscellaneous  oper- 
ation. 

Commissioner  Hall.  But  in  order  to  answer  your  question  truth- 
fully, I  have  to  refer  to  that.  This  item  that  is  left  over  of  railway 
operating  income  is  not  as  yet  of  itself  available  to  the  payment  of 
interest,  or  available  to  stockholders  for  dividends  because  there 
is  still  to  be  added  to  it  and  taken  from  it  the  results  of  other 
operations,  and  on  top  of  that  the  result  of  investments  which 
are  nonoperating,  and  a  variety  of  other  items  before  you  get  down 
to  the  item  of  net  income.  When  you  finally  get  down  to  the  item 
of  net  income  then  you  reach  the  stage,  as  I  understand  our  account- 
ing system,  where  you  have  a  figure  that  is  available  for  application 
to  sinking  and  other  reserve  funds,  to  dividends,  appropriations  for 
investment  in  physical  property,  extinguishment  of  stock  discount 
and  miscellaneous  appropriations  of  income. 

I  hand  you  here  a  blank  table  which  may  be  identified  as  that 
appearing  on  pages  8  and  9  of  the  press  aostract  of  Statistics  of 
Railways  in  the  United  States  for  the  year  ended  June  30, 1916,  pub- 
lished by  the  Interstate  Commerce  Commission,  which  indicates  not 
only  these  items  but  the  amount  for  that  year  for  Class  I  roads. 
Class  II  roads,  etc. 

Senator  Cummins.  I  will  take  up  the  first  year,  1917,  in  order  to 
make  it  clear.  The  table  furnished  us  shows  that  the  railway  oper- 
ating income  of  all  the  Class  I  roads  for  the  year  ending  June  30, 
1917,  was  $1,061,814,427.  In  order  to  ascertain  now  what  the  net 
income  of  those  roads  was  for  that  year,  how  much  must  be  added 
to  or  taken  from  that  item? 
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Commissioner  Hall.  The  items  which  appear  on  the  exhibit  just 
handed  you,  following  the  sixth  line  in  the  table,  reading  "  Railway 
operating  income"  down  to  the  item  near  the  bottom  01  the  second 
page,  net  income. 

Senator  Cummins.  The  table  to  which  you  have  referred  shows 
these  items  for  the  year  1916. 

Commissioner  Hall.  Yes,  sir. 

Senator  Cummins.  I  am  trying  to  find  out  what  items  and  what 
amount  of  them  would  have  to  be  added  or  deducted  in  order  to  show 
the  net  income  for  1917.    Have  you  that  table  as  well  ? 

Senator  Pomerene.  Allow  me  to  suggest  for  the  benefit  of  those 
who  may  read  this  record  afterwards,  that  those  figures  be  incor- 
porated into  the  stenographer's  transcript,  to  which  the  commissioner 
has  referred. 

Senator  Cummins.  I  was  inquiring  about  one  year  and  he  was  giv- 
ing the  table  applicable  to  another. 

Commissioner  Hall.  I  do  not  find  the  item  of  net  income  for  that 
year  among  the  tables  prepared  in  response  to  the  questionnaire,  nor 
do  I  find  in  the  questionnaire  itself  a  request  for  it.  I  might  add 
that  the  figures  for  1917  will  be  made  up  from  monthly  reports,  and 
that  those  monthly  reports  call  for  the  railway  operating  items  but 
do  not  call  for  these  outside  and  other  operations,  so  that  the  figures 
for  1917  can  not  be  made  up  except  on  the  basis  of  the  annual  report 
which  need  not  be  returned  for  several  months  after  the  first  of 
January. 

Senator  Cummins.  What  I  would  like  to  have  the  record  show  is 
the  amount  of  money  that  the  railway  companies — that  is,  the  Class 
I  roads  that  you  have  tabulated — will  have  which  they  can  apply  if 
they  desire  to  the  payment  of  interest  and  dividends. 

Commissioner  Hall.  I  can  not  give  you  that  for  1917,  because  the 
commission  has  not  received  that  information  as  yet.  You  have  the 
figures  before  you  for  1916. 

Senator  Cummins.  Then,  I  will  get  to  1916. 

Senator  Kellogg.  Senator  Cummins,  you  are  talking  about  calen- 
dar years  or  fiscal  years? 

Senator  Cummins.  The  fiscal  years. 

Senator  Kellogg.  That  is  what  I  supposed. 

Senator  Cummins.  This  table  is  made  up  for  the  fiscal  year  and 
not  for  the  calendar  year. 

Commissioner  Hall.  Our  fiscal  years  have  been  ending  June  30. 
They  now  end  December  31. 

^nator  Cummins.  But  this  table  specifically  states  that  it  is  for 
the  fiscal  year — that  is,  the  year  ending  June  30, 1917? 

Commissioner  Hall.  Yes,  sir. 

Senator  Cummins.  Do  I  understand  that  the  commission  has  not 
the  record  that  would  show  that  item,  about  which  I  have  inquired, 
for  the  year  ending  June  30, 1917? 

Commissioner  Hall.  That  is  my  understanding. 

Senator  Cummins.  Do  not  the  monthly  reports  show  those  things  ? 

Commissioner  Hall.  They  do  not.  Here  is  a  form  of  monthly 
report,  which  I  may  offer  as  an  exhibit.  You  will  observe  it  does  not 
call  for  such  information. 

(The  blank  form  referred  to  is  here  printed  in  full,  as  follows:) 
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Senator  Cummins.  We  will  pass  then  to  1916.  The  table  shows— the 
one  that  you  have  furnished  shows — the  railway  operating  revenues 
as  $3,381,597,866,  and  it  shows  the  railway  operating  income,  $1,024,- 
381,299.  Will  you  take  this  table,  to  which  you  have  referred,  for 
1916,  and  state  what  charges  or  payments  have  been  deducted  from 
the  railway  operating  income  in  order  to  reach  the  net  income? 

Commissioner  Hall.  Do  you  wish  me  to  read  this  list  and  the 
amounts? 

Senator  Cummins.  I  would  like  to  have  those  items  identified  in 
some  way.  I  want  to  say  to  you,  Mr.  Hall,  that  if  there  is  any  other 
member  of  the  commission,  or  any  officer  of  the  commission,  who  can 
answer  these  questions  more  readily,  I  would  be  very  glad  to  pro- 
pound them  to  him.  I  simply  want  to  find  out  what  money  the  rail- 
road companies  have  had  in  the  last  three  or  four  years,  or  five  years, 
after  paying  their  expenses. 

Commissioner  Hall.  Yes,  sir.  Dr.  Lorenz  has  been  sent  for  and  he 
will  be  here  very  shortly,  and  he  can  give  it  to  you  much  better  than 
I.  Any  answer  to  your  question  involves  reading  off  a  good  many  of 
these  items  with  figures  against  them,  but  as  Dr.  Lorenz  is  the  stat- 
istician and  it  is  in  his  province  more  than  mine,  I  think  you  will 
get  more  satisfactory  responses  from  him.  He  will  be  here  very 
shortly.  I  am,  however,  perfectly  willing  to  read  these  in,  if  you  so 
desire. 

Senator  La  Follette.  Suppose  you  let  him  read  them  in.  They 
will  then  be  in  the  record. 

Senator  Kellogg.  Is  it  necessary  to  put  in  all  these  items?  Why 
can  he  not  give  the  details? 

Senator  Cummins.  It  gives  us  a  better  comprehension  of  the  char- 
acter of  the  expenses  that  are  charged  against  and  taken  from  the 
railway  operating  income. 

Senator  Kellogg.  I  only  suggestd  that  as  you  have  the  totals  in  the 
Table  No.  1.    However,  I  have  no  objection. 

Commissioner  Hall.  Taking  the  year  ended  June  30,  1916,  the 
railway  operating  revenues  amount  to  $3,472,641,941.  From  that  is 
deducted  the  railway  operating  expenses  that  amount  to  $2,277,- 
202,278,  leaving  a  net  revenue  from  railway  operations  of  $1,195,- 
439,663.    From  that  again 

Senator  Poindexter.  What  year  is  that  for? 

Commissioner  Hall.  The  year  ended  June  80, 1916.  We  have  not 
the  figures  in  full  for  the  year  ended  June  30, 1917.  From  that  are 
deducted  two  accounts,  railway  tax  accruals,  $150,014,541,  and  un- 
collectible railway  revenues,  $822,532,  leaving  the  railway  operating 
income  $1,044,602,590. 

The  Acting  Chairman.  You  have  it  in  this  table  as  $1,024,000,000. 

Commissioner  Hall.  I  am  reading  now  from  the  press  abstract  of 
Statistics  of  Steam  Railways  in  the  United  States  for  the  year  ended 
June  30,  1916. 

Senator  Cummins.  The  figures  do  not  quite  correspond  with  this 
table. 

Commissioner  Haec*  I  see  it  is  here, "  $1,024,000,000."  The  statisti- 
cian, when  he  arrives,  will  be  able  to  explain  that,  no  doubt,  but  here  in 
this  abstract  it  appears  $1,044,602,590.  We  next  take  into  account 
revenues  from  miscellaneous  operations,  amounting  to  $38,527,600. 
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and  deduct  the  expenses  of  miscellaneous  operations  therefrom  in  an 
amount  of  $33,008,368,  leaving  a  net  revenue  from  miscellaneous  oper- 
ations of  $5,519,232.  The  taxes  on  miscellaneous  operating  property 
is  next  deducted  from  that  last  figure,  these  taxes  amounting  to 
$2,079,265,  leaving  a  balance  from  these  miscellaneous  operations 
known  as  "  Miscellaneous  operating  income,"  $3,439,967,  to  be  added 
to  the  railway  operating  income,  and,  putting  those  two  together, 
the  total  operating  income  becomes,  according  to  this  abstract, 
$1,048,042,557. 

Next,  taking  up  the  nonoperating  income,  consisting  of  various 
accounts :  The  first  is  hire  of  freight  cars — credit  balance,  $16,724,136 ; 
then  rent  from  locomotives,  $6,621,239 ;  rent  from  passenger- train  cars, 
$10,633,029;  rent  from  floating  equipment,  $205,347;  rent  from  work 
equipment,  $1,776,509 ;  joint  facility  rent  income,  $25,831,102 ;  income 
from  lease  of  road,  $5,738,079 ;  miscellaneous  rent  income,  $8,460,761 ; 
miscellaneous  nonoperating  physical  property,  $2,899,118;  separately 
operated  properties — profit,  $3,403,651;  dividend  income,  $95,320,- 
640;  income  from  funded  securities,  $44,601,475;  income  from  un- 
funded securities  and  accounts,  $25,323,829;  income  from  sinking 
and  other  reserve  funds,  $2,737,243;  release  of  premiums  on  funded 
debt,  $397,885;  contributions  from  other  companies,  $864,568;  and 
the  item  known  as  miscellaneous  income,  $2,270,331. 

These  accounts  that  I  have  read  under  the  heading  of  "  Nonoperat- 
ing income,"  giving  a  total  nonoperating  income  of  $253,808,942, 
which,  added  to  the  total  operating  income,  gives  a  gross  income 
of  $1,301,851,499. 

Then  follow  "  Deductions  from  gross  income."  The  first  is  hire  of 
freight  cars — debit  balance,  $41,240,971 ;  rent  for  locomotives,  $6,357,- 
073;  rent  for  passenger-train  cars,  $11,603,074;  rent  for  floating 
equipment,  $2,181,076;  rent  for  work  equipment,  $505,148;  joint 
facility  rents,  $41.571,819 ;  rent  for  leased  roads,  $139.786,572 ;  mis- 
cellaneous rents,  $5,439,990;  miscellaneous  tax  accruals,  $2,442,491; 
separately  operated  properties — loss,  $2,555,084;  interest  on  funded 
debt,  $415,036,887;  interest  on  unfunded  debt,  $17,892,708;  amortiza- 
tion of  discount  on  funded  debt,  $3,225,542 ;  maintenance  of  invest- 
ment organization,  $365,732 ;  income  transferred  to  other  companies, 
$3,925,685;  miscellaneous  income  charges,  $3,707,752;  making  total 
deductions  from  gross  income  $697,837,604. 

That  item  deducted  from  the  "Gross  income"  leaves  the  "Net 
income,"  about  which  we  have  been  speaking,  and  that  "  Net  income  " 
for  the  year  ended  June  30, 1916,  was  $604,013,895.  Then  follows  the 
disposition  made  of  that  net  income. 

Senator  Cummins.  I  will  inquire  about  that  a  little  later,  but  in 
reaching  the  net  income,  which  you  have  just  stated,  there  has  been 
deducted  the  interest  upon  the  entire  funded  debt,  or  bonded  debt, 
of  all  the  railways. 

Commissioner  Hall.  On  the  unfunded  also. 

Senator  Cummins.  Yes,  both  funded  and  unfunded.  So  that  for 
the  year  1916,  ending  June  30,  all  the  railways  in  Class  I  had  some- 
thing over  $600,000,000  that  could  have  been  applied  if  they  had  been 
so  minded,  to  the  payment  of  dividends  on  stock? 

Commissioner  Hall.  That  was  what  was  left  after  the  payment  of 
these  debts;  yes.  But  there  were  sinking  and  other  reserve  fund? 
which  had  to  be  taken  care  of  out  of  this  item  "  Net  income." 
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Senator  Cummins.  Precisely;  the  railroads  could  have  put  any 
amount  they  saw  fit  into  the  sinking  fund  or  into  the  surplus  fund, 
but  they  had  that  money  after  paying  all  their  expenses  and  all  their 
interest  for  the  year  1916. 

Commissioner  Hall.  Yes ;  after  paying  their  current  debts. 

Senator  Cummins.  And  just  from  a  mere  recollection  of  the  par 
value  of  all  the  capital  stock  outstanding  at  that  time,  that  would 
have  paid  a  substantial  10  per  cent  dividend  upon  all  the  capital 
stock  at  par,  would  it  not? 

Commissioner  Hall.  The  capital  stock  outstanding  in  the  hands  of 
the  public,  eliminating  duplication,  issued  by  Classes  I,  II,  and  III 
roads,  and  nonoperating  subsidiaries  for  the  year  ended  June  30, 1916, 
appears  in  answer  to  question  8  of  the  Questionnaire  as.  $6,314,570,- 
354.  The  account  "Net  income"  for  that  year,  as  appearing  in  the 
abstract  in  evidence,  is  $604,013,895  for  Classes  I,  II,  and  III,  which 
"  would  be  something  less  than  10  per  cent  on  the  capitalization  out- 
standing in  the  hands  of  the  public. 

Senator  Cummins.  Ten  per  cent  would  be  about  $630,000,000  ? 

Commissioner  Hall.  Yes. 

Senator  Cummins.  Whereas  the  actual  net  income  that  could  have 
been  applied  to  dividends  was  $604,000,000. 

Commissioner  Hall.  I  think  it  ought  to  be  stated  here  that  the 
credit  table  from  which  you  have  been  reading  these  items  include 
both  Class  I  and  Class  II  roads,  whereas  the  table  furnished  by  us 
included  only  Class  I  roads,  and  possibly  that  will  acount  for  the 
discrepancy  in  the  figures. 

Senator  Cummins.  The  abstract  from  which  I  take  the  item  of  net 
income  for  the  year  ending  June  30,  1916,  includes  Class  I,  Class  II, 
and  Class  III  roads.  The  response  to  item  8  of  the  Questionnaire  is 
confined  to  Class  I  and  Class  II  roads,  and  nonoperating  subsidiaries. 

Commissioner  Hall.  Yes. 

Senator  Cummins.  There  is  a  little  confusion  there  still.  You 
refer  to  question  8.  Item  1  in  the  Questionnaire,  as  answered  in  the 
table  to  which  I  have  referred  more  than  once,  is  confined  to  Class  I 
roads. 

Commissioner  Hall.  It  is. 

Senator  Cummins.  And  that  fact  will  account  in  all  probability 
for  the  discrepancy  or  difference  in  the  figures  that  appear  in  the 
printed  table  as  compared  with  the  figures  in  the  answer  to  the 
Questionnaire. 

Commissioner  Hall.  That  may  be,  but  Dr.  Lorenz  can  indicate 
that  definitely. 

Senator  Kellogg.  Eight  there,  that  total  amount  that  you  gave  of 
net  income  after  paying  interest,  did  you  say  the  whole  amount  of 
that  was  available  for  dividends  I 

Commissioner  Hall.  That  was  the  question.  I  indicated  in  my 
answer  that  out  of  that  would  come  wnatever  was  applied  to  sink- 
ing and  other  reserve  funds,  whatever  was  appropriated  for  invest- 
ment in  physical  property,  stock  discount  extinguished  through 
income,  and  miscellaneous  appropriations  of  income. 

Senator  Poindexter.  Let  me  ask  you  whether  or  not  investment  in 
physical  property  includes  all  operating  expenses  in  the  figures  which 
you  gave? 
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Commissioner  Hall.  Not  as  investment ;  no. 

Senator  Cummins.  I  want  the  commissioner  to  clearly  understand 
my  former  question.  I  have  not  suggested,  of  course,  that  all  this 
money  was  divided  among  the  stockholders;  the  company  was  at 
liberty,  of  course,  to  use  part  of  it  for  surplus  and  part  for  sinking 
fund,  and  part  or  it  for  investment,  as  they  saw  fit,  but  it  was  free 
money  after  paying  all  the  expenses  of  the  railroads,  and  after  the 
maintenance  of  their  property,  and  after  proper  charges  for  depre- 
ciation were  made. 

Senator  Townsend.  Is  that  correct? 

Commissioner  Hall.  It  was  free  money  except  as  engagements 
might  have  been  entered  into  with  regard  to  sinking  and  other  re- 
serve funds. 

Senator  Cummins.  I  now  refer  to  the  year  ending  June  30,  1915, 
as  noted  in  the  answer  to  the  question ;  I  read  what  is  there  stated — 
remember  all  the  time  that  these  are  figures  for  Class  I  roads  alone ; 
kt  Railway  operating  revenues,  $2,871,563,047;  railway  operating  in- 
come, $716,476,186." 

I  would  like  the  very  same  application  of  the  report  of  the  com- 
mission and  the  same  separation  made  with  regard  to  the  two  items  I 
have  just  read  as  you  have  already  made  with  regard  to  the  year  1916, 
and  I  may  say  that  I  would  like  the  same  explanation  and  the  same 
figures  for  each  of  the  years  mentioned  in  answer  to  the  question. 

Commissioner  Hall.  Well,  Senator,  I  have  the  corresponding 
column  of  the  abstract  for  the  year  ending  June  30, 1915. 

Senator  Cummins.  To  avoid  the  necessity  of  reading  all  these 
items,  will  vou  please  identify  the  pages  ana  hand  them  to  the  re- 
porter, so  tnat  they  may  become  a  part  of  the  record,  and  will  you 
state  from  those  reports  which  you  have  identified  the  final  result  for 
each  of  those  years  as  you  have  stated  that  result  for  the  year  1916  ? 

Commissioner  Hall.  For  the  year  1916  I  have  stated  the  item 
u  Net  income,"  but  I  have  not  stated  what  disposition  was  made  of 
that  net  income.  That  appears  also  in  the  abstract  from  which  I 
have  been  reading. 

Senator  Cummins.  I  think  in  order  to  be  clear  and  to  be  less  con- 
fusing I  would  rather  have  those  other  years  follow  as  I  have  sug- 
gested, and  then  we  will  take  up  the  inquiry  as  to  what  was  done  with 
the  money. 

Commissioner  Hall.  The  corresponding  information  for  the  year 
ending  June  30,  1915,  appears  in  the  press  abstract  of  Statistics  of 
Steam  Railways  in  the  United  States  for  the  year  ending  June  30, 
1915,  published  by  the  Interstate  Commerce  Commission,  under  the 
head  "  Operating  roads,"  and  a  subcolumn  "  Total  operating  roads 
under  income  account,"  oft  pages  8  and  9  of  that  abstract. 

(The  data  referred  to  are  here  printed  in  full,  as  follows:) 
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Commissioner  Hall.  The  net  income,  ascertained  in  the  same  way 
as  for  the  year  ended  June  30,  1916,  was  for  the  year  ended  June  30, 
1915,  for  all  operating  roads,  $308,378,567.  The  abstracts  for  the 
preceding  years  ended  June  30, 1914,  1913,  and  1912, 1  have  not  here 
with  melut  will  obtain  the  information. 

Senator  Cummins.  And,  Mr.  Chairman,  when  they  offer  it  I  want 
them  to  be  inserted  in  the  record  in  connection  with  Mr.  Hall's 
testimony. 

(The  data  referred  to  are  here  printed  in  full  as  follows:) 

Statement  No.  39. — Comparative  income  account  and  profit  and  loss  account  of 
the  railvays  in  the  United  States,  considered  as  a  system,  for  the  year  ended 
June  30,  1912} 

Amount. 
Average  operated  mileage  represented  •( miles) 246, 828. 74 

Operating  revenues— rail  operations $2, 842, 695, 382 

Operating  expenses — rail  operations 1, 972, 415, 776 

Salaries  and  maintenance  of  organization — nonoperat- 
ing  companies 353, 046 

Net  revenue  from  rail  operations $869, 926, 560 

Outside  operations — revenues 63, 720,487 

Outside  operations — expenses 62, 641, 753 

Net  revenue  from  outside  operations 1, 978, 734 

Total  net  revenue 871, 005, 294 

Taxes  accrued 120,091,534 

Operating  income 750, 913, 760 

Other  income: 

Miscellaneous  rent  credits 8, 145, 964 

Other  properties — net  income 6, 228, 820 

Net  dividends  receivable  on  stocks  owned  or  con- 
trolled ».t 26, 029, 924 

Net  interest  receivable  on  funded  debt  owned  or 
trolled  2 9, 013, 759 

Interest  receivable  on  other  securities,  loans,- and 
accounts 35, 915, 778 

Unextinguished  premiums  on  outstanding  funded 
debt 51, 818 

Miscellaneous  income 3, 794, 343 

Total  other  income 89, 180,406 

Gross  income 840, 094, 166 

Deductions  from  gross  income: 

Net  rents  accrued  for  lease  of  other  roads  2 9, 475, 875 

Hire  of  equipment — net  debit  balance  2 18, 056, 199 

Joint  facilities — net  debit  balance  2 12, 025, 500 

Miscellaneous  rent  debits 5, 807, 310 

Separately  operated  property — net  loss 1, 516, 294 

Net  interest  accrued  on  funded  debt 2 395, 893, 442 

Other  interest 25, 404, 605 

Extinguishment  of  discount  on  securities 2, 263, 330 

1  Does  not  include  returns  for  switching  and  terminal  companies  and  for  a  few  roads 
the  reports  of  which  were  not  sufficiently  complete  for  use  in  this  statement. 

'The  figures  shown  for  this  item  represent  the  net  remaining  after  intercorporate 
payments  were  eliminated. 
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Statement  No.  39. — Comparative  income  account  and  profit  and  loss  account  of 
the  raiticays  in  the  United  States,  considered  as  a  system,  for  the  year  ended 
June  SO,  1912— Continued. 

Deductions  from  gross  income— Continued. 

Sinking  and  redemption  funds  chargeable  to  in-  Amount. 

come $6, 021, 925 

Other  deductions 11, 354, 524 

Total  deductions  from  gross  income $487, 819, 004 

Net  corporate  income  for  year 352, 275, 162 

Balance  in  profit  and  loss  on  June  30  of  preceding 

year 1,124,450,906 

Gross  surplus 1, 476, 726. 068 

Adjustments,  etc.,  through  profit  and  loss: 

Credits 50,137,709 

Debits 80, 014, 125 

Net  adjustment »  29, 876, 416 

Surplus  available  for  appropriation 1, 446, 849, 652 

Appropriations  for  year: 

Net  dividends  declared  a 299, 361, 208 

Appropriations  for  additions  and  betterments 43, 941, 569 

Appropriations  for  new  lines  and  extensions 288, 511 

Appropriations  for  other  reserves 8, 646, 124 

Total  appropriations  for  year 352, 237, 412 

Balance  on  June  30,  carried  to  general  balance 
sheet 1, 094, 612, 240 

The  Acting  Chairman.  Without  objection,  that  will  be  done. 

Senator  Cummins.  I  do  not  mean  the  entire  report  but  those  pages  # 
of  the  report  which  refer  to  this  subject. 

The  Acting  Chairman.  May  I  suggest  that  as  it  has  been  sug- 
gested by  Mr.  Hall,  and  also  indicated  by  you  what  disposition  was 
made  of  this  money,  this  surplus,  in  one  case,  something  like 
$600,000,000,  in  order  to  keep  the  record  perfectly  clear,  it  would 
be  very  well  to  have  Mr.  Hall  do  that. 

Senator  Cummins.  I  am  going  to  ask  him  about  that  definitely. 
Mr.  Hall,  assuming  now  that  these  reports  are  in  so  that  they  can  be 
consulted  at  any  time,  will  you  now  state  what  the  railroads  did 
with  the  $600,000,000  which  represented  their  net  income  for  the 
year  ending  June  30,  1916  ? 

Commissioner  Hali*  The  disposition  made  was  income  applied  to 
sinking  and  other  reserve  funds,  $12,048,995 ;  dividend  appropriations 
of  income,  $185,977,808;  income  appropriated  for  investment  in 
physical  property,  $51,511,832;  stock  discount  extinguished  through 
income,  $23,223 ;  miscellaneous  appropriations  of  income,  $17,590,716 ; 
total  appropriations  of  income,  $267,152,574,  leaving  an  income  bal- 
ance transferred  to  profit  and  loss,  $336,861,321. 

Senator  Cummins.  Will  you  kindly  put  into  the  record  similar 
information  with  regard  to  the  years  ending  June  30, 1915,  1914,  and 
1913? 

The  figures  shown  for  this  Item  represent  the  net  remaining  after  Intercorporate 
rayments  were  eliminated. 

43202—18 6 
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Commissioner  Hall.  I  can  give  you  that  for  the  year  ended  June 
30,  1915,  but  with  respect  to  tne  other  years,  I  will  have  to  supply 
it  later.  The  corresponding  items  for  the  year  ended  June  30, 1915, 
as  to  the  disposition  of  net  income,  show 

Senator  Poindexter.  What  was  the  net  income  for  that  year? 

Commissioner  Hall.  $308,378,567,  the  total  of  the  operating  roads. 

Senator  Poin dexter.  And  that  for  the  following  year  was  almost 
double  ? 

Commissioner  Hall.  Yes,  sir. 

Senator  Cummins.  You  remember  that  is  after  deducting  interest 
on  the  bonded  debt. 

Commissioner  Hall.  The  disposition  is  shown  in  the  abstract  as 
follows:  Income  applied  to  sinking  and  other  reserve  funds,  $11,- 
118,856 ;  dividend  appropriations  of  income,  $170,007,716 ;  income  ap- 
propriated for  investment  in  physical  property,  $21,172,690;  stock 
discount  extinguished  through  income,  $22,608 ;  miscellaneous  appro- 
priations of  income,  $3,697,491 ;  making  total  appropriations  of  in- 
come, $206,019,361;  leaving  an  income  oalance  transferred  to  profit 
and  loss  of  $102,359,206. 

Senator  Cummins.  Now,  will  you  add  the  same  information  for 
the  other  years  embraced  in  the  table  ? 

Commissioner  Hall.  Senator.  I  think  that  will  be  found  in  our 
annual  reports.    One  of  ray  colleagues  is  going  to  look  it  up. 

Senator  Cummins.  Passing  from  the  first  item  to  item  No.  2  of 
the  questionnaire,  you  were  asked  to  furnish  a  table  showing  the 
aggregate  market  value  of  stocks  and  bonds  of  all  operating  rail- 
ways, stating  each  separately,  for  each  of  the  above  years,  and  the 
average  of  the  period,  eliminating  duplication  of  stocks  and  bonds; 
that  is,  intercorporate  holdings.  Your  modification  with  regard  to 
that  reads  as  follows : 

It  is  not  possible  in  less  than  several  months  to  compile  figures  which  will 
fully  comply  with  this  request.  Such  data  as  could  be  prepared  are  sub- 
mitted as  affording  a  basis  for  an  approximation  of  the  desired  Information. 
In  order  to  make  any  response  to  this  query  within  the  time  allowed  it  was 
necessary  to  apply  the  methods  described  in  the  attached  formulae.  The  results 
produced  are  therefore  little  better  than  rough  estimates. 

The  table  is  confined  to  steam  roads  which  were  quoted  on  the 
New  York  Stock  Exchange  in  the  years  indicated  as  shown  by  the 
Financial  Chronicle.  You  selected  three  years,  1912, 1916,  and  1917. 
The  first  relates  to  1912,  and  I  read  the  item : 

Par  value  of  stocks  quoted,  $4,574,587,200;  for  1916,  the  same  ttem,  $4,741,- 
422,100.    The  same  item  for  1917,  $4,790,851,200. 

Commissioner  Hall.  That  is  to  December  the  14th.  We  did  not 
have  the  full  year  before  us. 

Senator  Cummins.  Yes.  Could  you  give  the  committee  informa- 
tion with  regard  to  the  proportion  of  the  stocks  that  were  quoted  on 
the  New  York  Stock  Exchange,  and  all  the  stock  outstanding. 

Commissioner  Hall.  I  could  not  from  any  personal  knowledge. 

Senator  Cummins.  Do  you  remember  about  what  the  outstanding 
stocks  were,  eliminating  duplication,  in  1912  ? 

Commissioner  Hall.  In  the  hands  of  the  public,  eliminating  dupli- 
cation, Classes  I  and  II  roads  and  nonoperating  subsidiaries,  par 
value  for  the  year  ended  June  30,  1912,  of  the  stocks,  appears  in 
response  to  item  8  of  the  questionnaire  as  being  $5,766,093,888. 
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Senator  Cummins.  And  for  the  year  1916,  the  same  information  ? 

Commissioner  Hall.  $6,314,570,354. 

Senator  Cummins.  And  up  to  December  14,  1917  ? 

Commissioner  Hall.  I  do  not  find  that,  Senator. 

Senator  Cummins.  All  the  last  information  you  had  with  regard 
to  the  outstanding  stock 

Senator  Kellogg.  It  is  the  third  item. 

Senator  Cummins.  It  is  in  a  later  answer  in  this  exhibit. 

Commissioner  Hall.  I  have  only  an  imperfect  photograph  here. 
It  appears  to  be  $6,314,570,354. 

Senator  Cummins.  The  way  in  which  you  arrived  at  the  average 
market  value  of  the  stocks  quoted  on  the  New  York  Stock  Exchange, 
as  I  understand  you,  is  that  you  have  taken  the  high  quotation  and 
the  low  quotation  for  the  year,  and  averaged  the  two. 

Commissioner  Hall.  That  was  all  that  could  be  done  in  the  time 
limit. 

Senator  Cummins.  I  understand  perfectly  well  that  it  is  a  very 
long  inquiry  to  get  it  absolutely,  but  I  want  the  record  to  show  just 
how  it  was  done. 

Commissioner  Hall.  It  was  done  in  that  way,  and  as  note  two 
stars  here  indicates,  this  average  was  assumed  to  be  a  mean  quotation 
for  the  year. 

Senator  Cummins.  I  am  correct  in  saying  the  average  obtained  in 
that  way  for  the  stock  actually  quoted  on  the  New  York  Stock  Ex- 
change, the  average  for  the  first  year  named,  1912,  showed  a  market 
value  of  110  and  8-100  per  cent  as  compared  with  par. 

Commissioner  Hall.  For  the  year  1912  ? 

Senator  Cummins.  Yes. 

Commissioner  Hall.  Yes. 

Senator  Cummins.  And  for  the  year  1916  it  showed  a  market 
value  of  94^y  per  cent  as  compared  with  par  value. 

Commissioner  Hall.  Yes,  sir. 

Senator  Cummins.  And  for  the  year  1917,  the  market  value  of 
79  and  3-100  per  cent  as  compared  with  par  value? 

Commissioner  Hall.  Yes,  sir. 

Senator  Cummins.  Have  you  any  observation  with  regard  to,  or 
could  you  give  us  any  information  with  regard  to  the  market  value 
of  the  stocks  which  were  not  quoted  on  the  New  York  Stock  Ex- 
change? 

Commissioner  Hall.  I  could  not ;  I  have  no  information. 

Senator  Cummins.  Is  it  your  observation  that  they  are  more  valu- 
able or  less  valuable  stocks? 

Commissioner  Hall.  That  is  a  matter  of  common  knowledge,  I 
should  say,  that  they  are  of  less  value. 

Senator  Cummins.  That  is  for  a  good  many  stocks  that  have  almost 
a  nominal  value,  which  are  not  regularly  quoted  on  the  stock  ex- 
change? 

Commissioner  Hall.  I  understand  they  have  never  been  listed 
there,  many  of  them. 

Senator  Cummins.  And  without  assuming  to  get  a  definite  figure, 
it  may  be  assumed,  may  it  not,  that  if  all  the  stock  outstanding  were 
considered,  the  market  value  would  be  a  less  proportion  of  the  par 
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value  that  is  shown  here  with  regard  to  the  stocks  that  have  actually 
been  dealt  in  on  the  stock  exchange? 

Commissioner  Hall.  When  you  say  outstanding,  you  refer  to  out- 
standing in  the  hands  of  the  public? 

Senator  Cummins.  Yes.    Outstanding  in  the  hands  of  the  public. 

Commissioner  Hall.  That  would  be  a  matter  of  appreciation,  and 
I  do  not  feel  competent  to  hazard  a  conjecture  there  one  way  or  the 
other. 

Senator  Cummins.  Now  I  pass  over  this  item  so  far  as  the  bonds 
of  the  railroad  companies  concerned,  and  come  to  item  3. 

Senator  Kellogg.  May  I  ask  a  question  about  items  1  and  2  before 
you  pass  to  that? 

Senator  Cummins.  Certainly. 

Senator  Kellogg.  Mr.  Commissioner,  cannot  you  make  up  a  state- 
ment of  item  1  and  item  2  so  that  they  will  be  comparable;  in  other 
words,  gjive  us  the  net  revenue  available  for  the  payment  of  interest 
and  dividends,  with  the  total  amount  of  outstanding  bonds  and 
stocks,  so  that  we  can  compare  it,  and  then  the  amount  of  net  revenue 
available  for  dividends  and  the  total  amount  of  stock  and  bonds 
dividends,  so  that  we  can  compare  it?  As  it  is  now,  we  can  not  com- 
pare item  1  and  item  2  with  any  accuracy.  Of  course  that  is  as  they 
were  called  for  and  it  is  not  your  fault. 

Commissioner  Hall.  Senator,  you  will  get  a  better  response  to  that 
from  the  statistician  when  he  arrives,  as  to  just  how  much  it  involves. 
He  can  answer  that  better  than  I  could.  Doubtless  a  part  of  what 
you  seek  could  be  had,  but  as  to  how  long  it  will  take  is  another 
matter.    Would  you  defer  that  question  until  he  arrives? 

Senator  Kellogg.  Certainly. 

Senator  Cummins.  The  information  called  for  in  item  3  is: 

Table  showing  aggregate  dividends  paid  by  all  railways  in  each  of  the  said 
years,  and  average  for  the  period,  stating  each  separately. 

Modification  by  the  commission : 

Can  not  be  given  for  1917.  Would  suggest  that  the  aggregate  only  for  all 
Class  I  roads  be  given  for  each  year,  1912  to  1916,  ending  June  30,  and  the 
detail  by  roads  for  one  year.  Dividens  declared,  not  actual  payments,  have 
been  used  as  the  only  measure  of  the  effect  in  the  year's  income  account. 

Then  follows  the  aggregate  dividends  declared  by  Class  I  roads 
from  the  fiscal  year  1912  to  1916,  and  the  calendar  year  for  1916.  The 
table  is  perfectly  clear,  and  needs,  as  I  think,  no  explanation,  but  in 
turning  to  the  detail  table  showing  what  each  road  has  done  in  these 
respects,  I  find  it  is  confined,  as  stated,  to  the  year  ending  December 
31,  1916,  Class  I  roads.  I  think  the  committee  would  like  to  have 
similar  information  for  all  those  years,  and  will  the  commissioner  ex- 
plain what  difficulty  there  is  in  making  up  similar  tables  for  those 
years? 

Commissioner  Hall.  Senator,  responding  to  an  intimation  or  sug- 
gestion from  you  to  a  like  effect  on  Saturday,  this  information  is 
being  prepared  as  to  roads  having  an  income  of.  $10,000,000  or  over 
for  the  last  three  years,  and  the  information  here  sought  will  be 
prepared,  I  understand,  as  rapidly  as  possible.    It  is  already  in  hand. 

Senator  Cummins.  What  difficulty  is  there  in  including  all  Class 
I  roads  ? 
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Commissioner  Hall.  There  is  not  any  difficulty,  but  you  can  get 
results  more  quickly  with  those  having  $10,000,000  or  over.  They 
will  represent  90  per  cent,  in  their  revenues,  of  the  revenues  of  the  rail 
carriers  in  the  country.  So  you  would  get  practically  the  result  of 
90  per  cent. 

Senator  Cummins.  I  think  vour  suggestion  is  a  good  one.  As  far 
as  I  am  concerned,  I  would  like  to  have  the  information  as  quickly 
as  it  can  conveniently  be  furnished,  and  after  you  furnish  those  with 
a  revenue  or  income  of  $10,000,000  or  more,  there  would  be  no 
trouble  in  going  forward,  if  time  would  permit,  in  getting  the  same 
information  for  all  roads  of  Class  I  ? 

Commissioner  Hall.  There  are  difficulties,  of  course.  The  same 
property  does  not  remain  in  the  same  corporate  identity  of  owner- 
ship down  through  the  succeeding  years.  It  involves  an  unraveling 
and  reassorting,  and  it  will  be  noticed  that  even  for  this  year  ended 
June  30,  1916,  the  same  road  will  appear  twice,  one  representing  its 
operation  down  to  the  acquisition  or  additional  property,  or  the  loss 
of  part  of  its  property,  and  then  there  must  be  a  subsequent  statement 
for  that  same  road.  When  you  trace  that  back  through  the  years  it 
involves  quite  a  little  analysis. 

Commissioner  Clark.  Mr.  Chairman,  may  I  explain  that?  With 
regard  to  these  figures  I  started  and  I  figured  up  with  Commissioner 
Meyer,  who  has  direct  charge  of  our  statistical  work,  and  with  our 
statistician,  Dr.  Lorenz,  and  understanding  you  wanted  the  infor- 
mation as  early  as  possible,  I  suggested  to  Dr.  Lorenz,  in  response 
to  his  suggestion,  that  he  go  ahead  and  make  up  this  information 
for  the  roads  having  operating  revenues  of  $10,000,000,  which  would 
represent  90  per  cent  of  the  revenues  of  the  whole  and  about  90 
per  cent  of  the  mileage,  first,  for  the  three  years,  and  give  you  that 
and  follow  it  up  with  the  same  information  for  the  two  preceding 
years,  which  will  be  1912  and  1913,  and  then,  if  you  desire  it  or 
indicate  any  wish  for  it,  go  right  on  and  include  the  same  informa- 
tion for  the  remaining  Class  I  roads  which  come  in  between  $1,000,- 
000  and  $10,000,000.  That  will  represent  only  about  7  per  cent  of  the 
total. 

Senator  Cummins.  As  far  as  I  am  concerned,  that  is  entirely  satis* 
factory  to  me,  and  I  think  it  will  give  us  the  information  we  need. 

Commissioner  Hall.  I  am  informed  that  Dr.  Lorenz  is  here  now, 
and  can  be  questioned  by  the  committee,  if  you  desire. 

Senator  Cummins.  The  fifth  item  calls  for  the  following  informa- 
tion: 

Table  naming  the  railway  companies  which  during  the  said  period  have  aver- 
aged a  dividend  of  4  per  cent  on  stock,  also  giving  the  dividend  paid  each  year 
by  each  company — 

This  is  the  modification  by  the  commission : 

We  can  name  the  individual  companies  which  declared  4  per  cent  or  more 
dividends  on  common  stock,  showing  what  the  same  company  paid  on  nreferred, 
for  the  year  ending  December  31,  1916,  Class  I  roads  only. 

It  is  merely  a  question  of  time,  I  suppose,  in  preparing  a  similar 
table  for  other  years  named  in  the  questionnaire. 
Dr.  Lorenz.  We  are  now  preparing  it. 
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Senator  Cummins.  Then  I  will  pass  those.  Item  6  calls  for  this 
information: 

Table  naming  railway  companies  which  during  the  said  period  averaged  a 
dividend  of  less  than  4  per  cent  on  stock,  giving  the  dividend  for  each  year  by 
each  company. 

The  modification  is  this : 

Individual  Class  I  companies  which  declared  less  than  4  per  cent  dividend 
on  common  stock  or  on  preferred  stock  for  the  year  ending  December  31,  1916. 

The  same  alteration  applies  to  that  table,  I  suppose? 

Dr.  Lorenz.  Yes,  sir. 

Senator  Cummins.  Item  7  calls  for  this  information : 

Tables  showing  the  investment  in  road  and  equipment  for  each  of  said  years 
of  railway  companies,  giving  each  separately. 

This  is  the  modification : 

Aggregate  road  and  equipment  combined  can  be  given  for  Class  I  and  Class  II 
roads  and  their  subsidiaries  for  each  year  1912  to  1916  (June  30).  This  is  for 
the  entire  United  States  only  because  of  complications  arising  from  leased  lines 
or  other  subsidiaries. 

Does  your  answer  contemplate  furnishing  the  investment  account 
or  book  value  for  each  of  the  roads  separately,  or  is  it  just  awaiting 
the  time  necessary  to  complete  it  ? 

Dr.  Lorenz.  We  have  not  undertaken  to  work  that  out  for  each 
individual  company,  but  we  could  very  readily  give  the  property  in- 
vestment of  each  operating  company  owned  by  that  company,  and 
we  could  give  the  property  investment  of  its  lessor  subsidiaries.  But 
the  addition  of  those  together  would  not  necessarily  give  the  exact 

Property  investment  of  the  entire  system.    But  if  that  information  is 
esired,  by  corporate  entities,  we  can  give  it. 
Senator  Cummins.  Personally,  I  would  like  to  have  the  informa- 
tion in  the  most  available  form  possible,  and  if  the  commission  will 
furnish  those  tables  in  the  way  suggested  by  Dr.  Lorenz,  I  would  be 
very  much  obliged  to  you. 
The  eighth  item  calls  for  this  information: 

Tables  showing  par  value  of  all  stocks  and  bonds  for  each  of  said  years,  stat- 
ing them  separately  and  eliminating  duplications. 

The  modification  is  as  follows : 

This  is  Impossible  except  for  United  States  as  a  whole  because  of  duplica- 
tions. 

Does  that  mean  that  we  can  not  get  for  the  particular  existing 
railway  companies  of  Class  I  and  Class  II  the  capitalization,  elimi- 
nating duplication  ? 

Dr.  Lorenz.  We  could  give  the  capital  stock  and  bonds  outstand- 
ing for  which  that  corporation  is  responsible,  but  it  operates  proper- 
ties which  it  does  not  own  directly,  but  controls  through  the  owner- 
ship of  stock  of  the  subsidiary  and  it  would  be  possible  to  make  an 
analysis  of  each  company,  but  that  would  take  a  great  deal  of  time. 
We  could  give,  without  regard  to  duplications,  the  outstanding  stock 
and  bonds  of  each  individual  corporation,  if  desired. 

Senator  Cummins.  I  do  not  want  to  impose  too  much  labor  on  the 
commission,  but  I  think  it  would  be  very  necessary,  before  we  have 
finished  with  this  matter,  to  know  what  any  plan  proposed  for  com- 
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pensation  will  do  for  the  several  operating  companies,  with  regard 
to  their  stocks  and  bonds.  I  would  like  to  nave,  as  far  as  I  am  con- 
cerned, that  information  as  completely  as  it  can  be  furnished. 

Dr.  Lorenz.  As  I  understand  it,  the  thins  desired  is  to  show  what 
the  operations  of  the  year  are,  and  the  yield  on  the  net  stocks  and 
bonds  of  the  company  that  conducts  the  operations,  or  of  those 
companies  concerned  in  the  operations. 

Senator  Cummins.  I  do  not  know  what  the  other  members  of  the 
committee  have  in  mind,  but  there  was  in  my  mind  this  inquiry: 
What  will  any  proposed  plan  of  compensation  give  to  the  bond 
holders  and  the  stockholders  of  the  several  railway  companies  now 
operating  lines  of  railways? 

Dr.  Lorenz.  May  we  assume  that  their  relations  to  their  sub- 
sidiaries remain  unchanged,  in  the  matter,  for  instance  of  definite 
pavments  of  rental  or  dividends? 

Senator  Cummins.  I  think  we  should  have  to  assume  that  their 
relation  to  their  subsidiary  companies  will  remain  just  what  it  is. 

Dr.  Lorenz.  If  we  can  deal  with  an  operating  corporation  as  a 
unit,  with  its  existing  obligations  fixed,  it  would  make  it  much 
simpler,  and  we  could  give  the  information  better. 

Senator  Cummins.  I  would  like  to  see  a  table  that  jwould  deal 
with  the  operating  companies,  the  companies  with  which  the  Govern- 
ment must  deal  in  taking  over  these  properties,  and  giving  them 
compensation  upon  anv  plan  that  may  be  adopted. 

Senator  Kellogg.  Have  we  not  got  to  take  things  as  they  are? 

Senator  Cummins.  Yes;  there  can  not  be  any  change  now.  The 
Government  has  entered  upon  the  operation  of  all  this  property.  It 
must  give  compensation  for  its  use,  and  I  want  to  know  wnat  effect 
any  given  compensation  to  a  particular  railway  company  whose 
property  has  been  taken  over  will  have  upon  the  securities  of  that 
company. 

Senator  Poindexter.  Regardless  of  its  application  to  the  question 
of  compensation,  just  what  is  it  you  want,  as  a  fact?  I  do  not  quite 
understand  the  difference  between  you  and  Dr.  Lorenz. 

Senator  Cummins.  I  do  not  think  there  is  any  difference  at  all. 

Senator  Poindexter.  I  understood  him  to  say  he  could  give  that 
information,  and  that  would  comply  with  your  request. 

Dr.  Lorenz.  The  trouble  is  caused  by  the  use  of  the  expression 
"  eliminating  duplications,"  as  stated  in  the  question. 

Senator  Cummins.  You  understand  now  what  I  would  like  to 
have!  A  certain  plan  is  proposed,  for  the  Pennsylvania  Railroad, 
for  instance.  No  matter  what  the  plan  is,  what  will  it  do  for  the 
people  who  own  the  road,  for  the  stockholders  and  the  bondholders? 
You  are  so  much  more  familiar  with  it,  and  so  much  more  competent 
than  I  am  to  determine  how  that  inquiry  can  be  answered,  that  I 
leave  it  to  you. 

Dr.  Lorenz.  We  will  attempt  to  carry  it  out  in  that  spirit. 

Senator  Cummins.  Mr.  Chairman,  that  is  all  I  care  to  ask  Com- 
missioner Hall.  There  are  certain  other  inquiries  propounded  here 
that  I  suggested  that  you  may  want  to  question  Commissioner  Hall 
about. 

Senator  Pomebene.  Do  you  desire  to  interrogate  the  witness  fur- 
ther, Senator  Kellogg? 

Senator  Kellogg.  I  do  not  think  so,  Mr.  Chairman. 
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Senator  Watson.  I  would  like  to  ask  Commissioner  Hall  a  ques- 
tion or  two.  We  were  unable  to  get  a  report  of  your  testimony  on 
Saturday,  Commissioner  Hall,  because  it  is  not  printed  until  it  is 
printed  as  a  whole.  I  want  to  ask  you  whether  or  not,  in  your  judg- 
ment— and  I  am  not  sure  whether  you  answered  this  question  on 
Saturday — whether  or  not  the  dictator  or  director  general  will  be 
able  to  handle  the  present  freight  of  the  United  States  without  addi- 
tional equipment  or  additional  terminals?  Will  he  be  able  to  do 
that,  in  your  judgment? 

Commissioner  Hall.  I  certainly  did  not  answer  that  question  on 
Saturday,  Senator.  I,  of  course,  can  not  as  yet  know  what  course 
the  director  general  of  railroads  is  going  to  pursue.  I  intimated, 
I  think,  my  thought  that  under  the  operation  of  the  railroads  as  one 
plant,  with  elimination  of  cross  hauling,  that  utilization  of  terminals 
and  other  facilities  by  the  road  that  needs  them,  it  might  be  pos- 
sible to  get  along  for  the  present  without  any  very  great  increase 
either  in  cars  or  in  terminals,  and  that  doubtless  experience  would 
show  where  terminals  should  be  improved,  or  could  be  improved  to 
advantage,  where  additional  cars  and  additional  motive  power  were 
desirable  and  could  be  used  to  advantage,  but  that  it  did  not  seem 
to  be  necessary  to  await  not  only  the  expenditure,  but  the  result 
of  the  expenditure  in  the  form  of  additional  terminals  and  additional 
equipment,  before  a  material  betterment  could  be  made  in  the  move- 
ment of  traffic. 

Senator  Watson.  In  the  report  made  bv  Mr.  Harrison  for  the 
railway  managers,  under  date  of  the  21st  of  this  month,  he  uses  this 
language : 

"Following  the  adoption  of  this  resolution,  631  railroads,  com- 
prising 262,000  miles  of  lines  in  the  United  States,  immediately  co- 
ordinated their  activities,  and  for  eight  months  have  been  operated 
as  a  unified  continental  system.'' 

In  your  judgment,  is  or  is  not  that  true? 

Commissioner  Hall.  I  should  not  have  put  it  in  that  way.  I  do 
not  think  it  is  quite  correct. 

Senator  Watson.  Wherein  is  it  not  correct? 

Commissioner  Hall.  I  should  say,  in  several  ways.  If  they  were 
one  complete  system,  all  the  purchasing,  I  take  it,  would  have  been 
in  common.  The  utilization  of  given  rails  would  not  be  made  in  con- 
templation of  the  return  from  those  particular  rails.  As  long  as  the 
roads  remain  in  separate  ownership  and  apply  their  earnings  to  their 
own  living,  it  is  not  to  my  mind  conceivable  that  they  can  be  utilized 
as  fully  as  if  they  were  all  operated  as  one  plant,  and  each  part  used 
for  the  benefit  of  the  whole,  as  distinguished  from  being  for  its  own 
benefit. 

Senator  Watson.  Could  or  could  not  these  difficulties  you  describe 
have  been  obviated  under  the  management  of  the  railway  managers? 

Commissioner  Hall.  Not  wholly  without  legislation  that  would 
suspend  for  the  period  of  the  war  certain  restrictions  upon  that  kind 
of  operation. 

Senator  Watson.  Precisely.  In  other  words,  the  one  advantage 
then  of  having  the  railroads  operated  by  the  dictator,  or  under  the 
control  of  the  Government,  is  that  it  gets  away  from  the  effects  or 
the  results  of  the  antipooling  law ;  is  that  not  largely  true  ? 
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Commissioner  Hall.  Largely  so,  yes;  but  there  are  other  benefits 
also. 

Senator  Watson.  Let  me  ask  you  this  hypothetical  question:  If 
the  railway  managers  had  been  able  to  get  away  from  the  results  and 
the  effects  of  the  antipooling  law,  could  they  not,  in  your  judgment, 
under  this  coordination  that  they  obtained  through  their  committee, 
have  run  the  railroads  as  successfully,  substantially,  as  one  man  ? 

Commissioner  Hall.  Senator,  I  think  the  answer  to  your  question 
is  found  in  the  special  report  which  the  Interstate  Commerce  Com- 
mission sent  to  the  Congress.  We  reached  the  conclusion,  and  so  re- 
ported to  the  Congress,  that  unification  in  operation  was  indispen- 
sable, and  that  we  saw  two  ways  in  which  that  could  be  done,  and  only 
iwo.  One  of  those  was  the  way  to  which  you  just  referred.  But  the 
individual  commissioners  have  differed  as  to  which  was  the  better 
way.  Personally — and  I  only  speak  for  myself — I  have  thought  for 
some  time  that  the  simplest  way,  the  most  effectual  way,  the  way  that 
solved  the  most  questions  and  solved  them  best,  was  to  treat  this  as 
an  instrumentality  of  war,  and  put  it  in  the  hands  of  the  Commander 
in  Chief  of  the  Army  and  Navy,  to  be  used  as  such.  That  solved,  at 
one  stroke,  more  difficult  problems,  or  presented  the  solution  of  those 
problems — I  do  not  mean  to  say  that  there  are  no  other  questions — 
than  the  other  course. 

Senator  Watson.  Of  course,  that  is  only  to  be  used  as  a  war  power. 

Commissioner  Hall.  Surely. 

Senator  Watson.  During  the  war. 

Commissioner  Hall.  That  is  plainly  indicated,  I  think,  in  our 
special  report. 

Senator  Townsend.  Mr.  Commissioner,  if  during  the  war,  this 
kind  of  management  is  effective,  and  solves  so  many  problems,  why 
should  it  be  established  as  an  exception  during  that  period ;  why  not 
make  it  a  general  policy  ? 

Commissioner  Hall.  Now,  Senator,  if  I  may  answer  you  frankly, 
that  would  be  speculating  as  to  the  future.  We  have  yet  to  see  what 
the  results  of  Federal  operation  will  prove  to  be.  We  can  anticipate 
what  they  are  likely  to  be.  We  can  appraise  the  opportunities  for 
improvement  in  operation,  when  the  several  elements  are  all  put  to- 
gether and  treated  as  one,  in  unified  operation. 

Senator  Townsend.  I  assume  that  you  assume  it  is  going  to  work 
successfully,  or  you  would  not  recommend  it,  that  it  is  going  to  work 
better  than  the  present  system. 

Commissioner  Hall.  I  hope  it  will. 

Senator  Townsend.  The  question  I  ask  is  what  there  is  in  time  of 
war  that  would  make  it  more  effective  than  in  time  of  peace,  as  ef- 
fective service  is  a  thing  all  are  after,  any  way.  If  it  is  expensive  to 
operate  individually,  separately,  and  that  is  a  wasteful  method  dur- 
ing time  of  war,  why  would  it  not  be  the  same  during  time  of  peace? 

Commissioner  Hall.  There  are  a  number  of  elements  entering  into 
it  in  time  of  peace  which,  to  my  mind,  do  not  enter  into  the  mere 
matter  of  operation  in  time  of  war.  So  far  as  I  am  concerned,  I  have 
not  let  my  thoughts  dwell  on  what  I  take  to  be  involved  in  your 
question,  the  idea  of  ultimate  Government  ownership  or  operation  of 
railroads. 
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Senator  Townsend.  I  confess,  in  asking  the  question,  I  have  been 
inherently,  probably,  opposed  to  Government  ownership,  and  yet  your 
reasons  and  the  other  reasons  that  are  given  for  turning  these  proper- 
ties over  to  the  Government  now  seem  to  me  quite  as  good  in  time  of 
peace  as  they  could  be  in  time  of  war.  War,  of  course,  makes  the 
change  imminent,  according  to  your  judgment,  or  necessary.  But,  as 
an  economic  question,  I  was  wondering  what  the  difference  is  between 
peace  and  war. 

Commissioner  Hall.  To  my  mind,  that  would  be  a  very  different 
question,  and  would  require  study  from  other  angles,  from  other 
points  of  view,  and  other  approach,  as  to  whether  that  would  be  or 
would  not  be  desirable. 

Senator  Watson.  There  are  many  political  problems  entering  into 
it,  as  well  as  economic  problems? 

Commissioner  Hall.  Many  problems  which  do  not  seem  to  be  in- 
volved in  the  mere  taking  over  of  the  operation  of  certain  instru- 
mentalities, during  the  period  of  war,  as  a  war  measure.  I  do  not 
understand  that  the  President  has  any  such  powers  in  time  of  peace 
as  he  has  exercised  in  the  solution  of  these  recent  problems. 

Senator  Watson.  I  notice  in  this  report  of  the  railway  managers 
that  there  was  an  increase  of  20.3  per  cent  since  they  took  charge,  or 
after  they  took  charge,  in  the  average  ton  miles  handled  per  month 
in  1916,  and  50  per  cent  over  the  monthly  average  of  1915.  Do  you 
know  how  mucn  they  would  have  been  compelled  to  increase  the 
amount  of  freight  handled,  in  order  to  have  taken  care  of  it  all? 
How  much  did  they  fail  to  handle?  Is  there  any  way  in  which  the 
Interstate  Commerce  Commission  can  get  at  that  f 

Commisisoner  Hall.  No;  we  have  not  those  figures.  That  infor- 
mation comes  to  us  in  the  annual  reports  which  are  not  yet  in  for 
the  year  ending  to-day.  As  to  how  much  they  failed  to  handle,  we 
do  not  know. 

This  much  is  certain,  that  the  carriers  have  handled  a  great  deal 
more  than  ever  before  in  their  history. 

Senator  Watson.  You  have  no  reason  to  dispute  the  authenticity 
of  those  figures,  or  their  correctness? 

Commissioner  Hall.  No  ;  I  simply  do  not  know. 

Senator  Watson.  There  is  no  way  you  have  at  this  time  to  tell  how 
much  more  they  would  have  been  compelled  to  handle  than  they  were 
handling,  in  order  to  handle  the  entire  traffic  required  ? 

Commissioner  Hall.  I  have  not  those  figures;  no. 

Senator  Kellogg.  Mr.  Commissioner,  the  President  has  adopted 
your  second  proposition,  to  take  over  the  railroads  and  operate  them, 
as  I  understand  it,  as  put  forth  on  page  2  of  your  recommendations, 
the  alternative  operation  as  a  unit  by  the  President  during  the  war? 

Commissioner  Hall.  Yes,  sir. 

Senator  Kellogg.  Now,  I  notice  at  the  close  of  your  report  you 
say— 

If  the  other  alternative  be  adopted  and  the  President  operates  the  railroads 
as  a  unit  during  the  period  of  war,  there  should  be,  in  our  opinion,  a  suitable 
guarantee  to  each  carrier  of  an  adequate  annual  return  for  the  use  of  the 
property,  as  well  as  of  its  upkeep  and  maintenance  during  the  operation,  with 
provision  for  fair  terms  on  which  improvements  and  betterments  made  by  the 
President  during  the  period  of  his  operation  could  be  paid  for  by  the  carrier 
upon  the  return  to  it  of  the  property  after  the  expiration  of  that  period. 
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Has  the  Interstate  Commerce  Commission  considered  and  formu- 
lated any  plan  or  started  to  formulate  a  plan  for  guaranteeing  to 
the  carrier  compensation  for  the  use  of  his  property  while  it  is  taken 
away? 

Commissioner  Hall.  Not  to  my  knowledge.  The  commission  has 
not  formulated  anything  with  regard  to  that.  I  suppose  different 
ideas  have  appeared  to  different  commissioners  as  to  what  can  be 
done,  but  we  understand  that  the  President  is  to  address  a  special 
message  to  the  Congress,  indicating  his  views  as  to  that. 

Senator  Kellogg.  I  just  wanted  to  know  whether  you  had  been 
considering  any  plan  which  could  be  submitted  to  the  committee. 

Commissioner  Hall.  We  have  no  such  plan  formulated. 

Senator  Pomerene.  On  May  29,  1917,  the  President  approved  the 
Senate  substitute  for  the  Esch  Bill?  so-called,  and  that  law  gave  to 
the  Interstate  Commerce  Commission  control  over  the  movement, 
distribution,  exchange,  interchange,  and  return  of  cars  used  in  trans- 
portation of  property.  I  assume  that  the  Interstate  Commerce  Com- 
mission has  been  exercising  that  authority  ? 

Commissioner  Hall.  Yes,  sir. 

Senator  Pomerene.  And  that  bill,  although  I  have  not  the  full 
text  before  me,  gave  to  the  Interstate  Commerce  Commission  the 
power  to  move  and  distribute  these  cars,  and  so  forth,  under  orders 
to  be  made  by  it,  either  with  or  without  previous  notice  to  the  car- 
rier.  Have  you  been  exercising  that  authority  ? 

Commissioner  Hall.  That  bill  gave  the  commission  power  to 
make  orders  after  hearings;  it  gave  power  to  make  any  emergency 
directions  without  hearings.  It  has  not  been  necessary  to  make  such 
directions;  no  order  has  been  made  after  hearings,  and  that  has 
been  because  of  our  utilizing  the  existing  agencies,  and  working  in 
cooperation  with  them  as  the  law  contemplates. 

Senator  Pomerene.  I  wanted  to  call  your  attention  specifically  to 
some  of  the  conditions  prevailing  in  my  own  State.  I  have  been 
advised  in  ways  that  I  feel  are  entirely  authentic,  that  when  it  came 
to  the  movement  of  coal,  for  instance,  the  Chesapeake  &  Ohio  Rail- 
road had  its  freight  tracks  and  sidings  filled  with  cars  loaded  with 
coal,  and  many  cars  were  at  various  terminals,  like  Toledo,  Cleveland, 
Alliance,  and  elesewhere,  which  were  not  moving,  and  at  times  when 
not  only  the  domestic  consumers  but  the  industrial  consumers  as 
well  were  suffering  because  of  the  lack  of  a  supplv  of  coal,  and  it 
seems  to  me,  from  information  that  I  have,  that  ii  this  coal  on  the 
tracks  had  been  moved,  as  it  ought  to  have  been  moved,  it  would 
have  very  materially  relieved  this  suffering.  Am  I  not  correct  as  to 
the  information  I  have? 

Commissioner  Hall.  Answering  generally,  yes.  As  you  stated 
there  has  been  in  that  region  a  very  considerable  congestion. 

Senator  Pomerene.  Why  could  not  the  authority  have  been  exer- 
cised by  the  Interstate  Commerce  Commission  to  move  these  cars,  as 
in  a  case  of  emergency,  and  thus  have  relieved  the  situation? 

Commissioner  Hall.  The  prime  emergency  appeared  to  be  to  get 
as  much  of  the  lake  cargo  coal  to  the  Northwest  as  could  be  gotten 
there  before  the  season  closed,  because  of  the  very  great  severity  of 
the  winter  in  that  part  of  our  country,  and  the  necessity  of  utilizing 
water  movement  as  much  as  possible,  so  that  so  long  as  navigation 
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was  open  special  stress  was  laid  on  getting  coal  there,  and  that  was 
done,  among  other  things,  through  the  pooling  of  coal  at  the  lake 
ports,  and  the  eliminating  of  the  distinctions  in  grades,  and  trade 
names,  and  treating  coal  as  coal,  to  a  large  degree. 

While  all  energies  were  bent  on  getting  that  supply  up  there  before 
the  Lakes  should  freeze  over,  necessarily  shipments  to  other  parts 
of  the  country  nearer  to  the  mines,  and  that  could  be  more  readily 
supplied  from  the  mines  by  rail,  after  the  period  of  lake  navigation 
should  close,  were  to  some  extent  postponed.  The  handling  of  the 
coal,  has,  as  you  know,  been  to  a  very  considerable  degree  under  the 
direction  of  Dr.  Garfield  as  the  fuel  administrator.  Until  it  is  other- 
wise arranged,  coal  can  not  move  to  a  consignee,  a  given  plant  or 
industry,  unless  that  plant  has  made  arrangements  to  buy  that  coal, 
or  has  arranged  with  some  agent  to  furnish  a  supply  of  coal,  and  if 
what  is  already  on  the  cars,  on  the  wheels  in  movement,  is  con- 
signed to  some  other  place,  the  carrier  has  nothing  to  do  but  to  take 
the  coal  to  the  place  where  it  is  destined,  and  if  it  did  not  happen  to  be 
destined  to  an  Ohio  point,  or  any  other  point  where  it  is  needed,  the 
carrier,  when  it  gets  its  lines  open  can  only  take  that  car  to  its  desti- 
nation, whatever  that  may  be. 

Senator  Pomerene.  Your  explanation  in  part  answers  my  ques- 
tion, but  it  does  not  seem  to  fully  answer  it. 

As  I  understand  it,  the  tonnage  requirements  of  the  Northwest,  by 
the  Lakes,  was  26,000,000  tons.  In  the  middle  of  November  it  was 
stated  that  23,000,000  tons  had  been  shipped,  and  that  the  further  re- 
quirement was  3,000,000  tons.  At  this  time  the  terminals  in  Cleveland 
and  Toledo  were  more  than  filled  with  coal  cars  consigned  to  the  lakes, 
and  other  cars  were  on  the  sidings  in  the  State,  consigned  to  the 
lakes,  and  these  cars  were  left  along  the  tracks  or  in  the  yards  and 
in  other  places. 

In  the  city  of  Alliance,  which  is  a  manufacturing  center,  the  Drop 
Forge  Co.  was  obliged  to  close  down  its  plant,  and  its  daily  con- 
sumption was  about  200  tons.  There  were  30  or  40  cars  of  coal 
consigned  to  the  Lakes  in  the  Alliance  yards  near  this  plant. 
They  had  remained  there  for  several  weeks,  the  excuse  being  given 
that  the  terminals  at  Cleveland  were  filled  with  cars,  and  there  were 
no  cars  for  the  transportation  of  coal  that  was  needed  by  the  indus- 
trial concerns  of  the  State  of  Ohio,  or  for  the  consumers.  Now, 
could  not  that  situation  have  been  relieved  ? 

Commissioner  Hall.  As  to  any  particular  situation,  I  could  only 
answer  after  investigating  the  facts  of  that  situation.  That  is  what 
has  been  done. 

Senator  Pomerene.  Assume  the  facts  to  be  such  as  I  have  stated. 

Commissioner  Hall.  Assuming  the  facts  to  be  such  as  you  have 
stated,  in  regard  to  this  coal  consigned  to  the  Lakes,  I  do  not  know 
how  it  would  lie  in  the  power  of  the  railroads  to  divert  it  to  a  plant 
in  Alliance.  Nor  do  I  know  how  it  would  lie  in  the  power  of  the 
Interstate  Commerce  Commission  to  take  a  shipment  consigned 
to  you,  for  instance,  and  turn  it  over  to  any  other  Senator  here. 

Senator  Pomerene.  It  may  not  have  been  entirely  within  the 
power  of  the  Interstate  Commerce  Commission,  but  it  seems  to  me 
that  the  Interstate  Commerce  Commission  and  the  Fuel  Adminis- 
trator and  the  so-called  Priorities  Board  ought  to  have  had  some 
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understanding  at  which  they  would  have  arrived  which  would  have 
relieved  this  situation. 

Commissioner  Hall.  Those  understandings  have  been  sought  and 
from  time  to  time  perfected  to  an  increasing  degree,  Senator.  The 
diuculties  of  dealing  with  a  greater  coal  movement  than  the  country 
has  ever  known  are  very  considerable.  Not  the  least  among  the  diffi- 
culties is  to  be  found  in  the  fact  that  many  users  of  coal  nave  neg- 
lected to  order  and  purchase  coal,  and  again,  when  they  have  made 
their  arrangements,  it  may  happen  that  the  Fuel  Administrator  di- 
rects the  mine  supplying  that  plant  to  turn  over  its  supply  to  some 
other  plant,  with  the  result  that  the  expected  supply  is  not  available. 
So  that  this  is  far  from  being  merely  a  question  of  car  supply  and  car 
movement.  They  are  all  found  together.  The  thing  that  would  sim- 
plify most  would  be  to  divide  the  country  into  zones  with  relation  to 
producing  points,  and  treat  coal  as  coal  at  those  producing  points 
and  send  it  to  such  destinations  within  a  reasonable  distance  from 
the  producing  point — the  mine — as  can  be  supplied  with  the  least 
haul. 

Of  course,  it  is,  in  such  times  as  these,  an  absurd  thing  that  coal 
should  be  hauled  from  West  Virginia  out  into  Ohio  to  supply  a  plant 
there,  when  you  have  coal  produced  in  Ohio,  and  I  could  use  a  thou- 
sand illustrations  of  the  same  point.  What  has  been  done  in  England 
is  this,  to  chart  its  producing  and  its  consuming  points  and  arrange 
that  the  shortest  economical  route  from  the  producing  to  the  consum- 
ing point  will  be  used,  so  that  a  mine  shall  not  undertake  to  supply 
plants  outside  of  its  own  zone. 

Senator  Pomerene.  Referring  again  to  the  Alliance  situation,  that 
coal  was  loaded,  as  I  understand,  wuthin  g,  distance  of  from  50  to  100 
miles  from  the  city  of  Alliance,  and  those  cars  could  have  been  moved 
to  the  lake  and  unloaded,  and  moved  back  and  reloaded  several  times 
during  the  time  they  were  lying  on  the  tracks  in  Alliance.  Certainly 
that  is  a  situation  that  ought  not  to  be  tolerated.  What  suggestion 
have  you  to  make  for  the  relief  of  that  situation  ? 

Commissioner  Hall.  I  would  not  attempt  to  make  a  suggestion  as 
to  the  relief  of  that  situation  without  ascertaining  the  facts  in  the 
case,  and  that  is  what  we  have  been  doing  in  all  these  instances. 

Senator  Pomerene.  Take  it  for  granted  that  the  facts  were  as  I 
have  stated.  If  they  were  not  correct,  I  would  not  expect  an  answer 
that  would  apply  to  such  a  state  of  facts.  If  you  assume  the  facts 
to  be  as  I  have  stated,  what  suggestion  have  you  to  make  ? 

Commissioner  Hall.  Among  the  assumptions  I  must  make  is  that 
this  coal  is  consigned  to  somebody  at  the  Lakes  to  go  beyond. 

Senator  Pomerene.  Yes. 

Commissioner  Hall.  I  do  not  think  that  the  Interstate  Commerce 
Commission  has  been  given  power  by  the  Congress  to  take  that  coal 
and  turn  it  over  to  somebody  else. 

Senator  Pomerene.  I  am  not  confining  my  thought  to  what  the 
Interstate  Commerce  Commission  has  done  or  should  have  done, 
but  what  can  we  do  as  a  legislative  body  to  relieve  such  a  situation, 
or  what  could  some  other  oody  have  done,  if  it  is  already  clothed 
with  authority  to  relieve  the  situation  ? 

Commissioner  Hall.  There  must  have  been  some  reason  for  that 
delay  you  speak  of  in  these  cars  moving  to  the  lake.  A  practicable 
way  to  deal  with  that  would  be  to  find  out  what  was  the  cause  for 
that  delay  and   cure  it,  and  that  is  what  was  done  at  least  as 
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promptly  as  the  matter  was  brought  to  the  attention  of  the  commis- 
sion, or  the  car-service  commission,  whichever  body  was  approached 
first. 

Senator  Pomerene.  Let  me  go  to  another  phase  of  the  matter. 
The  explanation  has  been  offered  that  there  was  not  motive  power 
sufficient  in  Ohio  to  move  these  loaded  cars.  What  information  have 
you  on  that  subject!  .         ' 

Commissioner  Hall.  Apparently  there  was  not  as  much  as  could 
be  used  to  advantage,  and  the  western  roads  are  contributing  some- 
thing like  100  locomotives,  which  they  could  use  on  their  own  lines, 
to  relieve  the  situation  in  the  C.  F.  A.  territory.  To  relieve  the 
Boston  situation  some  of  the  southern  roads  are  supplying  to  the 
northeastern  roads  25  locomotives,  of  which  17  have  peen  delivered. 

In  addition  to  that,  I  understand  that  a  number  of  locomotives 
which  have  been  manufactured  for  Russia  have  been  made  available 
for  the  use  of  our  own  railroads,  and  I  have  the  figures  showing  the 
total  production  during  the  year  1917,  both  in  cars  and  locomotives. 

Senator  Pomerene.  That,  I  think,  is  covered  somewhat  by  the 
answers  to  the  interrogatories  submitted  to  the  American  Railway 
Association. 

Commissioner  Hall.  I  do  not  recall  what  that  information  may 
be.  The  information  I  have  is  that  the  locomotives  manufactured 
for  domestic  use  during  the  year  1917,  exclusive  of  those  manufac- 
tured in  railroad  shops,  were  2,571,  for  foreign  use  793,  and  for  the 
United  States  Government  in  France,  181,  a  total  of  3,545. 

Senator  Pomerene.  There  are  several  other  questions  I  desire  to 
ask  you,  in  view  of  the  fact  that  I  was  not  able  to  be  here  on  Saturdav 
because  of  the  delay  of  my  train.  If  you  have  answered  them,  I  will 
not  insist  upon  your  repeating  your  answers. 

I  desire  to  have  you  discuss  for  the  benefit  of  the  committee  the 
effect  of  these  priority  orders  upon  the  general  transportation  of 
the  country.  If  you  went  into  tnat,  I  do  not  care  to  have  you  go 
into  it  again. 

Senator  Kellogg.  I  asked  Commissioner  Hall  a  number  of  ques- 
tions about  priority  orders,  and  he  answered  them  to  a  certain  extent. 

Senator  Pomerene.  If  that  matter  has  been  discussed,  I  do  not 
care  to  go  into  it  again  at  this  time.  I  will  not  take  the  time  of  the 
committee  to  go  into  it  until  I  have  had  an  opportunity  to  read  what 
Commissioner  Hall  has  said  about  it. 

Senator  Kellogg.  I  would  like  to  say  a  word  about  the  coal  situa- 
tion in  the  Northwest,  so  that  there  will  be  no  misunderstanding  in 
regard  to  it,  and  if  I  am  not  correct,  I  will  be  glad  to  have  the  chair- 
man of  the  commission  correct  me.  My  understanding  is  that  coal 
for  northern  Wisconsin,  northern  Minnesota,  and  North  Dakota  can 
not  be  shipped  by  rail,  and  that  it  must  go  by  boat  during  the 
summer,  or  not  at  all ;  that  in  July  the  boats  were  going  back  empty 
without  coal,  owing  to  the  fact  that  the  mines  were  selling  coal  at 
other  places,  where  they  could  get  a  higher  price  for  it ;  that  it  was 
going  to  Canada  and  was  being  consigned  beyond  the  power  of  the 
railroads  to  divert  it  to  the  Northwest,  and  it  would  be  a  physical 
impossibility  to  supply  that  coal  except  by  water.  I  think  the  Fuel 
Administrator  found  that  some  near-by  concerns  were  taking  on  a 
large  surplus — I  do  not  say  all — and  he  only  made  that  order  pooling 
coal  at  the  lakes  in  order  to  expedite  its  transportation,  so  long  as 
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it  was  necessary,  and  there  is  still  a  large  shortage  in  the  Northwest, 
or  some  considerable  shortage.  I  do  not  say  it  is  more  than  the 
amount  named  by  Senator  Pomerene,  for  all  lake  ports,  including 
Chicago  and  others,  but  in  the  Northwest  in  spite  of  the  fact  that 
all  of  the  coal  was  sent  by  boat  that  could  be  sent. 

Commissioner  Hall.  I  think  the  estimate  during  the  Summer,  per- 
haps, was  26,000,000  tons,  and  that  was  changed  to  29,000,000  tons, 
and  that  the  estimated  amount  was  not  attained,  but  there  were  two 
or  three  million  more  tons  than  would  be  sent  by  rail,  so  that  the 
supply  that  has  gotten  to  the  Northwest  is,  as  I  have  been  told, 
adequate. 

Senator  Kellogg.  Of  course,  the  movement  by  rail  does  not  go  be- 
yond Chicago  and  Iowa  points,  or  possibly  some  southern  Minne- 
sota points,  and  those  have  been  all  shut  off. 

Senator  Pomerene.  I  do  not  want  you  to  get  the  idea  that  I  was 
opposed  to  having  the  Northwest  supplied. 

Senator  Kellogg.  Not  at  all. 

Senator  Pomerene.  I  was  simply  calling  attention  to  the  supply 
going  to  our  people,  and  saying  that  the  supply  for  the  Northwest, 
at  the  time  the  statement  referred  to  was  made,  was  within  three 
million  tons  of  being  filled,  and  that  in  a  few  days,  at  most,  we  should 
have  been  getting  our  supply. 

Senator  Watson.  What  body  has  charge  of,  or  has  assumed  to 
have  authority  to  move  cars?  Has  that  been  done,  or  is  that  done 
by  the  Interstate  Commerce  Commission,  or  by  Dr.  Garfield,  or  by 
the  Priority  Board,  or  by  the  car  service  commission? 

Commissioner  Hall.  As  a  practical  matter,  the  operating  depart- 
ment of  each  railroad  has  been  moving  the  cars.  There  have  been 
directions  from  the  car  service  commission,  a  subcommittee  of  the 
Executive  Committee  of  National  Defense  of  the  American  Railway 
Association,  and  they  have  given  a  great  many  directions  in  the 
course  of  the  summer. 

Senator  Watson.  Has  not  the  Priority  Board,  under  the  terms  of 
the  law,  had  full  authority  to  give  priority  to  any  kind  of  freight 
at  any  time,  to  any  place  ? 

Commissioner  Hall.  I  was  coming  to  that.  The  Interstate  Com- 
merce Commission,  under  the  powers  vested  in  it  by  the  Esch  bill, 
to  which  Senator  Pomerene  has  referred,  and  which  was  approved, 
May  29, 1917,  has  organized  a  bureau  of  car  service^  which  is  in  con- 
stant touch,  not  only  with  the  car  service  commission,  but  with  the 
various  other  bodies  having  to  do  with  fuel  and  food  administration, 
and  exportation,  and  the  transportation  priority  director,  Judge 
Lovett. 

As  I  understand  it,  the  fuel  and  food  administrations  have  no 
power  over  the  direction  of  transportation,  but  they  have  power  to 
order  certain  supplies  to  be  set  aside  for  certain  purposes.  The  Fuel 
Administrator  can  order  that  the  output  of  a  certain  mine  be  turned 
over  to  a  certain  plant,  if  he  sees  fit.  That  is  a  very  rough  illus- 
tration. 

The  transportation  priority  director  has  the  powers  given  by  the 
amendments  to  section  1  of  the  act,  which  were  referred  to  on  Satur- 
day. He  has  exercised  those  powers  in  five  successive  priority  orders, 
and  certain  amendments  or  modifications  of  those  orders,  including,  as 
I  recall  it.  the  suspension  of  one  or  two  of  those  orders  for  a  day  at  a 
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time,  to  relieve  the  Ohio  situation  as  to  coal.  That  is  my  recollection 
of  it ;  I  may  not  be  accurate  about  that. 

The  matter  of  great  importance  in  dealing  with  these  questions  of 
preference  and  priority  is  that  so  far  as  possible  the  claims  for  prefer- 
ence shall  not  conflict,  and  to  reduce  to  a  minimum  the  necessity  of 
sorting  and  resorting  the  cars  that  get  in  the  classification  yard.  The 
multiplication  of  preference  orders  greatly  multiplies  the  labor  there, 
and  it  is  questionable  whether  the  best  results  would  not  be  obtained 
by  a  steady  flow,  even  though  it  is  a  slow  flow,  of  traffic  in  the  direc- 
tion of  the  points  of  consumption,  impeded  as  little  as  may  be  by 
directions  for  priority. 

Certainly,  when  it  comes  to  such  a  percentage  as  was  indicated  on 
Saturday,  when  the  preference  orders  amount  to  85  per  cent,  it  is 
manifestly  a  detriment. 

Senator  Watson.  Then  it  is  practically  all  preference? 

Commissioner  Hall.  If  it  were  all  preference,  it  would  be  all  right, 
because  it  would  all  move  alike. 

Senator  Watson.  It  would  not  change  the  status,  however. 

Commissioner  Hall.  But  if  100  per  cent  was  moved  by  preference 
orders,  it  would  be  moving  at  an  equal  pace. 

Senator  Cummins.  The  answer  you  made  to  an  inquiry  propounded 
by  Senator  Watson  prompts  further  inquiry  relative  to  the  compara- 
tive advantage  of  repealing  the  anti-pooling  law,  or  the  anti-trust 
law,  in  reference  to  the  matter  of  Governmental  operation.  If  we 
repeal  the  antipooling  law,  all  that  that  would  accomplish  would  be 
to  give  to  the  railway  companies  the  right  to  pool,  if  they  desired 
to  do  it.  #That  is  true,  is  it  not? 

Commissioner  Hall.  Yes ;  if  we  are  contemplating  a  repeal  of  the 
law.    All  we  suggested  was  suspension  during  the  period  of  the  war. 

Senator  Cummins.  That  would  be  a  temporary  repeal.  For  in- 
stance, take  two  of  the  railroads  out  in  our  country.  Suppose  it  were 
desirable,  from  a  public  standpoint,  that  the  Chicago,  Burlington  4 
Quincy  Railroad  and  the  Chicago,  Rock  Island  &  Pacific  Railway  Co. 
pool  their  earnings.  However  desirable  it  might  be,  the  public  would 
not  get  any  advantage  from  it  unless  the  railroads  were  willing  to 
do  it ;  is  that  not  true? 

Commissioner  Hall.  No  ;  the  public  would  not. 

Senator  Cummins.  And  the  question  of  pooling,  therefore,  by 
which  there  would  be  an  increase  in  the  efficiency  of  the  property, 
would  depend  entirely  upon  the  voluntary  action  of  the  railroads. 
You  remember,  do  you  not — I  think  you  were  present  when  we  were 
considering  what  is  known  as  the  Priority  bill — it  was  proposed  to 
give  the  President  or  the  Interstate  Commerce  Commission  the 
authority  to  take  a  part  of  the  earnings  of  one  railroad  which  had 
been  enhanced  by  reason  of  the  priority  orders  given  it,  to  another 
road  which  might  have  been  injured  by  the  priority  orders.  Do  you 
remember  the  attitude  of  the  railway  companies  upon  that  proposi- 
tion? 

Commissioner  Hall.  My  general  impression  is  that  they  felt  at 
that  time,  as  I  did,  that  the  thing  would  largely  equalize  itself,  that 
the  additional  burdens  would  be  offset  by  the  additional  receipts. 

Senator  Cummins.  But  broadly  speaking,  the  railway  companies 
were  opposed  to  giving  the  Government,  whether  the  President  or 
the  Interstate  Commerce  Commission,  the  authority  to  take  from  the 
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earnings  of  one  railroad  and  give  to  another.  They  were  opposed  to  • 
it,  first,  upon  the  constitutional  ground  that  we  could  not  give  any 
such  authority  ?  and  second,  because  it  would  be  unfair  and  unjust. 
Bearing  that  in  mind,  do  you  believe  that  the  mere  privilege  of 
pooling  the  earnings  would  be  an  effective  remedy  for  the  present 
situation? 

Commissioner  Hall.  Senator,  I  question  whether  I  was  present 
during  the  discussion  to  which  you  have  referred.  I  do  not  think 
that  any  one  thine  by  itself,  which  you  characterize  as  "  mere,"  would 
be  an  effective  solution,  but  the  suspension  of  the  antipooling  provi- 
sion, which  applies  to  freights  as  well  as  to  net  earnings,  and  the  sus- 
pension, in  so  far  as  interfering  with  joint  operation  is  con- 
cerned, of  the  antitrust  provisions,  would  have  put  it  in  the  power 
of  the  carriers,  if  they  were  so  disposed,  to  operate  as  a  unit,  in 
particulars  in  which  tney  could  not  operate  as  a  unit  without  that 
suspension. 

When  it  is  put  in  the  power  of  those  whose  business  is  transporta- 
tion, to  operate  as  a  unit,  whether  they  will  do  that  or  not  can  only 
be  determined  by  seeing  what  they  do. 

As  I  have  indicated,  I  have  felt  that  the  unification  could  be  best 
secured  by  thfe  course  which  the  President  has  seen  fit  to  take. 

Senator  Cummins.  I  simply  wanted  to  bring  to  your  attention 
the  very  natural  fact  that  a  railway  company  would  not  pool  its 
traffic  or  its  earnings  with  another  unless  it  could  see  that  it  would 
be  benefited  in  some  way  by  the  arrangement,  and  that  would  leave 
uncared  for  the  very  situation  we  are  trying  to  meet,  namely,  that 
all  these  things  should  be  looked  at  from  the  public  standpoint,  and 
uot  from  the  private  standpoint. 

Senator  Kellogg.  I  should  think  it  would  be  a  serious  question 
whether  the  Government  would  have  any  right  to  take  the  income 
of  one  road  and  give  it  to  another,  unless  the  Government  was  ready 
to  compensate  the  railroad  for  its  use. 

Senator  Cummins.  Upon  the  constitutional  objection,  I  have  no 
hesitation  in  agreeing  with  the  agreement,  but  the  railway  com- 
panies wanted,  at  that  time,  to  be  given  the  privilege  of  pooling, 
the  railroads  to  initiate  the  arrangement,  the  arrangement  to  be  ap- 
proved by  the  Interstate  Commerce  Commission  or  the  President,  all 
the  while  leaving  the  initiative  and  the  privilege  to  be  exercised  or 
not  with  the  railroad  companies.  I  have  not  thought  that  if  the 
situation  is  one  as  grave  as  has  been  described  it  could  be  met  by 
simply  giving  to  railway  companies  the  right  to  pool. 

Senator  Poindexter.  You  have  spoken  of  the  confusion  and  con- 
gestion that  resulted  from  a  multiplicity  of  orders  and  of  traffic 
directors  of  the  Government,  mentioning,  among  others,  a  commit- 
tee of  the  Council  of  National  Defense,  and  the  Food  Adminis- 
tration, and  I  suppose  you  would  include  some  of  the  bureaus  of 
the  War  Department. 

Do  you  know  whether  that  situation  is  going  to  be  remedied  by  the 
creation  of  this  traffic  dictator,  so-called,  and  the  appointment  of 
Mr.  McAdoo  as  Director  General  of  Railroads  ? 

Commissioner  Hall.  I  have  understood  that  arrangements  were 
nearly  perfected  for  all  Government  demands  to  come  through  one 
channel,  just  as  the  allies9  demands  now  come  through  one  channel, 
and  that  would  make  it  very  much  simpler  for  the  Director  General 
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of  Railroads  and  his  operating  assistants  to  handle  the  situation,  and 
it  would  make  the  situation  much  simpler  than  it  has  been. 

Senator  Poindexter.  If  he  does  not  do  that,  if  this  multiplicity  of 
traffic  directors  in  the  different  branches  of  the  Government  you  have 
referred  to,  and  some  others,  probably,  that  have  not  been  referred 
to,  are  not  consolidated,  there  will  be  no  particular  relief,  will  there, 
from  the  appointment  of  a  traffic  dictator? 

Commissioner  Hall.  Senator,  the  powers  which  the  President  has 
exercised  and  will  exercise  through  the  Director  General  of  Rail- 
roads are  so  great  that  any  existing  appointment  would  not  stand  in 
the  way  of  that  governmental  operation  as  affording  relief  from 
whatever  was  interfering  with  the  successful  operation  of  the  rail- 
roads. 

Senator  Poindexter.  I  agree  with  you  that  it  does  not  stand  in  the 
way  of  it,  but  the  important  thing  is  whether  or  not  it  will  lead  to 
the  remedy  of  it,  and  the  same  conditions  exist  which  did  exist  be- 
fore?  which  may  or  may  not  be  remedied,  depending  upon  the  man- 
ner in  which  the  powers  of  the  railroad  controller  are  exercised. 

Now,  there  is  another  matter  that  has  been  referred  to  very  often, 
and  that  is  the  failure  of  consignees  to  unload  cars.  Recently  in  the 
newspapers  there  have  been  a  number  of  statements  of  rather  extreme 
congestion  of  traffic  here  in  the  city  of  Washington^  and  I  suppose  it 
exists  in  other  cities,  which  indicated  that  the  railroads  were  per- 
forming their  function  of  hauling  cars  very  satisfactorily,  but  that 
they  were  hampered  in  that  the  supplies  of  the  consuming  public 
were  not  reaching  the  consignees  because  the  cars  were  not  unloaded 
on  the  tracks. 

Has  the  Interstate  Commerce  Commission  done  anything  to  remedy 
that  situation? 

Commissioner  Hall.  It  is  dealing  with  such  situations  as  that 
through  the  bureau  of  car  service  every  day. 

Commissioner  Aitchison.  We  have  inspectors  in  the  Washington 
yards  working  on  that  matter. 

Senator  Poindexter.  Why  has  it  not  been  remedied?  Why  are 
the  cars  allowed  to  stand  on  the  tracks  for  da^s  and  weeks  without 
being  unloaded  ?    Is  there  no  remedy  for  that  situation  ? 

Commissioner  Hall.  You  have  got  to  get  at  the  facts  in  each  par- 
ticular instance.  You  speak  of  Washington.  Apparently  a  cood 
many  of  those  cars  have  come  in  consigned  to  contractors  who  have 
undertaken  the  construction  of  new  buildings  here  in  Washington 
for  Government  use,  these  contractors  not  having  space  in  which  to 
store  the  materials,  and  they  have  preferred  to  leave  the  cars  on  the 
tracks  and  pay  demurrage. 

In  the  cases  of  cantonments,  where  the  contracts  are  nearly  all  on 
a  cost  plus  basis,  allowing  a  profit  of  not  exceeding  a  quarter  of  a 
million  dollars  to  the  contractor,  it  was  a  matter  of  indifference  to 
the  contractor  how  much  the  cost  might  be,  because  it  all  came  out 
of  the  Government.  Whether  there  is  such  a  feature  in  connection 
with  this  special  construction  here  in  the  city  of  Washington  at 
the  present  time,  I  do  not  know. 

But  take  a  somewhat  analogous  case,  the  carrying  of  piling  in 
great  quantities  to  Hog  Island,  sometimes  running  over  a  thou- 
sand cars.    Those  cars  have  been  taken  in  there,  and  those  in  charge 
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of  the  work  were  not  ready,  and  were  unable,  apparently,  to  unload 
the  cars,  and  so  they  stand  there. 

There  has  not  been  the  fullest  coordination,  so  that  the  supplies 
would  move  over  the  rails  only  as  fast  as  they  are  needed,  and  the 
cars  be  sent  back  to  serve  their  normal  purposes  again. 

Senator  Poindexter.  I  infer  from  that  that  the  matter  has  been 
allowed  to  take  care  of  itself,  and  that  no  drastic  measures  have  been 
taken,  in  view  of  the  drastic  situation,  to  compel  cars  to  be  unloaded. 
Of  course,  the  Government  has  control  of  the  situation  at  the  can- 
tonments, has  control  over  the  contractors,  through  the  Army 
officers  who  are  supervising  that  work,  and  the  Interstate  Commerce 
Commission,  as  I  understand  it,  has  authority  over  the  general  ques- 
tion of  the  handling  of  cars  at  terminals. 

Commissioner  Hall.  It  may  direct  the  movement,  exchange,  inter- 
change, and  return  of  cars. 

Senator  Poindexter.  No  special  orders  have  been  issued  to  compel 
the  unloading  of  cars? 

Commissioner  Hall.  We  shortened  the  period  of  free  time;  we 
have  authorized  an  increase  in  demurrage  charges,  and  in  various 
ways  have  created  inducements  for  the  consignees  to  promptly  un- 
load their  cars;  and  what  has  been  of  more  service  than  anything 
else  has  been  the  campaign  conducted  since  April  to  stimulate  the 
shippers  to  load  more  heavily  and  more  promptly,  and  to  unload 
more  promptly.  That  has  been  productive  of  great  results  in  a  great 
number  of  instances. 

Senator  Poindexter.  That  has  been  a  campaign  of  persuasion? 

Commissioner  Hall.  Yes,  and  also  something  more  than  that,  be- 
cause it  has  been  made  manifest  to  the  shippers  that  the  only  way — 
the  number  of  cars  in  the  country  being  just  so  many — that  they 
were  likely  to  get  their  stuff  on  the  market  and  disposed  of  was  to 
load  as  heavily  as  possible,  and  some  remarkable  results  have  been 
reached. 

I  noticed  the  other  day  a  shipment  of  flour  from  Minnesota  to 
Holyoke,  Mass.  The  ordinary  minimum  carload  would  be  40,000 
pounds.  This  car,  loaded,  consisted  of  500  barrels  of  flour,  100,000 
pounds,  and  it  all  arrived  in  good  condition,  100  of  the  barrels  in 
wood,  and  the  balance  in  sacks.  That  got  into  one  car  what  would  be 
the  usual  content  of  two  and  one-half  cars,  and  that  has  been  going 
on  all  over  the  country.  The  weekly  reports  show  loading  up  to  110 
per  cent  of  the  marked  capacity  of  the  car.  There  has  been  double 
loading  and  triple  loading. 

Senator  Poindexter.  Do  you  anticipate  that  this  apparent  indif- 
ference of  the  consignees  as  to  the  length  of  time  cars  are  held  with- 
out being  unloaded  is  going  to  continue  to  tie  up  traffic  at  the  termi- 
nals as  it  is  tied  up  now  ? 

Commissioner  Hall.  If  the  car  is  for  unloading,  it  is  either  on  the 
team  track  or  on  the  industry  track.  If  it  is  on  the  team  track,  its 
contents  could  be  unloaded  on  the  ground,  but  then  how  about  getting 
in  the  teams?    There  are  a  lot  of  practical  difficulties  about  it. 

Senator  Poindexter.  Have  there  been  any  increases  in  demur- 
rage charges? 

Commissioner  Hall.    Yes. 
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Senator  Poindexter.  Has  that  had  any  affect  on  the  situation? 

Commissioner  Hall.  The  shippers  seem  to  think  so — yes. 

Senator  Pomerene.  Might  it  not  aid  the  movement  of  freight 
somewhat  if  the  commission  was  authorized  to  fix  some  sort  of  a 
penalty  for  failure  to  move  cars  within  a  reasonable  time,  from  the 
point  of  shipment  to  the  point  of  destination? 

Commissioner  Hall.  Senator,  the  car  before  arrival  is  not  earning 
a  thing  for  the  carrier  using  it  unless  it  is  moving,  and  if  not  on  the 
home  line  is  running  up  a  per  diem  charge  against  the  carrier.  If  it 
is  loaded  and  standing  still  it  is  bringing  no  revenue  to  the  carrier,  so 
that  I  do  not  believe  tnat  the  carrier  needs  the  aid  of  a  penalty  to  get 
him  to  move  the  car. 

Senator  Pomerene.  The  fact  is  that  there  is  inexplicable  delay, 
often.  I  was  told  while  at  home  that  it  took  several  days  to  move 
a  carload  of  freight  from  Canton  to  Alliance,  Ohio,  a  distance  of  17 
miles.  That  condition  ought  not  to  be  permitted,  it  seems  to  me,  and 
it  may  be  that  the  reason  you  suggest  is  sufficient,  under  ordinary  cir- 
cumstances.   It  often  happens  when  it  is  not  a  sufficient  incentive. 

Commissioner  Hall.  Of  course,  when  a  car  gets  in  a  classification 
yard,  it  takes  some  time  to  get  it  out. 

(Thereupon,  at  12.45  o'clock  p.  m.,  the  committee  took  a  recess 
until  2  o'clock  p.  m.) 

after  recess. 

The  committee  reassembled  at  the  conclusion  of  the  recess,  at  2 
o'clock,  p.  m.,  Senator  Atlee  Pomerene  presiding  as  acting  chairman. 

The  Acting  Chairman.  The  committee  will  come  to  order.  I 
think  we  will  proceed  with  Commissioner  McChord. 

STATEMENT  OF  HON.  CHAELES  C.  McCHOED,  INTERSTATE 

COMMERCE  COMMISSIONER. 

The  Acting  Chairman.  Mr.  Commissioner,  were  you  present  on 
Saturday  and  this  morning  while  Commissioner  Hall  was  on  the 
stand? 

Commissioner  McChord.  Yes,  sir. 

The  Acting  Chairman.  You  heard  his  testimony? 

Commissioner  McChord.  Yes,  sir. 

The  Acting  Chairman.  The  committee  would  be  glad  to  have 
you  state  anything  that  you  may  desire  in  addition  to  what  he  has 
said,  or  where  you  differ  from  him,  your  impressions  and  views  in 
that  behalf. 

Commissioner  McChord.  Do  you  mean  with  respect  to  what  the 
carriers  could  have  done? 

The  Acting  Chairman.  Touching  the  entire  subject  of  his  testi- 
mony. It  is  a  very  comprehensive  question,  I  know,  but  I  have  asked 
it  purposely. 

Commissioner  McChord.  I  have  no  criticism  to  make  of  the  chair- 
man's testimony.  I  had  thought  that  we  should  take  the  railroads  as 
we  found  them,  and  find  out  if  we  can  what  the  difficulties  are,  and 
then  look  into  the  future  to  see  what  remedies  can  be  applied.  I  do 
not  concede  that  the  carriers  could  not  have  relieved  the  situation. 
Is  it  the  desire  of  the  committee  for  me  to  give  what  I  know  about 
that? 
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The  Acting  Chairman.  I  am  sure  the  committee  would  be  glad  to 
hear  you  fully. 

Commissioner  McChord.  The  matter  was  first  brought  to  my 
knowledge  in  November,  1916.  At  the  request  of  the  commission  I 
went  to  Louisville,  Ky.,  to  look  into  the  situation.  I  had  an  informal 
conference  there  with  carriers,  or  with  representatives  of  the  carriers 
that  I  had  wired  for  in  advance,  and  they  all  came.  We  had  a  full 
meeting,  and  the  two  days  of  informal  hearings  convinced  me  that  it 
was  necessary  for  the  commission  to  make  an  order  for  an  investiga- 
tion, and  such  an  order  that  after  full  hearing  it  could  enter  an  order 
with  respect  to  the  situation. 

So  I  immediately  wired  the  commission  and  the  order  was  entered, 
and  I  proceeded  under  that  order. 

I  found  a  very  deplorable  situation.  I  found  the  carriers  were 
violating  all  of  their  contracts  and  arguments  with  each  other,  and,  as 
they  expressed  it,  they  were  deliberately  engaged  in  the  pastime  of 
stealing  each  other's  cars.  They  said  they  were  doing  it  in  self- 
defense.  I  found  that  the  greater  portion  of  the  equipment  had 
drifted  into  the  eastern  territory.  Eailroads  in  the  West,  and  espe- 
cially in  the  South,  were  almost  stripped  of  equipment. 

The  hearing  progressed  and  it  occurred  that  the  thing  to  do  was 
to  have  a  meeting  of  the  executives  of  the  railroads,  and  I  went  in 
conference  with  the  representatives  there  and  gave  them  my  views — 
what  I  thought  was  if  we  could  get  a  committee  of  five  railroad  presi- 
dents from  five  sections  of  the  country  to  come  to  Louisville,  and  to 
create  a  committee  of  vice-presidents,  or  lower  officials;  I  knew  that 
it  was  probably  impossible  for  the  executives  to  spend  the  time  that 
was  necessary  in  Washington  as  a  committee — so  therefore  I  sug- 
gested the  formation  of  a  subcommittee,  but  to  vest  that  committee 
with  all  the  power  of  the  executives.  So  the  representatives  of  the 
carriers  went  into  conference  and  they  had  some  hesitancy  about  wir- 
ing their  chiefs  about  it.  They  were  thoroughly  in  sympathy  with  it 
and  gave  me  some  names  of  executives,  and  I  wired  them,  and  in 
response  to  that  this  executive  committee  came  to  Louisville.  They 
had  been  advised  in  advance  as  to  what  the  plan  was  that  I  suggested. 
Mr.  Markham,  of  the  Illinois  Central,  was  chairman  of  that  executive 
committee. 

Senator  Watson.  When  was  that? 

Commissioner  McChord.  The  first  of  November,  1916.  I  went  into 
conference  with  them  and  they  were  very  enthusiastic  over  the  pros- 
pect of  relieving  the  situation,  Mr.  Markham  and  the  committee 
assured  me  that  this  committee  that  they  had  appointed  was  vested 
with  all  the  power  of  the  executives,  and  as  he  remarked  to  me, 
"They,  having  the  power  of  the  executives,  and  the  Interstate  Com- 
merce Commission  having  all  the  balance  of  the  power,  there  should  be 
no  difficulty  in  unraveling  the  situation." 

I  had  not  yet  finished  the  hearing,  and  I  proceeded  with  it  and 
stayed  there  about  three  or  four  days  longer,  and  then  I  adjourned 
the  case  to  Washington,  left  it  open  with  the  idea  that  it  would 
probably  be  necessary  for  the  commission  to  issue  an  order.  I  found 
this  committee  in  Washington  when  I  came  back  and  then  proceeded. 
I  had  not  gone  very  far  along  until  I  found  that  they  were  re- 
strained in  some  way.  If  the  power  had  been  given  to  them  by  the 
executives,  they  were  not  entirely  willing  to  exercise  it.    So  in  order 
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to  test  them,  I  requested  them  to  issue  an  order  and  they  issued  an 
order  to  one  or  two  of  the  railroads,  and  they  refused  to  obey,  so  I 
saw  in  a  minute  that  they  had  no  power,  and  I  stated  to  them,  "  You 
are  wasting  your  time  " — — 

The  Acting  Chairman.  You  mean  from  the  other  railroads? 

Commissioner  McChord.  From  the  executives.  So  they  said  they 
would  get  another  committee ;  they  would  take  it  up  again  with  the 
executives.  They  sent  another  committee  down  and  we  had  a  com- 
munication from  the  president  of  the  American  Railway  Associa- 
tion in  which  he  defined  the  powers  of  the  committee,  but  we  soon 
found  that  they  did  not  have  tne  power,  and  then  Mr.  Harrison,  who 
is  chairman  of  the  executive  committee  of  the  War  Board,  went  to 
New  York  and  came  back  and  said, <f  We  have  a  committee  and  these 
railroad  executives  have  pledged  me  that  they  will  obey  any  orders 
this  committee  issues."  He  said,  "  I  want  you  to  go  along  with  us." 
In  the  meantime  I  had  gotten  impatient  about  it  and  told  him  so,  and 
he  said,  "  I  have  no  fault  to  find  with  you  about  that,  but  what  I 
want  to  do  is  to  get  results,  and  I  say  to  you  that  if  they  do  not  live 
up  to  the  orders  that  we  issue  I  will  use  the  weapon  of  publicity,  I 
will  punish  them."  In  a  short  while  it  developed  that  they  were  not 
obeying  that  committee's  order,  and  he  made  good  and  did  publish 
them. 

Senator  Watson.  Can  you  state  when  that  was? 

Commissioner  McChord.  That  was  along  in  the  fall  of  1916.  Then 
I  saw  there  was  nothing  else  to  do  except  for  the  commission  to  open 
the  case  and  give  notice,  and  have  a  hearing,  and  make  an  order. 

Now  I  will  go  back  just  a  little  bit.  At  the  Louisville  meeting  I 
saw  the  condition  with  respect  to  the  open  top  cars,  and  I  concluded 
that  an  order  requiring  that  the  open-top  cars  be  sent  home  to  the 
home  line  with  a  load — if  they  had  a  load,  and  if  they  did  not,  send 
them  back  empty — was  the  thing  to  do,  and  I  arbitrarily  entered  that 
order  verbally.  I  did  that  after  conference  with  the  carriers,  and 
found  that  most  of  them  were  thoroughly  in  sympathy  with  it. 

We  then  got  assurances  from  the  carriers  that  they  would  obey 
that  order.  That  was  telegraphed  in  and  I  asked  them  to  send 
me  a  copy  of  the  order  that  they  had  entered  to  be  sure,  which  was 
done.  So  when  it  came  to  the  commission  taking  the  case  up  again, 
we  issued  an  order  to  show  cause  why  a  certain  order  should  not  be 
entered,  and  we  had  the  hearing  and  the  case  was  submitted,  and 
after  the  case  was  adjourned,  Mr.  Atherbury,  then  chairman  of  the 
American  Railway  Association,  came  to  me  and  said  Mr.  Harrison 
had  resigned,  and  they  were  going  to  move  the  committee  to  New 
York  and  wanted  me  to  go  there,  and  wanted  me  to  send  Mr.  Dow, 
an  attorney  examiner  who  was  in  my  office,  and  who  had  been  through 
the  controversy  with  me,  and  I  declined  to  do  it ;  I  did  not  see  that 
anything  could  be  accomplished,  so  the  commission  went  ahead  and 
issued  the  order,  as  appears  in  its  report — I.  C.  C,  volume  42,  pages 
702  to  and  including  706,  a  copy  of  which  report  I  make  a  part  of  this 
report. 

Then  the  question  of  closed  cars  came  up  and  thejr  sent  another 
committee  down  for  the  purpose  of  enforcing  the  rules  in  cooperation 
with  the  Interstate  Commerce  Commission  in  respect  to  closed  cars. 
In  the  meantime  we  had  to  postpone  the  effective  date  of  our  order 
with  respect  to  open  top  cars. 
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Senator  Watson.  Will  it  interrupt  you  if  I  ask  a  question  ? 

Commissioner  McChord.  Not  at  all. 

Senator  Watson.  Did  your  first  head  order,  as  we  call  it,  apply 
only  to  open  top  cars? 

Commissioner  McChord.  Open-top  cars.  We  were  apprehensive 
that  the  issuance  of  an  order  with  respect  to  the  box  cars  would  create 
confusion  and  we  refrained  from  doing  that,  but  we  found  no  diffi- 
culty about  the  other. 

Tnen  the  committee  with  its  new  rules  with  respect  to  closed  cars 
came  down — what  we  know  as  the  Shaffer  committee.  We  found  it 
a  very  earnest  committee,  wanting  to  cooperate  with  the  Commission 
and  do  its  part,  but  we  still  found  there  were  some  roads  that  would 
not  work  in  harmony  and  declined  to  obey  their  orders.  Then  I 
asked  the  chairman  to  join  me  in  a  hearing  of  the  executives,  and 
wired  them.  That  was  on  the  5th  day  of  April,  so  we  had  an  all-day 
seance  in  which  they  washed  their  dirty  linen. 

The  Acting  Chairman.  Who  do  you  mean  by  "  chairman,"  when 
you  speak  of  u  chairman  "  ? 

Commissioner  McChord.  Chairman  Hall. 

1  had  had  charge  of  the  car-service  case  and  asked  the  chairman  to 
come  in  and  we  had  that  hearing.  Various  propositions  were  made 
by  a  great  many  of  the  carriers,  including,  I  recall,  Mr.  Aischton,  of 
the  Chicago  &  North  Western,  and  Mr.  Holden,  of  the  Burlington, 
and  others,  especially  the  western  and  southern  carriers,  were  very 
anxious  for  the  commission  to  issue  an  order.  They  said  nothing 
would  be  accomplished  without  it,  and  those  who  opposed  it  said 
that  a  $5,000  penalty  was  too  severe,  and  that  mistakes  made  by  em- 
ployees would  involve  them  in  enormous  costs  and  fines;  so  I  sug- 
gested that  it  might  be  enforced  as  the  safety  appliance  laws  are 
enforced.  We  do  not  prosecute  every  violation  of  the  safety  appliance 
law,  only  flagrant  violations.  If  we  did,  we  would  have  to  be  in  court 
all  the  time.  But  the  prosecutions  that  were  entered  into  have  mini- 
mized the  trouble  with  respect  to  the  safety  appliance  violations.  I 
made  that  suggestion  to  them  and  a  great  many  of  the  carriers  were 
in  sympathy  with  it.  They  said  they  would  have  a  meeting  and 
would  come  back  with  resolutions  agreeing  to  it,  and  waiving  the 
question  of  further  hearing. 

So  when  they  came  back  on  the  6th,  it  was  nothing  but  a  resolution 
calling  on  the  Interstate  Commerce  Commission  to  approve  their 
rules  which  had  proven  a  failure,  and  I  declined  ta  receive  it,  and 
Mr.  Hale  Holden,  who  was  chairman  of  that  committee,  said  he 
would  take  it  back  to  the  executives  and  they  would  send  a  committee 
down  with  power.  The  next  I  heard  of  it  was  on  the  11th  of  April, 
five  days  arter  that.  The  executives  came  to  Washington,  and  they 
issued  a  proclamation  which  stated  that  they  were  spurred  on  by 
patriotic  motives;  that  they  had  now  consolidated  all  their  interests 
and  nationalized  their  railroads ;  they  had  contracted  with  each  other 
and  contracted  with  the  Federal  Government  and  the  governments 
of  the  States  to  do  that,  and  they  then  went  along  with  their  activi- 
ties. Now,  that  committee  did  some  good 

Senator  Watson.  In  other  words,  that  is  what  occurred  immedi- 
ately after  our  declaration  of  war. 
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Commissioner  McChord.  Yes,  sir;  war,  I  think,  was  declared  on 
the  6th,  and  this  was  on  April  11.  But  they  did  not  proceed  as  far 
as  they  should  have;  they  did  not  nationalize  to  the  extent  of  pooling 
all  their  facilities.  I  said  to  one  or  two  of  them  "  you  have  a  great 
opportunity  here;  you  have  the  summer  before  you,  and  you  have 
an  opportunity  here  to  clean  up  and  clear  up  the  situation,  and  unless 
you  do,  when  winter  comes,  you  are  going  to  get  into  trouble,  because 
somebody  will  have  to  take  these  roads  and  operate  them  that  way." 

They  speeded  up  their  trains ;  I  think  they  probably  got  15  per  cent 
additional  speed  on  their  trains.  The  shippers  cooperated  with 
them.  They  had  heavier  loading,  and  some  good  results  were  ob- 
tained, but  nothing  like  in  my  opinion  what  could  have  been  accom- 
plished. Then,  they  came  on  a  short  time  ago;  they  nationalized 
again,  and  appointed  a  subcommittee  which  had  a  meeting  at  Pitts- 
burgh. I  do  not  know  about  the  activities  of  that  committee.  I  do 
know  that  they  appealed  to  us  to  get  some  information  from  the 
carriers  who  were  parties  to  the  nationalization  that  they  could  not 
get  themselves.  So,  as  I  said  in  my  special  report  to  Congress,  I 
thought  it  was  absolutely  necessary  for  some  one  to  take  hold  of 
those  roads  and  nationalize  them,  because  they  had  not  done  it. 

The  Acting  Chairman.  You  spoke  of  the  necessity  of  their  na- 
tionalizing to  a  greater  degree  than  what  they  in  fact  did.  Did  you 
understand  that  they  hesitated  because  of  what  might  be  regarded  as 
legal  restrictions? 

Commissioner  McChord.  I  understood  from  the  last  proclamation, 
they  said  they  had  no  doubt  about  that ;  that  under  the  laws  creating 
the  fuel  and  the  preference  commissions  they  had  all  the  law  that 
was  necessary  for  that,  and  they  could  do  it.  When  they  first  nation- 
alized in  April,  the  Interstate  Commerce  Commission 

Senator  La  Follette.  Did  they  make  that  statement  in  writing? 

Commissioner  McChord.  Yes,  sir. 

Senator  La  Follette.  Is  it  in  the  record  ? 

Commissioner  McChord.  I  do  not  know  whether  it  is  here  or  not. 
I  could  supply  it. 

Senator  La  Follette.  I  wish  you  would. 

Commissioner  McChord.  Both  the  resolution  that  came  in  in  April 
and  the  one  that  came  in  a  few  weeks  ago? 

Senator  La  Follette.  Yes;  and  particularly  the  statement  made 
that  the  law  was  ample  as  it  then  stood- 

Commissioner  McChord.  I  do  not  know  that  I  have  that,  but  I 
saw  it  in  print.    I  will  see  if  I  have  it  at  my  office. 

Senator  La  Follette.  If  you  have  it,  please  supply  it. 

Commissioner  McChord.  I  saw  it  in  the  press  as  it  came  from 
them.  I  will  try  to  find  it.  Now,  the  difficulty  about  nationalizing 
and  the  laws  against  pooling  and  the  antitrust  I  do  not  think  stooa 
in  the  way  here. 

It  meant  more  the  question  of  the  railroad  short  hauling  them- 
selves. They  have  agreed  to  do  this  and  pooling  their  equipment  and 
pooling  their  facilities,  it  simply  meant  traffic  arrangement  with  the 
shortest  route  to  get  it  through. 

Senator  Watson.  In  other  words,  your  opinion  is  that  if  they  had 
nationalized  the  roads  as  they  might  have  done,  that  they  themselves 
under  their  management  could  have  so  directed  and  operated  the 
railroads  that  they  could  have  handled  traffic  ? 
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Commissioner  McChord.  I  think  so,  and  the  commission  said  in 
the  car-service  case,  I.  C.  C,  page  — : 

The  commission  is  of  the  opinion  that  prompt  relief  for  existing  car-supply 
conditions  can  be  secured  through  executive  action;  that  it  is  the  duty  of  all 
the  carriers  at  once  to  appoint  a  committee,  as  contemplated  at  the  hearing, 
vested  with  plenary  power  to  secure  a  relocation  of  cars  and  to  cooperate  with 
the  commission  at  Washington  In  order  that  we  may  be  fully  advised  as  to 
the  situation  from  day  to  day.  If  this  is  done,  and  it  is  found  that  any  modifi- 
cation of  our  order  is  necessary  before  or  after  the  effective  date  thereof,  the 
fact  thus  brought  to  our  attention  will  be  considered  with  that  end  in  view. 
Unless  this  is  done  within  10  days  from  the  service  of  this  order  the  entry 
of  an  order  prescribing  car-service  rules  for  other  classes  of  equipment  will  be 
considered. 

It  was  our  thought,  with  the  case  still  open,  that  we  might  issue 
orders  from  day  to  day  when  difficulties  arose ;  but  they  did  not  do 
what  they  promised;  they  did  not  carry  out  their  nationalization 
scheme. 

Senator  Watson.  That  is,  the  present  railway  management  com- 
mittee did  not? 

Commissioner  McChord.  No,  sir. 

Senator  Watson.  Are  the  figures  correct — I  assume  they  are — 
that  I  read  here  this  morning  to  Mr.  Hall,  that  they  gave,  showing 
that  they  had  increased  20^  per  cent  over  1916  ? 

Commissioner  McChord.  I  assume  that  is  so ;  yes,  sir ;  and  if  they 
had  actually  nationalized  and  short-hauled  and  made  their  terminals 
one  and  made  the  equipment  all  one,  and  if  in  the  summer  time  or  in 
the  fall  they  had  done  these  things  and  gone  West  or  South  or  any- 
where and  gotten  the  engines  that  we  were  told  about  and  had  them 
brought  East,  these  things  would  have  cleared  the  situation  up. 

Senator  Watson.  Then  it  is  your  opinion  that  that  might  have 
been  done  by  proper  coordination  and  cooperation,  without  addi- 
tional equipment? 

Commissioner  McChord.  I  think  so.  I  think  probably  they  may 
need  more  locomotives ;  they  have  2,600,000  cars.  Now,  what  I  am 
stating  is  in  no  wise  a  criticism  of  these  gentlemen  composing  this 
committee,  because  I  am  quite  sure  they  were  trying  to  do  the  best 
they  could,  but  they  could  not  get  away  from  their  own  corporate 
interests.  That  was  the  trouble.  They  say  they  moved  236,000  cars 
in  eight  months.  Well,  236,000  cars,  when  every  day  of  that  eight 
months  they  had  2,600,000,  is  not  a  very  great  movement. 

Senator  Watson.  How  many  did  you  say  they  moved? 

Commissioner  McChord.  The  carriers  owned  2,600,000  in  all,  and 
in  the  eight  months  the  committee  says  it  ordered  236,000  moved. 

When  I  say  the  corporate  interests,  take  the  three  lines  from  New 
York  to  Chicago — the  Erie,  Pennsylvania,  and  Baltimore  &  Ohio. 
It  is  claimed  that  instead  of  putting  an  embargo  on  traffic  and 
diverting  it  to  the  lines  that  could  carry  it,  that  those  three  lines 
had  been  taking  all  the  traffic  that  would  come  to  them,  and  conse- 
quently the  congestion.  It  is  only  within  the  last  few  days  that  I 
have  seen  that  statement,  and  that  is  an  illustration,  from  the  presi- 
dent of  one  of  the  large  railroads  of  the  West — I  do  not  feel  at  liberty 
to  give  his  name  unless  the  committee  requires  it — but  he  did  not 
give  it  in  confidence. 

The  Acting  Chairman.  Does  the  information  of  your  commis- 
sion, which  it  has  collected  from  time  to  time,  indicate  to  you  that  that 
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claim  is  correct — that  those  three  systems  of  railroads  are  attempting 
to  handle  more  than  they  really  can  handle  over  their  lines,  and  if  it 
were  diverted  to  other  lines  it  could  have  been  handled? 

Commissioner  McChord.  Yes.  I  have  not  been  in  very  close  touch 
with  the  car  distribution  matter  for  quite  a  while — some  months.  I 
take  it  it  is  not  confined  to  those  three  railroads,  but  it  is  practically 
true  of  all.  It  is  the  eagerness  of  the  traffic  men  to  get  freight;  it  is 
the  corporate  interest ;  it  has  been  rather  their  inclination  to  take  all 
that  is  tendered  to  them. 

The  Acting  Chairman.  To  what  extent  has  there  been  delay  in 
the  movement  of  freight  over  these  different  systems  which  is  above 
the  normal  traffic  conditions? 

Commissioner  McChord.  That  is  very  serious  everywhere,  over 
nearly  all  the  railroads,  but  especially  here  in  the  East. 

The  Acting  Chairman.  During  these  months  is  it  true  that  there 
were  locomotives  on  the  western  roads  and  southern  roads  that  could 
have  been  diverted  to  the  eastern  territory  so  as  to  relieve  the 
situation? 

Commissioner  McChord.  I  assume  so,  because  they  said  they 
brought  over  a  hundred  from  the  West  and  have  gotten  25  from  the 
South. 

The  Acting  Chairman.  When  was  that  order  made? 

Commissioner  McChord.  I  saw  it — it  just  came  as  information 
into  the  office — I  think  probably  a  month  or  three  weeks  ago.  They 
also  said  they  were  endeavoring  to  get  some  other  locomotives  that 
were  being  constructed  for  the  Russian  Government 

Senator  Cummins.  You  are  not  speaking  of  the  order  of  the  Com- 
mission but  the  order  of  the  Eailway  War  Board  ? 

Commissioner  McChord.  Yes,  sir. 

Senator  Watson.  Do  you  know  how  many  engines  we  have  sent  to 
Russia  and  France? 

Commissioner  McChord.  No,  I  do  not.  We  have,  I  know,  sent 
some  engines  over  there  that  were  lost  en  route.  I  do  not  know 
whether  those  were  for  France  or  Russia.  Twenty-five  were  lost  on 
one  shipment,  but  I  do  not  know  how  many  we  have  sent. 

The  Chairman.  The  statement  given  m  the  memorandum  fur- 
nished us  by  the  American  Railway  Association,  bearing  on  that  sub- 
ject, throws  some  light  upon  it.  Now  you  spoke  of  the  further  na- 
tionalization of  these  different  railroad  systems,  and  if  that  were 
adopted  it  is  your  judgment  that  we  could  have  relieved  the  situation. 
I  wish  you  would  go  more  into  details  and  point  out  how  that  could 
have  been  done,  in  your  judgment. 

Commissioner  McChord.  By  doing  just  what  they  announced  to 
the  public  that  they  had  done,  consolidated  their  entire  interests,  and 
by  pooling  their  equipment,  and  making  their  terminals  one  and  rout- 
ing the  freight  over  the  shortest  route  and  getting  it  to  destination 
in  the  shortest  time.    I  think  those  three  things  could  have  been  done. 

Senator  Cummins.  This  further  nationalization  of  which  you 
speak  related  onlv  to  the  eastern  districts,  did  it  not? 

Commissioner  "McChord.  Well,  I  may  say 

Senator  Cummins.  I  mean  the  one  that  occurred  just  a  few  weeks 
ago? 

Commissioner  McChord.  Yes,  that  related  only  to  the  eastern  dis- 
trict, and  I  do  not  see  how  that  could  well  be  carried  out  without  the 
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nationalization  of  all  of  them,  because  if  you  want  to  get  a  movement 
from  the  West  and  South,  if  those  roads  were  not  parties  to  the  na- 
tionalization.   It  should  be  a  complete  nationalization. 

The  Acting  Chairman.  Now,  Mr.  McChord,  I  called  the  attention 
this  morning  of  Commissioner  Hall  to  the  Esch  Act,  and  to  what  the 
Commission  had  done  under  that  act.  Let  me  ask  you,  could  not  the 
situation  have  been  somewhat  relieved  if  those  who  were  interested  in 
the  administration  of  the  coal  law  had  not  forbidden  the  loading  of 
coal  for  the  Lake  Region  over  and  above  the  shipping  accommoda- 
tions that  they  had  for  that  coal ;  in  other  words,  my  thought  is  that 
there  was  no  reason  why  the  terminal  facilities  in  Cleveland  and  To- 
ledo, and  the  railroad  yards  everywhere,  should  be  laden  with  this 
coal  for  the  Lake  Region  when  they  did  not  have  the  ships  or  bot- 
toms in  which  to  move  it. 

Commissioner  McChord.  I  may  be  wrong  about  it,  but  I  think  that 
is  a  situation  which  requires  arbitrary  action  on  the  part  of  some- 
body. 

My  recollection  of  that  Lake  port  matter  is  that  it  came  up  to 
the  commission  in  this  way,  as  to  whether  the  hopper-bottom  cars 
could  be  shuttled  back  and  forward  to  the  Lake  ports  in  that  traffic, 
while  it  could  have  been  without  an  order,  yet  I  thought  that  it 
would  be  quite  wholesome  for  the  commission  to  enter  an  order  under 
the  Esch  bill.  I  believe  in  the  commission  exercising  all  the  power 
it  has,  if  we  are  ever  going  to  get  results.  But  the  carriers  having 
all  come  in  and  asked  that  they  be  permitted  to  do  that,  immediate 
permission  was  given.  I  found  out  afterwards,  however,  that  some 
of  those  cars  were  taken  out  of  that  service,  and  were  sent  up  East 
with  coal.  It  was  brought  to  my  attention  that  that  was  done.  How 
many,  I  do  not  know. 

The  Acting  Chairman.  To  what  extent  has  the  issuance  of  these 
priority  orders  interfered  with  the  transportation  of  the  country? 

Commissioner  McChord.  That  is  a  very  hard  matter  to  tell.  You 
understand,  of  course,,  that  there  is  no  business  on  earth  where  the 
regular  order  is  required  more  than  in  the  operation  of  a  railroad 
when  a  priority  order  is  given;  to  illustrate,  if  the  train  is  started 
with  Government  freight  fropi  Washington  to  New  York  it  goes 
along  the  line,  as  the  Government's  priority  train,  and  everybody 
must  get  out  01  the  way.  It  is  like  a  gang  of  section  hands  repairing 
a  track;  when  a  train  comes  they  have  to  take  up  their  tools  and  get 
out  of  the  way  and  wait  until  the  train  passes.  My  idea  is  that 
we  ought  to  have  the  regular  order  in  the  running  of  trains,  the 
Government,  of  course,  is  to  have  the  preference  in  loading  cars, 
preference  ahead  of  everybody,  but  if  you  run  freight  trains  from 
Washington  to  New  York  two  hours  apart,  the  Government  must 
have  preference  with  respect  to  those  cars,  and  if  you  can  not  get 
it  on  the  first  train  put  it  on  the  second,  and  the  ordinary  shipper 
must  wait  But  I  think  we  must  look  out  for  the  business  interests 
of  this  country  because  if  that  is  not  preserved,  manufacturing  con- 
cerns and  industries  will  go  into  bankruptcy.  One  of  the  great 
sinews  of  war  that  we  have  is  money,  and  I  do  not  know  where  the 
money  is  to  come  from  to  buy  Liberty  Bonds  to  raise  the  money  for 
the  war  if  we  do  not  preserve  those  industries.  Of  course  I  realize 
that  Government  material  must  have  preference  and  must  go  ahead ; 
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arms  and  munitions  must  go  first,  but  other  things,  I  think,  must  be 
looked  after. 

The  Acting  Chairman.  Is  it  true  that  confusion  has  arisen  out 
of  the  fact  that  different  priority  orders  have  been  issued  by  various 
departments  of  the  Government,  without  being  issued  by  some 
central  authority? 

Commissioner  McChord.  I  think  so,  undoubtedly. 

The  Acting  Chairman.  I  want  to  call  your  attention  especially 
to  a  statement  that  you  make  in  your  minority  report.  It  is  that 
part  of  the  report  in  which  you  refer  to  the  necessity  of  securing  to 
each  road  its  portion  of  earnings,  and  to  the  necessity  of  further 
financing  those  roads,  and  I  would  like  you  to  develop  that  thought 
along  that  line  and  indicate  to  us  the  methods  by  which  this  should 
be  done. 

Commissioner  McChord.  My  recollection  is  that  what  I  said  there 
was  that  while  these  things  might  be  necessary  yet  they  would  not 
get  those  cars  moving  if  that  was  the  law.  I  do  not  think  I  under- 
took to  point  out  how  this  should  be  done. 

The  Acting  Chairman.  I  do  not  think  you  do,  but  I  was  just 
wondering  what  plan  you  had  in  mind. 

Commissioner  McChord.  I  said,  "  For  this  purpose  legislation  as- 
suring the  carriers  a  fair  return  may  be  appropriate."  I  did  not 
undertake  to  commit  myself  about  that,  because  of  the  fact  that  in 
every  rate  case,  whenever  it  comes  along,  we  have  to  consider  what 
return  the  carriers  are  to  have  for  doing  the  business,  and  I  purposely 
refrained  from  doing  that  because  of  that  fact.  We  have  cases  that 
are  pending  now  in  which  that  very  question  is  involved,  and  in  a  re- 
port of  this  sort  I  would  not  want  to  commit  myself  to  any  proposi- 
tion.   Of  course  I  might  generalize  about  it. 

The  Acting  Chairman.  Let  us  assume  that  since  the  Government 
has  taken  control  of  these  roads,  it  may  be  necessary  to  divert  rolling 
stock  and  engines  from  one  road  to  another,  or  to  divert  freight  and 
traffic  from  one  road  to  another.  Necessarily,  that  is  going  to  inter- 
fere with  the  normal  earnings  of  the  road  under  normal  times.  Now 
which  plan  would  you  adopt  to  look  into  an  adjustment  of  those 
differences  among  the  several  roads? 

Commissioner  McChord.  I  had  in  ftiind,  Senator,  that  these  roads 
had  contracted  with  each  other,  and  had  contracted  with  the  Govern- 
ment— the  Federal  Government  and  the  States — to  do  this  verv 
thing,  and  what  I  wanted  to  do  was  to  go  ahead  and  do  it  Of 
course  if  a  road  short  hauls  itself  coming  from  the  west,  and  hauls 
a  portion  of  that  traffic  that  it  moves,  if  it  had  taken  the  longer  route 
it  may  have  made  it  up  in  traffic  that  comes  from  the  west  or  south 
or  north,  and  I  think  I  had  in  mind  all  along  that  these  carriers 
had  contracted  with  themselves  that  they  were  going  to  do  that 
thing,  and  when  the  Government  took  them  over,  it  took  them  just  as 
it  found  them,  with  the  War  Board  having  all  the  authority  vested 
in  it.  I  take  it  that  Congress  will  treat  them  fairly  in  whatever 
is  necessary  to  be  done,  and  the  suggestion  made  in  the  President's 
message  that  they  take  the  average  of  the  three  years  and  guarantee 
that  to  them — if  a  guaranty  of  that  nature  is  to  be  made,  this  is 
war  times  and  those  were  war  years,  and  it  might  be  measured  by 
that,  although  I  do  not  know,  and  I  have  not  made  up  mj  mind 
whether  that  will  be  fair  to  the  Government. 
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The  Acting  Chairman.  You  are  assuming  then  that  there  has 
been  some  arrangement  of  the  kind  indicated  Dy  the  railroads  them- 
selves? 

Commissioner  McChord.  Themselves;  yes,  sir.  They  said  it  in 
that  proclamation.    I  think  I  have  the  proclamation  here. 

The  Acting  Chairman.  I  would  be  very  glad  to  have  it  inserted 
into  the  record. 

Commissioner  McChord.  No,  upon  looking  I  find  that  I  do  not 
seem  to  have  it. 

Commissioner  Clark.  If  I  may  interrupt  you,  Senator,  I  think 
it  is  quoted  in  the  answers  of  the  railroads  to  the  committee's  inqui- 
ries in  this  communication. 

Commissioner  McChord.  I  do  not  want  to  be  understood  as  say- 
ing that  they  should  be  held  to  that,  but  that  is  what  they  did. 

The  Acting  Chairman.  I  know  you  have  been  a  student  of  this 
subject  and  I  was  anxious  to  have  your  views  on  it. 

Commissioner  McChord.  Here  is  the  resolution : 

Resolved,  That  the  railroads  of  the  United  States,  acting  through  their 
chief  executive  officers  here  and  now  assembled,  and  stirred  by  a  high  sense 
of  their  opportunity  to  be  of  the  greatest  service  to  their  country  in  the  present 
National  crisis,  do  hereby  pledge  themselves,  with  the  Government  of  the 
United  States,  and  with  the  governments  of  the  several  States,  and  one  with 
another,  that  during  the  present  war  they  will  coordinate  their  operations  in 
a  continental  railway  system,  merging  during  such  period,  all  their  merely 
individual  competitive  activities  in  the  effort  to  produce  a  maximum  of 
national  transportation  efficiency.  To  this  end  they  hereby  agree  to  create 
an  organization  which  shall  have  general  authority  to  formulate  in  detail  and 
from  time  to  time  a  policy  of  operation  of  all  or  any  of  the  railways,  which 
policy,  when  and  as  announced  by  such  temporary  organization,  shall  be  ac- 
cepted and  earnestly  made  effective  by  the  several  managements  of  the  indi- 
vidual railroad  companies  here  represented. 

Now,  I  do  not  mean  to  say  that  the  Government  would  undertake 
to  hold  them  to  that.  They  were  doubtless  sincere  when  they  did 
it,  that  is,  when  they  passed  that  resolution  and  when  they  under- 
took it,  but  they  did  not  carry  it  out. 

The  Acting  Chairman.  This  states,  if  I  have  read  this  correctly, 
their  proposition  in  a  general  way  and  shows  clearly  their  prefer- 
ence, but  it  does  not  seem  to  point  out  the  method  of  distributing 
iheir  earnings  as  amongst  themselves. 

Commissioner  McChord.  No,  sir ;  it  is  a  general  power  delegated 
to  those  five  persons  who  were  made  trustees  for  them.  I  do  not 
attach  great  force  to  that,  but  that  is  just  one  of  the  occurrences 
that  has  happened  here. 

The  Acting  Chairman.  There  has  been  a  good  deal  of  discussion 
about  the  lack  of  proper  equipment  in  a  number  of  these  roads,  and 
there  is  a  sort  of  general  understanding  that  it  may  be  necessary  for 
the  Government  to  furnish  funds  for  the  purpose  of  getting  addi- 
tional rolling  stock  and  motive  power.  What,  if  any,  legislation  do 
you  think  would  be  necessary  in  order  to  permit  this  to  be  done? 

Commissioner  McChord.  I  think  the  proper  way,  whether  it  is  by 
legislation  or  not,  should  be  for  the  Government  to  ascertain  just 
what  their  necessities  are  and  let  them  issue  their  own  securities,  and 
let  the  Government  take  those  securities  at  a  low  rate  of  interest,  and 
hold  the  reins  as  to  the  expenditure  of  money. 

The  Acting  Chairman.  And  in  dealing  with  that  subject  to  pro- 
vide for  each  road  in  accordance  with  its  needs? 
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Commissioner  McChord.  I  think  so. 

The  Acting  Chairman.  That  is  all  I  care  to  ask. 

Senator  Cummins.  Mr.  McChord,  in  speaking  of  the  effort  of  the 
railway  companies  themselves  to  unify  their  activities,  you  referred 
to  the  resolution  that  was  passed  by  what  is  known  as  the  railway 
war  board  on  April  11, 1917? 

Commissioner  McChord.  Yes,  sir. 

Senator  Cummins.  That  board  was  organized  under  the  sugges- 
tion or  direction  of  Commissioner  Willard,  who  is  associated  with  the 
Council  of  National  Defense  ? 

Commissioner  McChokd.  The  Interstate  Commerce  Commission 
had  been  after  them  to  create  such  a  board  with  such  powers  since 
November,  and  was  after  them  on  the  6th  of  April  to  do  that  thing. 

Senator  Cummins.  That  is  the  point.  That  is  the  board  of  which 
Mr.  Harrison  is  chairman? 

Commissioner  McChord.  Yes,  sir. 

Senator  Cummins.  You  do  not  understand  that  there  is  any  way  of 
enforcing  the  pledge  which  the  board  gave  to  the  country  at  that 
time? 

Commissioner  McChord.  You  mean  now  ? 

Senator  Cummins.  Now  or  at  any  time  since  the  resolution  was 
passed? 

Commissioner  McChord.  I  would  have  tried  mighty  hard  if  I  had 
been  in  charge. 

Senator  Kellogg.  You  mean  enforcing  it  against  an  individual 
road? 

Senator  Cummins.  Yes. 

Commissioner  McChord.  All  of  the  individual  roads,  I  understand, 
were  parties  to  that. 

Senator  Cummins.  You  understand  that  the  individual  roads  had 
given  the  war  board  the  authority  to  use  each  road  as  a  part  of  a 
general  single  system? 

Commissioner  McChord.  I  understand  so. 

Senator  Cummins.  And  as  part  of  that  arrangement,  it  became  the 
duty  of  any  given  railroad  to  divert  traffic  from  its  own  line  to  other 
lines  if  the  traffic  could  be  moved  more  promptly? 

Commissioner  McChord.  I  think  so. 

Senator  Cummins.  And  more  efficiently  by  so  diverting  it? 

Commissioner  McChord.  I  think  that  is  what  nationalization 

means. 

Senator  Cummins.  Are  you  familiar  with  the  order  which  the 
board  did  give  to  individual  railroads  with  regard  to  diversion  and 
movement  of  any  particular  traffic? 

Commissioner  McChord.  No,  sir;  I  am  not. 

Senator  Cummins.  Do  you  know  of  any  instance  in  which  an  in- 
dividual road  declined  to  obey  the  direction  of  the  board  in  that 
respect? 

Commissioner  McChord.  You  mean  the  board  as  created  in  April? 

Senator  Cummins.  As  created  in  April ;  yes. 

Commissioner  McChord.  No;  I  do  not.  I  am  not  familiar  with 
that  at  all.  But  in  that  connection,  Senator,  I  do  know  that  this 
official  of  this  railroad  made  this  statement — the  western  line  that  I 
have  spoken  of — I  did  not  want  to  give  his  name  unless  the  committee 
asked  it: 
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If  the  Pennsylvania  and  Baltimore  &  Ohio,  and  Erie  should  send  some  of  the 
freight  which  is  now  delivered  to  them  over  their  line,  their  own  line  could  be 
cleaned  up  and  business  moved  more  freely  between  the  West  and  the  East. 
Those  lines  still  take  all  that  is  offered.  They  are  pigs,  and  an  embargo  should 
be  declared  against  them.  This  disposition  to  permit  something  to  get  out  of 
their  grasp  if  they  can  prevent  it,  not  only  congests  the  movement  of  loaded  cars 
but  also  ties  up  empty  cars.  Many  empty  cars  are  now  being  held  by  this  line 
which  are  needed  sorely  by  western  connections.  If  the  Pennsylvania  and  other 
congested  lines  would  refuse  to  receive  freight  which  other  lines  could  very 
well  handle,  their  own  lines  would  get  cleared  up  and  they  would  have  a  better 
chance  to  do  business. 

And  it  is  my  understanding  that  the  chairman  of  our  committee 
on  car  service  agrees  with  that. 

Senator  Cummins.  Assuming  that  the  several  railroads  obey  the 
orders  for  the  distribution  of  freight,  and  assuming  that  the  orders 
had  been  given  that  were  necessary  to  move  the  f  rei fmt  and  promptly, 
the  roads  could  have  done  under  this  resolution — if  it  had  any  legal 
binding  effect — about  all  that  Government  operation  could  do  f 

Commissioner  McChord.  A  voluntary  committee  could  not,  in  my 
judgment,  accomplish  it  as  completely  as  some  one  clothed  with  the 
power  of  the  Feaeral  Government. 

Senator  Cummins.  The  fundamental  difficulty  or  weakness  in  the 
resolution,  or  the  practice  under  the  resolution  to  which  we  have  re- 
ferred, is  that  there  is  no  way  of  enforcing  it? 

Commissioner  McChord.  Yes,  sir. 

Senator  Cummins.  There  is  no  sanction,  in  other  words,  to  the 
arrangement?  It  could  be  disobeyed  at  pleasure  and  without 
penalty? 

Commissioner  McChord.  It  is  purely  voluntary. 

Senator  Cummins.  And  as  you  have  just  said,  it  is  too  much  to 
expect  of  human  nature  that  the  manager  of  a  particular  road  could, 
very  impartially  at  least,  determine  between  the  needs  of  the  public 
and  the  profit  of  his  own  company  ? 

Commissioner  McChord.  That  is  true. 

Senator  Cummins.  And  that  is  the  real  point  gained  by  Govern- 
ment operation,  is  it  not? 

Commissioner  McChord.  I  think  so. 

Senator  Cummins.  You  do  not  know  of  any  way  in  which  that 
weakness  can  be  removed  from  the  situation,  except  through  a  direct- 
ing power  whose  orders  must  be  obeyed  ? 

Commissioner  McChord.  The  strong  arm  of  the  Government. 

Senator  Cummins.  In  all  this  it  must  be  understood  that  I  think 
the  railways  have  made  great  improvement  in  the  movement  of  traffic, 
and  I  do  not  want  to  be  regarded  as  disparaging  the  railway  man- 
agement 

Commissioner  McChord.  Nor  do  I. 

Senator  Cummins.  But  there  is  a  weakness  in  it  that  can  not  be 
removed  in  any  way  but  the  way  you  have  suggested  in  your  recom- 
mendation? 

Commissioner  McChord.  That  is  ray  idea.  However  sincere,  how- 
ever earnest  the  managers  of  these  railways  may  want  to  carry  out 
its  policy,  yet  if  one  of  them  finds  his  competitor  is  not  living  up  to 
the  same  thing  he  is  not  going  to  do  it. 

Senator  Cummins.  In  the  questions  I  am  about  to  ask  you  I  want 
you  to  feel  at  perfect  liberty  to  decline  to  answer  any  one  that  you 
think  trenches  upon  the  properties  of  one  who  holds  your  position. 
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Senator  Keijlogg.  May  I  ask,  Senator  Cummins,  if  you  are  going 
on  with  an  entirely  new  subject  now  ? 

Senator  Cummins.  Just  very  briefly.  I  will  leave  it  in  a  short 
while.  The  Government  has  taken  over  all  these  properties,  and  if 
we  have  a  Constitution  left,  and  I  think  we  have,  the  Government  is 
bound  to  pay  for  the  use  of  it  during  the  period  that  it  remains  in 
occupation  and  operation,  and  it  must  pay,  I  take  it,  under  the  Con- 
stitution, a  just  compensation  for  the  use  of  the  property.  Will  you 
give  us  some  idea  of  the  stage  to  which  the  commission  has  arrived 
in  the  valuation  of  the  railway  properties  in  the  United  States? 

Commissioner  McChord.  Well,  it  is  pretty  had  to  say,  Senator. 
We  are  gathering  quantities,  and  have  been  for  several  years,  and 
the  estimate  that  has  been  made  by  our  director,  and  from  what  we 
could  see  of  it,  is  that  by  1920  or  1921,  at  least,  we  will  be  through 
with  it. 

I  am  reminded  that  the  inventory  work  is  very  rapidly  approach- 
ing completion,  and  that  our  director  says  that  under  stress  it  could 
be  crowded  to  the  extent  of  completing  it  within  12  months.  That 
does  not  include  pricing,  of  course. 

Senator  Cummins.  In  carrying  on  the  work  of  valuation,  there  is 
accompanying  it  a  vast  amount  of  other  work  which  it  was  necessary 
for  the  commission  to  do,  I  take  it — work  which  may  be  lessened 
under  the  existing  condition.  How  soon  do  you  think  the  commis- 
sion, by  devoting  its  energies,  all  the  energy  it  can  command,  to  the 
valuation  of  the  properties,  will  be  able  to  give  that  valuation? 

Commissioner  McChord.  Well,  I  do  not  know.  If  we  can  get  the 
field  work  finished  the  commission  ought  to  be  able  to  thrash  all 
these  cases  out  and  decide  them  in  the  year  following.  But  we  are 
not  going  to  wait  on  that,  because  they  are  going  on  now,  and  cases 
are  being  set  down  for  final  hearing  now. 

Senator  Cummins.  Assuming  that  the  Government  continues  the 
operation  of  the  railways,  well,  during  the  war — none  of  us  can  tell, 
of  course,  when  it  will  end — the  Director  General,  under  the  procla- 
mation of  the  President,  will,  I  assume,  fix  the  rate  of  transporta- 
tion ultimately,  and  will  relieve  the  commission  of  a  very  great 
amount  of  its  work? 

Commissioner  McChord.  I  do  not  understand  that  it  will  result  in 
that,  Senator. 

Senator  Cummins.  That  is  a  mere  conjecture.  I  do  not  know.  I 
would  assume,  though,  that  the  director  of  the  railroads  would  in  the 
first  instance  fix  rates,  if  any  were  to  be  fixed,  and  that  the  restrictions 
which  are  now  put  upon  the  railway  companies  in  an  initiative  way 
will  be  removed. 

Commissioner  McChord.  I  do  not  understand  the  proclamation  in- 
cludes that. 

Senator  Cummins.  As  I  remember,  the  proclamation  said,  in  effect, 
that  the  Constitution  of  the  United  States  and  the  various  States,  and 
the  laws  of  both,  and  the  orders  of  the  Interstate  Commerce  Commis- 
sion, would  remain  in  force  until  changed  by  the  Director  General. 
Do  you  not  remember  some  such  provision  as  that  in  the  proclama- 
tion? 

Commissioner  McChord.  I  do  not  know  to  what  extent. 

Senator  Watson.  Have  you  a  copy  of  the  proclamation? 
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Senator  LaFollette.  You  do  not  mean  that  the  Director  General 
would  wipe  out  what  is  left  of  the  Constitution,  do  you  ? 

Senator  Cummins.  Oh,  no. 

Senator  Watson.  That  is  what  your  question  was. 

Senator  Cummins.  If  you  have  the  proclamation  there  I  would  be 
glad  to  refer  to  it.  I  am  not  saying  this  in  a  facetious  way,  because 
I  am^iot  able  to  perceive  any  other  plan. 

Commissioner  McChord  (reading) : 

Until  and  except  so  far  as  said  director  shall  from  time  to  time  otherwise 
by  general  or  special  orders  determine,  such  systems  of  transportation  shall 
remain  subject  to  all  existing  statutes  and  orders  of  the  Interstate  Commerce 
Commission,  and  to  all  statutes  and  orders  of  regulating  commissions  of  the 
Tarious  States,  in  which  said  systems  or  any  part  thereof  may  be  situated.  But 
any  orders,  general  or  special,  hereafter  made  by  said  director  shall  have  par- 
amount authority  and  be  obeyed  as  such. 

Senator  Cummins.  I  find  I  have  put  into  my  question  the  Consti- 
tution, but  I  do  not  see  any  particular  immunity  the  Constitution  has, 
if  the  statutes  of  the  United  States  and  of  the  several  States,  and 
the  orders  of  the  commission  may  be  set  aside,  and  I  am  only  men- 
tioning it  to  indicate  that  the  Interstate  Commerce  Commission  may 
be  able  to  devote  more  time,  more  energy  to  the  work  of  valuation 
than  it  could  possibly  do  in  connection  with  the  jurisdiction  which 
it  has  heretofore  exercised. 

Commissioner  McChord.  Yes ;  we  can  only  try  those  cases  as  fast 
as  the  quantities  are  gathered  and  sent  up  to  us.  Of  course,  rate- 
making  men  can  not  go  out  and  gather  those,  but  the  commission  has 
divided  its  work  down  to  the  point  where  as  fast  as  these  quantities 
are  gathered  and  cases  are  made  up  and  come  to  us  wTe  can  determine 
them.  I  think  in  the  new  arrangement  that  we  have  for  expediting 
the  preliminary  work  of  valuation  we  should  be  able  to  proceed  much 
faster  with  it. 

Senator  Cummins.  But  in  a  year  or  two,  at  any  rate,  we  will  be 
able  to  learn  the  valuation  of  these  several  railway  properties,  as 
determined  by  the  Interstate  Commerce  Commission? 

Commissioner  McChord.  Whether  wre  will  get  them  all  valued 
within  that  time  or  not  is  mere  guess,  and  I  think  in  view  of  the 
present  status  it  would  be  the  duty  of  the  commission  to  expedite  that 
as  speedily  as  it  can  be  done  and  get  the  valuations  made. 

Senator  Cummins.  And  with  that  work  so  well  in  hand  and  so  far 
advanced  it  will  not  be  long  before  the  Interstate  Commerce  Commis- 
sion, sitting  as  a  judicial  body  or  as  a  semijudicial  body,  could  deter- 
mine what  is  a  fair  valuation  of  the  use  of  this  property  pending  the 
war,  if  it  lasts  so  long. 

Commissioner  McChord.  Well,  we  might  hope  so,  Senator,  but  of 
course  we  have  about  260,000  miles  of  railroad,  and  we  should  hope 
to  be  able  to  make  good  the  directors'  estimate  of  it  and  have  it  out 
by  1920  or  1921. 

Senator  Cummins.  The  Interstate  Commerce  Commission,  with 
the  information  it  has,  and  with  the  work  it  has  done  upon  valuation, 
could  determine  the  value  of  the  use  of  the  property  much  more 
quickly  and  certainly  than  any  other  tribunal  that  could  now  be 
created  or  organized,  could  it  not  ? 

Commissioner  McChord.  We  ought  to;  yes,  sir;  we  ought  to  be 
able  to  do  that. 

43202—18 8 
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Senator  Cummins.  And,  of  course,  you  recognize  that  inasmuch  as 
the  railways  have  recently  been  taken  over  and  will  remain  undoubt- 
edly during  the  war  in  the  possession  of  the  Government^  that  the 
great  question  which  remains  to  be  settled  is  the  compensation  which 
shall  be  paid  for  the  use  of  the  property  while  the  Government  has  it? 

Commissioner  McChord.  Yes,  sir. 

Senator  Cummins.  That  is  all  I  care  to  ask.  ^^» 

Senator  Kellogg.  Mr.  McChord,  I  would  like  to  return  to  this 
question  of  the  coordinating  of  the  railroads.  I  take  it  from  your 
testimony  that  what  you  mean  is  that  the  railroads  failed  to  coordi- 
nate all  their  properties,  including  equipment,  and  failed  in  dividing 
ap  traffic  or  routing  traffic  over  lines  less  congested ;  is  that  true? 

Commissioner  McChord.  Yes,  sir;  I  am  of  that  opinion. 

Senator  Kellogg.  Now,  in  that  coordination,  did  I  understand 
you  to  mean  that  they  should  have  used  their  equipment  as  though 
practically  all  the  railroads  in  the  United  States  were  one  single 
road  ?  * 

Commissioner  McChord.  I  thought  that  was  what  they  had  agreed 
to  and  what  they  intended. 

Senator  Kellogg.  That  would  require  the  power  to  take  the  equip- 
ment off  one  road,  such  as  engines,  which  are  essential  to  the  line 
and  use  them  on  another? 

Commissioner  McChord.  Yes,  sir. 

Senator  Kellogg.  Cars,  to  a  greater  or  lesser  extent,  travel  off  the 
roads,  but  to  a  large  extent  they  are  local,  is  that  not  true? 

Commissioner  McChord.  Why,  yes,  sir;  to  a  large  extent,  but  you 
find  a  great  many  railroads  that  have  less  than  50  per  cent  of  their 
own  cars. 

Senator  Kellogg.  That  is  quite  true.  Now  it  also  necessitates,  as 
you  stated,  I  think,  in  substance,  that  if  a  railroad  turns  away,  or  if 
this  committee  should  take  traffic  from  one  road  to  a  line  less  con- 
gested, some  arrangement  of  division  of  earnings  or  compensation  to 
the  line  injured,  does  it  not? 

Commissioner  McChord.  Under  their  contracts  with  each  other, 
or  agreement  with  each  other,  I  had  assumed  that  went  without  say- 
ing. 

Senator  Kellogg.  But  they  would  have  to  do  that,  would  they  not? 

Commissioner  McChord.  They  would  have  to  get  less.  The  line 
that  did  not  get  the  full  haul,  that  got  the  short  haul;  would  have 
gotten  less  than  it  would  have  if  it  had  taken  the  entire  length  of 
the  haul. 

Senator  Kellogg.  They  would  have  to  make  compensation  to  each 
other  ? 

Commissioner  McChord.  Yes,  sir ;  they  would  have  to  have  traffic 
arrangements. 

Senator  Kellogg.  Now  to  a  greater  or  lesser  exent,  commencing 
with  the  time  you  took  hold  of  it,  the  railroads  gradually  went  into 
that  system,  did  they  not? 

Commissioner  McChord.  Yes. 

Senator  Kellogg.  They  went  rather  slowly  at  first,  did  they  not? 

Commissioner  McChord.  Yes. 

Senator  Kellogg.  Now  is  it  not  quite  likely  that  the  fact  that  those 
roads  had  under  the  law  been  required  for  many  years  to  operate  as 


GOVEBNMENT  CONTROL  AND  OPERATION  OF  RAILROADS.       118 

separate  units  and  as  competitive  units,  rather  than  one  system  pooled 
in  the  whole  United  States,  had  something  to  do  with  the  slowness 
with  which  that  was  inaugurated? 

Commissioner  McChord.  That  is  possibly  true  to  a  certain  extent, 
but  the  Interstate  Commerce  Commission  gave  them  all  the  encour- 
agement that  was  possible  in  order  to  do  that  thing,  because  the 
commission  put  one  of  its  members  on  the  board  ex  "  officio,"  and  to 
that  extent  if  we  had  any  power  to  consent  to  it,  we  did  so. 

Senator  Kellogg.  Did  the  Attorney  General  approve  that  ? 

Commissioner  McChord.  We  did  not  ask  him. 

Senator  Kellogg.  Now,  under  section  5  of  the  interstate  com- 
merce act  it  provides — and  I  would  like  to  call  your  attention  to  it — 

That  it  shall  be  unlawful  for  any  common  carrier  subject  to  the  provisions 
of  this  act,  to  enter  into  any  contract  or  agreement  or  combination  with  any 
other  common  carrier  or  carriers  for  a  pooling  of  freight  of  different  and 
competing  railroads,  or  to  divide  between  them  the  aggregate  or  net  pro- 
ceedings of  the  earnings  of  said  railroads,  or  any  portion  thereof;  and  in  any 
case  of  agreement  for  the  pooling  of  freight  as  aforesaid,  each  day  of  Its 
continuance  shall  be  deemed  a  separate  offense. 

Commissioner  McChord.  That  was  not  the  case  here,  as  I  under- 
stand it,  not  to  pool  their  earnings,  but  to  pool  their  facilities  and 
equipment,  and  whether  they  lost  or  whether  they  won. 

Senator  Kellogg.  Well,  they  would  have  to  pool  their  freight,  to 
a  certain  extent,  would  they  not  ? 

Commissioner  McChord.  I  do  not  understand  so. 

Senator  Kellogg.  You  believe  it  would  be  entirely  legal,  under 
that,  to  divide  up  freight  between  the  lines  receiving  more  than  was 
reasonable  to  give  it  to  a  line  receiving  less? 

Commissioner  McChord.  I  do  not  say  that,  but  I  do  say  if  freight 
started  on  a  certain  line  from  point  A  to  point  B,  that  was  going  by 
a  certain  route,  that  is  at  a  certain  rate,  that  if  they  found  at  some 
point  it  could  go  by  a  shorter  route  and  ^et  there  sooner,  I  say  that 
under  their  agreement  they  ought  to  take  it  there  by  the  short  route, 
and  the  line  that  it  started  on,  that  was  to  get  the  long  haul,  to  that 
extent,  would  be  deprived  of  whatever  the  shorter  line  was  entitled  to. 

Sjenator  Kellogg.  But  to  a  greater  or  lesser  extent,  they  have  to 
arbitrarily  route  freight  off  of  a  congested  line  and  onto  a  line  not 
congested  ? 

Commissioner  McChord.  Undoubtedly  so. 

Senator  Kellogg.  And  in  some  cases  they  might  have  to  make 
compensation  to  a  line  where  the  freight  had  been  diverted  from  it, 
had  Deen  routed,  in  order  to  do  justice  between  them,  would  they  not? 

Senator  Cummins.  I  would  like  to  suggest  to  you,  Senator  Kellogg, 
in  that  connection,  that  in  the  amendment  to  the  Interstate  Com- 
merce Commission  law  of  1910  there  was  put  in  a  provision  allow- 
ing the  shipper  to  route  his  freight  when  it  was  over  two  or  more 
lines. 

Senator  Kellogg.  Precisely. 

Commissioner  McChord.  They  could  have  come  to  the  Interstate 
Commerce  Commission  and  probably  gotten  release  from  that. 

Senator  Kellogg.  But  suppose  a  snipper  routed  his  freight  over  a 
congested  line,  and  the  committee  said  "  it  should  not  go  by  that 
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route;  we  are  going  to  route  it  somewhere  else."  There  might  be 
some  question  about  the  legality  of  it. 

Commissioner  McCiiord.  That  is  undoubtedly  so,  but  necessity 
makes  law. 

Senator  Kellogg.  That  is  what  I  am  coming  to.  Is  it  not  a  fact 
that  when  war  broke  out  and  they  thought  the  Government  would 
stand  behind  them,  they  rapidly  changed  their  system  of  doing 
business  ? 

Commissioner  McChord.  Well,  I  do  not  know  about  that;  I  do 
not  know  whether  they  got  that  assurance.  As  I  say,  the  Interstate 
Commerce  Commission  gave  them  all  the  assurance  we  could  give, 
and  as  I  understand  it,  under  the  last  proclamation,  they  said  they 
were  protected  under  either  the  preference  or  the  fuel  bills. 

Senator  Kellogg.  Yesj  the  preference  bill  provides — I  was  going 
to  call  your  attention  to  it : 

And  during  the  continuance  of  the  war  in  which  the  United  States  is  now 
engaged,  the  President  is  authorized,  if  he  finds  it  necessary  for  the  national 
defense  and  security,  to  direct  that  such  traffic  or  such  shipments  of  commodi- 
ties as,  In  his  judgment  may  be  essential  to  the  national  defense  and  security, 
have  preference  or  priority  in  transportation  by  any  common  carrier  by  rail- 
road, water,  or  otherwise. 

That  is  the  one  you  refer  to? 

Commissioner  McChord.  Yes. 

Senator  Kellogg.  The  question,  I  suppose,  would  naturally  arise 
whether  that  was  broad  enough  to  authorize  the  carriers  to  practical- 
ly consolidate  all  their  roads  and  direct  the  routing  of  traffic  as  they 
saw  fit.  I  do  not  know  whether  they  had  any  doubt  about  that  or 
not. 

Commissioner  McChord.  I  do  not  know,  but  my  recollection  is 
that  when  they  made  that  statement  or  when  they  issued  this  last 
proclamation,  they  said  they  did  not  have  any  doubt. 

Senator  Kellogg.  That  is,  they  stated  in  their  last  statement  put 
out  after  this  committee  was  formed  in  Pittsburgh,  that  they  were 
not  doing  anything  in  violation  of  law  ? 

Commissioner  McChord.  Yes. 

Senator  Kellogg.  They  would  naturally  state  that,  would  they 
not? 

Commissioner  McChord.  They  went  farther  than  that,  and  said 
what  they  ordered  the  committee  over  there  to  do  was  not  in  viola- 
tion of  law. 

Senator  Kellogg.  Well,  if  that  law  gave  the  President  that  power, 
then  he  had  all  the  power  necessary  without  taking  over  the  rail- 
roads, had  he  not? 

Commissioner  McChord.  I  do  not  think  so.  I  do  not  think  that 
statute  did  away  with  the  pooling,  the  antitrust  and  interstate  com- 
merce acts.    I  do  not  think  it  did  that. 

Senator  Kellogg.  And  you  believe  so  far  as  the  operation  of  the 
roads  is  concerned,  at  least  during  the  war,  those  acts  should  be  done 
away  with? 

Commissioner  McChord.  I  think  that  anything  should  be  done  to 
get  the  freight  movement  started. 

Senator  Kellogg.  I  am  asking  you  specifically  if  you  think  those 
acts  were  obstacles  to  the  efficient  operation  of  the  roads. 

Commissioner  McChord.  I  do  not  think  so.  I  do  not  think  anti- 
pooling  was.    They  could  operate  without  that. 
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Senator  Kellogg.  In  other  words,  they  could  operate — they  could 
operate  the  entire  system  of  the  United  States  as  one  system? 

Commissioner  McChord.  Yes,  sir. 

Senator  Kellogg.  The  Union  and  Southern  Pacific  roads  as  one 
system? 

Commissioner  McChord.  Yes,  sir;  just  as  much  so  as  one  line 
with  a  dozen  branches. 

Senator  Kellogg.  Then  so  far  as  the  law  applied  to  railroads,  it 
does  not  amount  to  much,  or  do  you  mean  do  it  under  the  war 
power? 

Commissioner  McChord.  I  mean  do  it  under  the  war  power. 
Xow,  Senator,  do  not  understand  me  to  say  that  these  gentlemen  who 
operate  these  railroads  have  not  tried,  for  they  have,  but  as  I  read 
from  the  statement  of  this  railroad  president,  and  as  is  well  known, 
the  individual  corporate  interests  of  each  traffic  manager  entered 
into  the  equation  and  they  could  not  get  away  from  the  second 
nature. 

Senator  Kellogg.  Very  naturally,  I  suppose? 

Commissioner  McChord.  Very  much  so.  Take,  for  instance,  one 
railroad  competitor  of  another.  It  might  want  to  do  everything  it 
should  do,  but  if  its  competitor  does  not  live  up  to  it,  it  is  an  in- 
justice to  its  stockholders  to  live  up  to  an  agreement  when  the  com- 
petition fails  to  do  likewise. 

Senator  Kellogg.  That  is,  you  consider  the  efficient  way  to  handle 
the  roads,  with  this  enormous  burden  of  traffic,  is  to  operate  them  as 
one  system? 

Commissioner  McChord.  Undoubtedly  so. 
.  Senator  Kellogg.  Why  is  it  not  then  the  thing  to  do  in  times  of 
peace  ? 

Commissioner  McChord.  The  roads  never  in  times  of  peace  have 
been  crowded  as  they  are  now,  and  in  addition  to  that,  these  things 
must  go  on.  The  traffic  of  this  country  must  go  on,  not  only  as  to 
war  materials,  but  you  want  to  keep  up  the  industries  of  the  country, 
in  order  that  we  may  earn  the  money  here  with  which  to  carry  the 
war  on. 

Senator  Kellogg.  What  I  wish  to  get  at  is,  if  economy  and 
efficiency  is  procured  in  time  of  war,  wnen  we  need  this  enormous 
traffic  by  community  of  operation,  would  it  not  be  equally  procured 
in  timfe  of  peace? 

Commissioner  McChord.  Yes,  sir;  but  economy  and  efficiency  is  a 
second  proposition  here.  The  first  proposition  is  to  carry  the  freight, 
and  then  it  there  are  any  economies,  put  them  in. 

Senator  Kellogg.  Well,  efficiency^  leaving  out  economy — if  effi- 
ciency can  be  obtained  by  community  of  operation,  it  can  be  ob- 
tained by  community  of  operation  in  peace  times,  can  it  not  ? 

Commissioner  McChord.  That  is  undoubtedly  so. 

Senator  Kellogg.  You  said  something  about  lack  of  equipment. 

Commissioner  McChord.  I  said  I  thought  they  had  sufficient  equip- 
ment. They  have  2,600,000  railroad  owned  cars,  but  I  doubted 
whether  they  had  a  sufficient  number  of  engines. 

Senator  Kellogg.  I  think  I  saw  by  your  report  to  Congress  that 
from  1907  to  1916,  the  railroads  had  a  sufficient  or  perhaps  an  excess 
of  equipment.  Do  you  understand  during  that  time  they  had  suf- 
ficient equipment,  from  1907  to  1916? 


116       GOVERNMENT  CONTROL  AND  OPERATION   OF  RAILROADS. 

Commissioner  McChord.  Yes,  sir;  I  think  so. 

Senator  Kellogg.  And  it  is,  I  suppose,  difficult  for  them  to  pur- 
chase equipment  now? 

Commissioner  McChord.  Oh,  no ;  they  can  not  do  that 

Senator  Kellogg.  They  can  not  get  them  built  at  the  shops,  can 
they? 

Commissioner  McChord.  No,  sir;  they  can  not  get  that  done. 

Senator  Kellogg.  Many  of  the  roads  do  not  want  the  money;  is 
that  not  it?  Some  have  money  to  buy  their  equipment  and  can 
not  buy  it? 

Commissioner  McChord.  Yes. 

Senator  Kellogg.  I  think  I  understood  you  to  say  that  the  most 
efficient  way  to  handle  the  business  of  the  country  was  to  allow  the 
business  to  take  its  ordinary  channels? 

Commissioner  McChord.  1  mean  in  the  operation  of  the  railroads. 

Senator  Kellogg.  And  not  make  any  priority  orders  at  all  unless 
there  is  absolute  necessity  for  it? 

Commissioner  McChord.  Unless  there  is  necessity;  oh,  yes,  sir. 

Senator  Kellogg.  That  is,*  the  fewer  the  priority  orders,  the  more 
efficient  the  operation  of  the  road  ? 

Commissioner  McChord.  Yes,  sir ;  I  think  so. 

Senator  Kellogg.  You  stated  in  your  separate  report  that  "  at  the 
present  time  there  are  several  Federal  agencies  authorized  by  law  to 
issue  orders  or  directions  with  respect  to  transportation,"  and  then, 
in  substance,  as  I  understand  it,  that  some  three  or  four  departments 
of  the  Government  were  separately  issuing  priority  orders.  Do  you 
know  to  what  extent  priority  orders  were  issued  ? 

Commissioner  McChord.  No,  sir ;  I  do  not.  I  know  it  occurred  to 
me  once,  or  to  the  commission,  that  we  should  have  a  conference  with 
Dr.  Garfield  and  Mr.  Hoover  and  Mr.  Lovett,  and  we  did  have  quite 
a  conference.  We  had  learned  that  there  was  some  conflict,  and 
that  some  of  the  Army  officers  were  issuing  priority  orders,  and  it 
was  our  thought  that  we  should  have  coordination  of  those  three 
legislative  boards,  and  that  they  should  know  what  the  other  was 
doing,  and  we  spent  one  whole  afternoon,  or  part  of  an  afternoon, 
but  nothing  came  of  it. 

Senator  Kellogg.  In  other  words,  the  War  Department,  the  Navy 
Department,  and  the  Shipping  Board,  and  the  Food  Administration, 
and  Judge  Lovett  were  all  issuing  priority  orders  of  that  kind  ? 

Commissioner  McChord.  That  is  my  understanding — some  sort  of 
orders ;  all  tinkering  with  transportation  in  interstate  commerce. 

Senator  Watson.  And  the  car-service  commission. 

Commissioner  McChord.  Yes. 

Senator  Kellogg.  And  necessarily  that  causes  delay  and  confusion. 

Commissioner  McChord.  I  should  take  it  so. 

Senator  Kellogg.  Do  you  not  understand  that  under  this  act  the 
power  existed  to  put  that  all  into  the  hands  of  one  director — the  act 
which  I  read  you  a  few  momentsago? 

Commissioner  McChord.  No,  sir ;  I  did  not  so  understand. 

Senator  Kellogg  (reading) : 

That  during  the  continuance  of  the  war  in  which  the  United  States  is  now 
engaged,  the  President  is  authorized,  if  he  finds  it  necessary  for  the  national 
defense  and  security,  to  direct  that  such  traffic  or  such  shipments  of  com- 
modities as  in  his  judgment  may  be  essential  to  the  national  defense  and 
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security  shall  have  preference  or  priority  in  transportation  by  any  common 
carrier  by  railroad,  water,  or  otherwise. 

Commissioner  McChord.  I  assumed  that  that  referred  to  war 
materials. 

Senator  Kellogg.  I  do  not  think  that  was  the  intention  of  Con- 
gress. I  think  the  intention  of  Congress  was  to  put  it  all  in  the 
hands  of  the  President.    Of  course,  I  can  only  speak  for  one. 

Commissioner  McChord.  Congress  went  a  little  farther  than  that 
and  passed  another  law  giving  him  power  to  take  them  all  overy 
under  which  he  acted. 

Senator  Kellogg.  However  that  may  be,  those  priority  orders 
should  all  have  been  in  the  hands  of  one  power? 

Commissioner  McChord.  I  do  not  know  about  that.  It  does  occur 
to  me  that  the  other  parties,  who  had  something  to  do  with  trans- 
portation, should  know  just  what  each  is  doing,  because  there  ought 
not  to  be  any  crossing  of  wires.  It  is  a  pretty  delicate  operation  to 
run  a  railroad  with  three  or  four  legislative  bodies  dealing  with  it. 

Senator  Kellogg.  Rather.  Now,  you  stated  that  you  found  when 
you  first  took  up  this  subject,  that  the  railroads  were  all  stealing  each 
other's  cars;  that  is,  these  cars  that  passed  from  one  line  to  another 
under  pressure  of  business. 

Commissioner  McChord.  During  the  Civil  War,  I  understand 
when  they  stole  horses  they  called  it  pressing  them  into  service. 

Senator  Kellogg.  The  railroad  company,  instead  of  returning  the 
car  when  empty,  would  keep  it  and  use  it  ? 

Commissioner  McChord.  Yes,  sir ;  and  in  self-defense. 

Senator  Kellogg.  And  that  was  going  on  to  a  great  extent  before 
the  war? 

Commissioner  McChord.  Yes,  sir ;  it  was  the  rule. 

Senator  Kellogg.  But  during  many  periods  of  congestion,  as  I 
remember  in  years  past,  that  has  gone  on  to  a  great  extent,  too. 

Commissioner  McChord.  Possibly  so. 

Senator  Kellogg.  On  the  subject  which  Senator  Cummins  asked 
you  about,  compensation  to  the  railroads,  have  you  considered  any 
plan  with  regard  to  that? 

Commissioner  McChord.  No;  I  have  not,  Senator,  nor  has  the 
commission.  I  take  it  the  time  will  come  when  the  commission  will 
probably  get  together  and  thrash  it  out,  and  may  have  a  plan ;  I  do 
not  know.  We  usually  do  things  that  way.  We  do  not  take  one 
commissioner's  judgment  about  the  thing.  We  want  the  united  wis- 
dom, if  there  is  any,  of  the  entire  commission. 

Senator  Kellogg.  That  is  one  of  the  most  important  questions  now 
confronting  the  country,  is  it  not? 

Commissioner  McChord.  Yes,  sir;  I  take  it  that  comes  under  the 
President's  address  to  CongresSj  and  for  that  reason  I  thought  we 
might  refrain  from  considering  it. 

Senator  Kellogg.  I  have  nothing  else  to  ask. 

Senator  Cummins.  There  is  one  point  I  wish  to  make  clear,  Mr. 
Commissioner.  If  I  understood  your  answers  correctly  on  this  sub- 
ject, they  were  to  this  effect :  That  in  1916-16  the  railway  equipment 
was  reasonably  sufficient  under  the  system  then  prevailing— that  is, 
of  individual  separate  corporations — and  that  the  present  equipment 
would  be  sufficient  for  use  under  a  unified  system  ? 
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Commissioner  McChobd.  Yes,  sir.  It  may  be,  and  I  think  it  is 
more  than  likely,  that  we  should  have  more  engines,  more  locomotive 
power,  but  as  to  cars,  I  think  we  have  sufficient. 

Senator  La  Follette.  Just  on  that  point,  would  it  be  possible  for 
you  to  furnish  the  committee  something  more  definite  in  regard  to 
motive  power  than  the  necessities  of  the  present  situation? 

Commissioner  McChobd.  I  will  try  to  do  that.  I  think  there  are 
about  68,000  engines.    I  will  try  to  get  some  data  on  that. 

Senator  La  Follette.  Will  you  add  that  when  you  come  to  revise 
your  testimony,  going  into  that  as  fully  as  you  are  able  to,  with  such 
information  as  you  have  acquired  in  the  meantime? 

Commissioner  McChobd.  Yes;  I  shall  be  glad  to  do  so.  I  would 
like  to  file  as  part  of  my  statement  Exhibit  E,  filed  with  the  car- 
service  report.  It  is  a  report  made  by  three  members  of  the  railroad 
committee  after  the  committee  was  taken  away  from  Washington, 
which  reviews  from  a  railroad  standpoint  just  what  happened.  It  is 
a  matter  of  three  pages. 

The  Acting  Chairman.  Without  objection,  that  will  be  inserted 
in  the  record. 

The  exhibit  referred  to  is  here  printed  in  full,  as  follows  : 

EXHIBIT  E. 

New  York,  January  11 ,  1917. 
Special  Report  of  Individual  Members  of  Commission  on  Gar  Service. 

To  the  members  of  the  executive  committee: 

It  is  well  established  that  the  observance  of  car  service  rules  with  respect  to  returning 
equipment  promptly  to  owners  has  in  the  past  been  to  a  great  extent  superseded  by 
use  or  appropriation  of  cars  by  individual  lines  governed  only  by  expediency.  A 
disregard  for  the  spirit  and  letter  of  the  rules  on  the  part  of  a  great  many  railroads  has 
gradually  led  to  an  unsatisfactory  observance  of  sucn  rules  in  so  far  as  they  relate  to 
the  railroads  collectively.  This  brought  about  a  condition  which  rendered  it  impos- 
sible for  some  of  the  roads  that  had  amply  provided  themselves  with  sufficient  equip- 
ment to  perform  their  obligations  to  the  shippers  directly  served  by  them  and  their 
duties  as  carriers  to  the  general  public. 

The  result  of  the  inability  or  indisposition  of  the  railroads  to  regulate  these  matters 
on  an  equitable  and  just  basis  was  reflected  by  considerable  discontent  and  numerous 
complaints  from  shippers  in  certain  localities.  Because  of  the  existing  situation  the 
Interstate  Commerce  Commission  considered  it  necessary  to  take  cognizance  of  the 
matter  and  institute  an  investigation  with  specific  reference  to  coal  cars,  but  it  was 
extended  to  include  all  classes  of  equipment.  This  investigation  was  initiated  by 
Commission  McChord  in  an  informal  manner  in  Louisville,  Ky.,  on  November  3, 
1916.  From  the  testimony  of  railway  officials  called  before  the  commissioner  and  from 
the  evidence  of  certain  shippers  he  felt  justified  in  requesting  the  chief  executives  of 
the  railroads  to  in  some  way  evolve  a  plan  by  which  the  existing  manifestly  unfair 
distribution  of  freight  equipment  might  be  promptly  corrected  and  its  recurrence 
prevented. 

In  the  midst  of  the  transpiring  of  these  events  the  fall  meeting  of  the  American 
Railway  Association  was  held  on  November  15,  1916,  in  New  York,  having  been 
transferred  from  Denver  because  of  the  serious  car  situation.  At  this  meeting  the 
association  adopted  by  resolution  certain  changes  in  car  service  and  per  diem  rules 
to  better  secure  the  use  of  equipment  by  car  owners,  providing  also  penalties  for  their 
enforcement  by  the  commission  on  car  service,  and  these  rules  were  subsequently 
ratified  by  letter  ballot  of  members  of  the  association. 

The  regular  meeting  of  the  American  Railway  Association  had  been  preceded  by  a 
conference  of  executives  which  had  informally  approved  the  action  confirmed  t>y 
the  association  on  November  15.  On  that  date  the  association  named  an  emergency 
committee  (for  a  short  time  known  as  the  conference  committee  on  car  efficiency) 
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to  act  with  Commissioner  McChord  at  Washington  in  dealing  with  the  situation. 
It  was  stated  at  that  time  by  the  president  of  the  association  that  very  arbitrary 
action  would  have  to  be  taken  by  this  committee  and  that  it  was  apparent  a  crisis 
had  been  reached  where  the  railways  would  have  to  demonstrate  their  ability  to 
properly  handle  their  own  affairs  or  some  other  body  would  do  it  for  them. 

This  special  committee,  with  the  then  existing  commission  on  car  service,  met 
Commissioner  McChord  at  Louisville,  at  which  time  the  commissioner  was  informed 
that  the  American  Railway  Association  had  delegated  full  authority  to  its  emergency 
committee  to  handle  the  car  interchange  question  and  to  cooperate  with  the  Inter- 
state Commerce  Commission  at  Washington  in  obtaining  reliable  information  and 
applying  the  proper  remedies.  The  members  of  the  emergency  committee  then 
took  up  the  work  at  Washington,  and  until  January  1,  1917,  prosecuted  it  in  close 
cooperation  with  the  Interstate  Commerce  Commission,  Mr.  F.  B.  Dow,  attorney  of 
that  commission,  sitting  constantly  with  the  railway  committee.  Through  Mr.  Dow, 
Mr.  McChord  and  the  other  commissioners  were  kept  informed  of  the  details  of  the 
work. 

One  of  the  first  accomplishments  was  a  joint  conference  between  a  representative 
of  the  Interstate  Commerce  Commission,  representatives  of  the  shippers,  and  the 
emergency  committee,  which  resulted  in  the  approval  by  the  Interstate  Commerce 
Commission  of  the  filing  of  tariffs,  effective  on  short  notice,  providing  for  progressive 
demurrage,  and,  by  the  substantial  increase  in  demurrage  rates  thus  secured,  delay 
to  care  at  destination  will  be  materially  reduced.  During  the  deliberations  on  this 
very  important  matter  the  question  of  an  increase  in  the  per  diem  rate  was  brought 
up,  and  it  was  clearly  evident  that  the  powers  possessed  by  the  emergency  committee, 
which  were  subordinated  to  those  of  the  commission  on  car  service,  were  unsatis- 
factory to  the  Interstate  Commerce  Commission.  Approval  by  that  commission  of 
the  higher  demurrage  had  been  predicated  upon  improved  car  distribution  as  between 
the  railways  and  upon  an  imposition  of  a  much  higher  per  diem  rate.  As  there  was 
considerable  difficulty  and  delay  in  securing  approval  of  the  increase  in  per  diem 
from  45  cents  to  75  cents,  the  situation  was  brought  to  the  attention  of  the  executive 
committee,  which  committee  was  impressed  with  the  necessity  of  investing  the 
emergency  committee  with  increased  powers  and  greater  initiative.  The  executive 
committee  consequently  abolished  the  special  emergency  committee  and  recon- 
stituted the  commission  on  car  service,  which  then  became  the  cooperative  committee 
working  with  the  Interstate  Commerce  Commission  at  Washington.  The  only  change 
in  personnel  between  this  committee  and  the  former  emergency  committee  was  in 
the  chairman,  who  was  the  chairman  of  the  former  commission  on  car  service. 

This  reconstituted  commission  on  car  service  resumed  its  activities  and  by  co- 
operation with  the  Interstate  Commerce  Commission  brought  about  a  conference 
between  the  representatives  of  the  shippers  and  railway  traffic  officials  with  a  view  of 
establishing  reconsignment  tariffs  that  would  eliminate  well  known  and  long  continued 
abuse  of  this  privilege.  The  final  recommendations  of  the  carriers  have  been  filed 
with  the  commission,  which  will  submit  them  to  shippers,  and  this  question  is  still  a 
pending  one  between  the  commission  on  car  service  and  the  Interstate  Commerce 
Commission. 

The  commission  on  car  service  also  succeeded  in  bringing  about  a  uniform  agree- 
ment between  Atlantic  and  Gulf  ports  as  to  reduction  in  free  time  at  seaboard .  It  has 
not  been  thought  expedient  to  request  the  Interstate  Commerce  Commission  to  approve 
the  filing  of  tariffs  embracing  these  reductions  to  go  into  effect  upon  less  than  statutory 
notice,  but  these  tariffs  will  be  filed  in  the  usual  manner. 

Concurrent  with  these  events  the  commission  on  car  service  obtained  from  the  rail- 
roads weekly  reports  showing  comparisons  between  cars  on  line  and  cars  owned,  car 
accumulation  reports,  status  of  embargoes,  reports  of  car  interchanges,  and  other  data 
bearing  on  excess  equipment,  its  location,  physical  condition  and  employment. 
Predicated  on  these  statements  the  commission  on  car  service  issued  divers  requests 
directing  the  readjustment  of  equipment  as  between  the  carriers. 

Also  associated  with  these  activities  the  commission  on  car  service  performed  its 
duty  to  the  American  Railway  Association  as  outlined  in  the  per  diem  and  car  service 
rules.  It  endeavored  to  make  its  activities  conservative  but  effective  through  the 
establishment  of  agencies  from  which  could  be  obtained  first-hand  knowledge  as  to 
conditions  existing  on  certain  railways  which  appeared  from  the  reports  to  be  abnormal. 

It  was  found  that  the  Interstate  Commerce  Commission  had  in  the  field  inspectors 
who  were  reporting  directly  to  that  commission  on  cases  of  car  abuse,  and  as  the  com- 
mission on  car  service  also  had  inspectors  at  work,  special  arrangements  were  made  by 
which  the  inspectors  of  the  Interstate  Commerce  Commission  and  those  of  the  American 
Railway  Association  might  work  in  harmony  for  the  common  good. 
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Many  complaints  reaching  the  Interstate  Commerce  Commission  by  mail  and  tele- 
graph from  shippers  and  from  individual  railways  were  turned  over  to  the  commission 
on  car  service  for  investigation;  it  was  possible  to  show  the  Interstate  Commerce  Com- 
mission that  many  of  these  complaints  were  unfounded  and  that  car  abuse  was  in  some 
cases  apparent  only,  and  it  is  gratifying  to  note  that  through  the  activities  of  the 
commission  on  car  service  there  was  a  marked  decrease  in  the  number  of  such  com- 
plaints received.  The  Interstate  Commerce  Commission  was  freely  furnished  with 
statistics  of  car  location,  car  accumulations  and  car  interchanges,  which  were  avail- 
able from  special  reports  made  by  the  carriers  to  the  commission  on  car  service. 

In  connection  with  the  work  of  car  distribution,  representatives  of  individual  car- 
riers appeared  on  request  before  the  commission  on  car  service,  which  went  over  their 
local  situations  in  detail  and  impressed  upon  them  the  necessity  of  giving  their  whole 
support  to  the  work  of  redistributing  the  cars  to  sections  where  most  needed,  regard- 
less of  their  traffic  conditions.  It  was  found  necessary  in  many  of  these  cases  to  dis- 
pose of  countless  reasons  advanced  why  the  desired  help  could  not  be  extended,  and 
m  nearly  every  instance  promises  were  secured  that  the  individual  carrier  would 
give  its  earnest  cooperation.  Close  attention  was  given  to  the  situation  at  large  cities 
where  cars  had  accumulated  under  load  and  the  formation  of  local  committees  was 
secured  to  adjust  such  situations  as  well  as  to  improve  conditions  at  seaports  where 
a  large  number  of  cars  were  being  held. 

In  the  matter  of  car  relocation,  the  commission  on  car  service  faced  a  very  difficult 
problem.  Because  of  the  unusual  drift  of  traffic,  as  well  as  the  past  neglect  of  the 
carriers  themselves  to  strictly  observe  car  service  rules,  the  equipment  had  been 
badly  scattered,  the  excess  of  open  top  equipment  being  largely  in  the  west  and  the 
excess  of  box  car  equipment  principally  in  New  England  and  the  east.  On  account 
of  the  shortage  of  coal  cars  threatening  a  fuel  famine,  Commissioner  McChord  had 
already  notified  the  roads  to  return  open  top  cars,  and  one  of  the  first  acts  of  the 
commission  on  car  service  was  to  issue  its  own  request  to  the  carriers  in  confirmation 
of  the  notice  of  the  commissioner.  Because  of  threatened  serious  loss  to  the  fruit 
industry,  the  commission  on  car  service  issued  a  similar  request  to  return  fruit  re- 
frigerator cars  to  home  territory. 

The  diversion  penalty  on  freight  cars  was  adopted  by  a  large  majority  vote  of  mem- 
bers of  the  American  Railway  Association,  but  it  was  found  expedient  to  postpone 
its  effective  date  until  January  1  so  that  the  commission  on  car  service  might  nave 
time  to  comprehensively  analyze  from  current  reports  the  existing  situation. 

As  the  commission  on  car  service,  in  confirmation  of  the  notice  of  Commissioner 
McChord,  had  already  requested  the  return  of  open  top  cars  to  owners  and  had  also 
made  a  similar  request  with  respect  to  refrigerator  cars,  there  were  no  grounds  for 
further  postponing  the  diversion  penalty  as  to  such  classes  of  equipment,  and  this 
penalty,  by  rule  of  the  association,  went  into  effect  January  1,  1917.  The  commis- 
sion on  car  service  feels  that  it  should  materially  aid  in  accomplishing  the  result 
desired  by  the  Interstate  Commerce  Commission  in  readjusting  the  open  car  situation. 

In  dealing  with  the  box  car  situation,  the  commission  on  car  service  gave  careful 
consideration  to  the -means  that  might  accomplish  the  desired  result  in  the  shortest 
space  of  time.  It  would  have  been  possible  to  have  issued  an  order  similar  to  that 
covering  open  top  and  refrigerator  cars  and  require  the  return  of  box  car  equipment 
to  owners,  not  suspending  the  diversion  penalty  as  to  such  equipment.  The  box 
car  equipment,  however,  was  very  widely  scattered  as  to  ownership,  some  lines  hav- 
ing as  low  as  one-tenth  of  home  box  cars  on  home  rails.  Under  these  conditions  the 
imposition  of  the  diversion  penalty  would  have  imposed  such  a  degree  of  car  ineffi- 
ciency through  restricting  the  available  car  supply  as  to  seriously  increase  the  exist- 
ing car  shortage.  Under  such  an  order  also  the  only  equipment  which  would  be 
available  to  move  to  western  and  southern  roads  would  be  their  own  care,  many  of 
which  were  tied  up  under  load  or  were  upon  the  lines  of  their  immediate  neighbors 
in  the  same  territory  or  upon  roads  which  did  not  have  an  excess  of  box  car  equip- 
ment above  ownership.  An  attempt  was,  therefore,  made  to  shift  box  cars  in  large 
lots  without  regard  to  ownership,  first  getting  the  excess  of  such  equipment  out  of 
New  England  territory  and  requiring  lines  between  (  hicago  and  New  York  to  deliver 
a  specified  excess  of  box  cars  to  western  and  southern  roads.  Had  the  commission  on 
car  service  received  the  immediate  assistance  of  every  one  of  these  lines,  as  it  had  a 
right  to  expect,  and  if  these  lines  had  shown  a  disposition  to  make  some  sacrifice  oi 
their  own  interests  to  help  die  deficiency  roads,  many  of  which  were  in  a  really  des- 
perate condition,  this  policy  would  have  resulted  at  once  in  a  large  redistribution  of 
the  box  car  equipment.  Some  of  the  roads  have  cooperated  to  a  large  extent,  some 
have  done  something  in  the  desired  direction  and  some  have  done  very  little.  The 
commission  on  car  service  can  not  feel  any  responsibility  for  the  failure  of  such  roads. 
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members  of  the  American  Railway  Association,  for  not  doing  their  share  in  meeting 
the  situation  with  which  the  railways  as  a  whole  are  confronted.  The  undersigned 
members  of  the  commission  on  car  service  feel  that  in  adopting  their  policy,  both 
as  to  open  top  and  box  car  equipment,  they  were  acting  in  accordance  with  their 
best  judgment  and  with  the  sole  desire  of  securing  a  readjustment  of  these  cars  so 
that  the  car  owners  might  receive  as  promptly  as  possible  the  number  of  cara  they 
normally  have  on  their  lines. 

Because  of  complaints  which  were,  coming  to  it,  the  Interstate  Commerce  Com- 
mission called  a  formal  hearing  December  28,  at  which  the  roads  were  required  to 
show  cause  why  certain  mandatory  orders  should  not  be  issued  by  that  body.  While 
differences  of  opinion  were  expressed,  the  railways  were  practically  unanimous 
in  the  belief  that  such  an  order,  carrying  with  it  the  statutory  fine  of  $5,000  for  each 
violation  of  a  specific  order  of  the  Interstate  Commerce  Commission,  would  be  entirely 
too  drastic  and  would  seriously  confuse  the  situation  and  make  a  bad  matter  worse. 
The  opinion  of  the  commission  on  car  service  was  presented  to  the  Interstate  Com- 
merce Commission  in  part  as  follows: 

*****  certain  salient  facts  stand  out  as  reasons  for  expecting  the  more  prompt 
movement  of  cars  in  the  future;  namely,  the  increased  per  diem;  progressive  demur- 
rage; and  diversion  penalty,  and  that  by  reason  of  emergency  relocations  of  equip- 
ment, certain  car  service  rules  have  not  been  made  applicable,  and  that  in  the  judg- 
ment of  the  commission  on  car  service,  no  code  of  rules  could  be  prescribed  by  the 
interstate  Commerce  Commission  applicable  to  all  of  the  railroads  which  would 
properly  improve  the  immediate  situation;  that  it  was  the  purpose  of  the  American 
Railway  Association  through  the  commission  on  car  service  to  continue  the  constant 
supervision  of  the  car  service  practices  throughout  the  country,  and  to  develop  fur- 
ther experience,  devoting  itself,  specially,  at  all  times  to  extraordinary  effort  to 
relieve  conspicuous  congestions  and  shortages  which  interfere  with  the  largest  measure 
of  car  efficiency,  asking  respectfully  that  the  proposed  order  be  held" in  abeyance 
by  the  Interstate  Commerce  Commission  at  least  until  March  1,  at  which  time  a  report 
could  be  made  of  experience  under  the  new  rules  and  present  practices  and  a  foun- 
dation laid  for  more  intelligent  disposition  of  the  question  on  a  permanent  basis." 

Following  this  meeting  the  commission  on  car  service  was  instructed  by  the  execu- 
tive committe  to  move  its  headquarters  to  New  York,  and  at  its  first  meeting  at  that 
point  was  verbally  notified  by  the  general  secretary  that  its  activities  should  be 
suspended  until  the  meeting  of  the  executive  committee  on  January  11. 

As  to  the  future  work  of  the  commission  on  car  service,  whilst  there  has  been 
improvement  in  the  general  car  situation,  much  remains  to  be  done.  The  under- 
signed members  of  the  commission  on  car  service  strongly  urge  that  accomplishment 
of  effective  results  in  redistributing  cars  and  in  eliminating  car  delay,  for  which 
carriers  or  shippers  are  responsible,  depends  entirely  upon  the  railway  committee 
having  the  confidence  and  cooperation  of  the  Interstate  Commerce  Commission,  as 
well  as  upon  the  unanimous  and  united  support  of  every  member  of  the  American 
Railway  Association.  The  Interstate  Commerce  Commission  has  already  recom- 
mended in  its  annual  report  the  taking  over  of  the  regulation  of  the  interchange  of 
cars  and  two  bills  have  been  introduced  in  Congress  for  the  same  purpose .  We  believe, 
however,  if  the  Interstate  Commerce  Commission  can  be  convinced  that  the  railways 
themselves  can  successfully  cope  with  any  situation  that  may  arise  with  respect  to 
car  shortage  or  redistribution  of  cars  bo  that  shippers  everywhere  throughout  the 
country  may  have  equal  opportunity  in  the  use  of  equipment  and  so  that  the  shippers 
ou  a  few  railways  may  not  receive  undue  advantage,  the  American  Railway  Associa- 
tion will  be  permitted  by  the  Interstate  Commerce  Commission  to  retain  control  of 
the  situation.  It  is  essential,  however,  that  the  Interstate  Commerce  Commission 
shall  be  made  to  feel  that  the  railway  representatives  who  may  be  selected  to  cooperate 
with  it  will  be  clothed  with  the  necessary  authority  to  enforce  their  acts  and  that  they 
should  be  put  in  a  position  to  reach  a  prompt  and  final  decision  on  matters  which  may 
be  brought  up  with  them  from  time  to  time  by  the  Interstate  Commerce  Commission. 

The  members  of  the  commission  on  car  service  consider  it  their  duty  to  inform  the 
executive  committee  that,  in  their  opinion,  we  are  confronting  a  serious  crisis.  The 
transfer  of  the  headquarters  of  the  commission  on  car  service  from  Washington  to  New 
York  would  undoubtedly  have  been  entirely  satisfactory  to  all  members  of  the  com- 
mission on  car  service  had  the  change  met  with  the  full  acquiescence  of  Commissioner 
McChord  and  the  other  members  of  the  Interstate  Commerce  Commission  and  if  Mr. 
Dow  continued  to  sit  with  the  railway  representatives  here.  From  all  information  it 
has  been  possible  to  gather,  the  change  in  location  is  very  unsatisfactory  to  Commis- 
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sioner  McChord,  and  there  is  no  hope  of  either  himself  or  Mr.  Dow  attending  our  future 
sessions.  It  would  be  unprecedented  for  the  Interstate  Commerce  Commission  to 
turn  over  this  duty  to  some  other  Commissioner  in  the  hope  that  he  would  serve  on 
the  committee  of  railway  representatives. 

pThe  members  of  the  commission  on  car  service  feel  that  the  results  already  accom- 
plished are  worthy  of  the  support  and  commendation  of  the  American  Railway  Associa- 
tion, but  have  grave  doubts  of  the  efficacy  of  the  future  efforts  of  any  railway  committee 
acting  independently  without  the  cordial  cooperation  of  the  Interstate  Commerce 
Commission.  It  is  not  to  be  expected  that  that  Commission  will  drop  its  own  investi- 
gation, and  it  is  much  to  be  regretted  if  complaints  which  will  continue  to  come 
directly  to  the  Interstate  Commerce  Commission  may  be  handled  by  that  Commis- 
sion's inspectors  without  reference  of  such  matters  to  the  commission  on  car  service. 
Misunderstandings  of  conditions,  which  might  otherwise  be  easily  explained,  are 
bound  to  occur,  and  the  final  result  of  the  dissociation  may  be  the  issuance  of  drastic 
orders  that  might  possibly  be  prevented  through  the  close  association  that  should 
exist  between  the  work  of  the  commission  on  car  service  and  that  of  the  Interstate 
Commerce  Commission  with  respect  to  the  same  subject  matter. 

W.  L.  Park, 
E.  J.  Pearson, 

W.  J.   WORTHINGTON. 

Senator  La  Follette.  You  understand  the  usage  here  in  the  taking 
of  testimony.  You  have  the  opportunity  to  run  over  your  testimony, 
and  it  is  customary  to  supply  anything  that  comes  to  your  mind  as 
important,  and  to  amplify  your  answers  as  fully  as  you  are  able  to 
do  so,  to  furnish  the  committee  information  along  the  lines  upon 
which  the  inquiries  have  proceeded. 

Commissioner  McChord.  Yes,  sir.  I  will  be  very  glad  to  conform 
to  that. 

Senator  La  FoijLette.  And  I  hope  you  will  make  your  testimony  as 
full  as  possible  on  this  particular  point. 

Commissioner  McChord.  I  shall  be  very  glad  to  do  so. 

Senator  La  Foixette.  As  well  as  on  other  points,  as  they  occur  to 
you. 

Senator  Cummins.  I  assume  that  the  pages  of  the  report  to  which 
the  Commissioner  has  just  referred  and  identified  will  be  made  part 
of  his  testimony. 

(The  data  referred  to  appear  above.) 

Senator  Watson.  Mr.  McChord,  the  Interstate  Commerce  Commis- 
sion was  appointed  for  the  purpose  of  dealing  with  all  the  railroad 
problems,  was  it  not,  as  far  as  transportation  is  concerned  ? 

Commissioner  McChord.  Yes,  sir. 

Senator  Watson.  And  as  far  as  dealing  with  those  years  with  this 
problem;  is  that  right? 

Commissioner  McChord.  Yes,  sir. 

Senator  Watson.  During  all  this  time,  since  the  declaration  of 
war,  as  well  as  before,  you  have  been  in  touch  with  these  various 
boards  having  charge  of  directing  the  operation  of  the  railroads,  as 
far  as  you  could  ? 

Commissioner  McChord.  You  mean  the  railroad  boards? 

Senator  Watson.  Yes. 

Commissioner  McChord.  Some  members  of  the  commission  have; 
I  have  not. 

Senator  Watson.  Without  casting  any  aspersions  upon  any  man, 
do  you  not  think  that  if  the  dictatorship,  or  the  power  to  control  had 
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been  lodged  in  your  commission  that  you  could  have  done  that  as 
effectively  as  any  man  ? 

Commissioner  McChord.  We  would  have  tried  mighty  hard. 

Senator  Kellogg.  I  just  want  to  ask  one  more  question.  Can  you 
give  us  any  idea  of  the  extent  of  the  increase  in  traffic  between  1915 
and  1917? 

Commissioner  McChord.  I  can  furnish  you  with  that.  I  under- 
stand the  only  thing  we  have  will  be  measured  by  freight  revenues. 

Senator  Kellogg.  It  is  given  here  in  the  answers  of  the  executive 
officials  by  ton-miles.  Thev  estimate  the  increase  from  1915  to  1917 
to  be  135,164,000,000  ton-miles. 

Commissioner  McChord.  Yes,  sir. 

Senator  Kellogg.  Or  very  nearly  50  per  cent.  Have  you  made  any 
calculation  to  know  whether  that  was  accurate  or  not? 

Commissioner  McChord.  No,  sir.  The  increase  of  freight  revenue 
would  not  bear  that  out. 

Senator  Kellogg.  They  file  with  you,  do  they  not,  the  ton-miles? 

Commissioner  McChord.  No;  we  get  that  at  the  end  of  the  year. 
We  might  take  that  up  with  them,  Senator.  Commissioner  Clark  can 
do  that. 

Senator  Kellogg.  I  just  wanted  to  know  whether  that  was  sub- 
stantially correct. 

Commissioner  McChord.  It  does  not  tally  with  the  increase  in 
revenue,  I  should  not  think,  but  it  may  be  so.  I  shall  try  to  get  that 
for  you,  and  see  just  where  they  have  it. 

(Commissioner  McChord  was  thereupon  excused.) 

STATEMENT  OF  HON.  EDGAR  E.  CLARE,  COMMISSIONER,  INTER- 
STATE COMMERCE  COMMISSION. 

Senator  Cummins.  In  order  to  open  up  the  subject,  Mr.  Commis- 
sioner, I  will  ask  you  whether  you  are  a  member  of  the  Interstate 
Commerce  Commission. 

Commissioner  Clark.  Yes,  sir. 

Senator  Cummins.  How  long  have  you  been  a  member  of  that 
body? 

Commissioner  Clark.  Since  1906. 

Senator  Cummins.  You  are  familiar  with  the  organization  of  the 
Railway  War  Board  ? 

Commissioner  Clark.  Yes,  sir ;  somewhat. 

Senator  Cummins.  You  may  state  in  what  way  the  Interstate 
Commerce  Commission  was  associated  with  that  board. 

Commissioner  Clark.  The  resolution  which  was  read  here  a  while 
ago — or,  rather,  a  part  of  which  was  read — was  adopted  at  a  large 
meeting  of  railroad  presidents  that  met  here  in  Washington,  re- 
sponsive to  an  invitation  from  the  Council  of  National  Defense, 
and  was  addressed  by  the  Secretary  of  the  Interior.  A  part  or 
the  resolution  which  was  was  not  read  recited  in  substance  that  all 
of  the  railroads  represented  pledged  themselves  to  the  principles  of 
the  resolution  and  to  obey  the  instructions  of  the  executive  committee 
in  so  far  as  that  committee  was  authorized  by  the  resolution  to  act, 
and  the  railroads  that  were  not  represented  were  asked  to  give  their 
assent  in  writing  thereafter,  which  practically  all  of  them  did. 
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The  resolution  provided  for  the  appointment  of  a  committee  of 
about  25  members,  from  which  there  should  be  selected  an  executive 
committee  of  5,  which  was  to  remain  in  Washington,  in  continuous 
session  if  necessary.  It  recited  that  Mr.  Daniel  Willard,  who  was 
with  the  Council  of  National  Defense,  should  be  ex  officio  a  mem- 
ber of  the  executive  committee  and  that  the  Interstate  Commerce 
Commission  should  be  invited  to  designate  one  of  its  members  to 
be  also  ex  officio  member  of  that  committee.  I  was  designated  as 
such  member. 

Senator  Cummins.  And  did  the  commission  designate  one  of  its 
members? 

Commissioner  Clark.  As  I  say,  it  designated  me. 

Senator  Cummins.  Therefore  you  have  been  reasonably  familiar 
with  what  the  executive  committee  of  the  war  board  has  done,  I 
take  it 

Commissioner  Clark.  I  attended  a  good  many  of  their  meetings 
in  the  earlier  days  of  the  committee.  More  recently  my  other  duties 
have  been  such  as  to  make  it  impossible  for  me  to  give  much  time 
to  that. 

Senator  Cummins.  Now,  bearing  in  mind  the  terms  of  the  resolu- 
tion of  April  11, 1917,  to  which  you  have  referred,  I  wish  you  would 
give  the  committee  as  full  and  comprehensive  an  idea  as  possible 
of  what  it  has  done  in  order  to  meet  the  situation  with  which  we 
have  been  confronted. 

Commissioner  Clark.  I  think  that  perhaps  I  first  ought  to  say, 
Senator,  that  my  understanding  of  the  resolution  and  its  under- 
lying intent  and  the  understanding  which  seemed  to  be  unanimously 
entertained  by  the  executive  committee  did  not  extend  to  any  declara- 
tion of  intent  on  their  part  to  go  beyond  those  efforts  which  they 
could  make  within  the  limits  of  the  laws  by  which  they  were  gov- 
erned. It  was  an  attempt  to  get  higher  efficiency  and  better  utiliza- 
tion out  of  the  available  transportation  facilities  by  coordinating 
their  efforts  and  sinking,  so  far  as  they  might,  lawfully,  their  com- 
petitive individual  interests. 

Now,  those  efforts  have  taken  a  very  wide  range.  The  committee 
endeavored  to  increase  the  movement  of  freight  by  many  means. 
They  have  recommended  the  elimination  of  passenger  train  service 
which  could  with  propriety  be  eliminated,  suggesting  in  that  same 
connection  that  the  commissions  and  other  authorities  be  consulted 
and  the  convenience  of  the  public  be  considered,  for  the  purpose, 
first,  of  relieving  the  tracks  of  passenger-train  units  which  inter- 
fered more  or  less  with  the  movement  of  freight,  and,  secondly,  to 
save  fuel  and  make  available  the  locomotives  and  men  that  were  thus 
taken  out  of  the  passenger  service.  They  have  endeavored  to  induce 
heavier  loading  of  cars  and  more  prompt  unloading  and  loading 
of  cars.  They  have  endeavored  to  utilize  the  equipment  in  those 
ways  in  which  it  seemed  to  be  most  needed.  I  remember  that  soon 
after  the  committee  was  created  they  considered  the  question  of  the 
necessities  for  fuel  and  discussed  a  good  deal  at  length  how  much 
power,  if  any,  they  had  to  direct  that  any  traffic  be  given  preference 
or  priority  over  any  other  traffic.  They  resolved  all  doubts  in  favor 
of  the  propriety,  in  view  of  the  exigencies  of  the  situation,  of  their 
assuming  the  right  to  direct  preferential  movement  for  coal.    They 
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did  not  at  that  time  undertake  to  restrict  it  to  coal  from  one  place 
to  another  place,  but  it  was  just  a  general  instruction,  giving  prefer- 
ence in  the  furnishing  of  open-top  cars  and  in  the  movement  of  coal 
from  anywhere  to  anywhere,  realizing  that  the  demand  exceeded 
the  supply  and  that  in  a  few  months  winter  would  be  along,  with 
an  increased  demand  and  more  difficulties.  We  felt  that  it  was 
important  that  the  largest  possible  amount  of  fuel  should  be  moved 
from  any  producing  point  to  any  point  where  it  was  wanted.  Later 
they  took  the  same  view  with  regard  to  the  movement  of  iron  ore 
from  the  Lake  ports  to  the  smelting  furnaces  in  the  iron-producing 
districts. 

Somewhat  later  the  question  of  transportation  of  fuel  coal  to  the 
Northwest  was  brought  very  forcibly  to  the  front.  Ordinarily  there 
is  at  the  opening  of  navigation  on  the  Great  Lakes  a  surplus  of 
coal;  my  recollection  is  approximately  2,000,000  tons  on  the  docks 
at  what  we  call  the  head  of  the  Lakes — from  which  a  very  large 
portion  of  the  Northwest  is  supplied.  Last  spring,  instead  of  having 
2,000,000  tons  there,  they  had  about  300,000  tons,  so  there  was  a 
shortage  of  a  million  and  three-auarters  to  start  with.  Authorities 
of  the  State  of  Minnesota,  particularly  the  council  of  national  defense 
of  that  State,  made  several  visits  to  Washington  to  impress  very 
vigorously  upon  everybody  they  came  in  contact  with  the  importance 
of  transporting  the  largest  possible  volume  of  coal  to  the  head  of 
the  Lakes  during  the  season  of  open  navigation.  The  executive  com- 
mittee decided  that  in  the  interest  of  stimulating  that  movement 
and  making  it  as  certain  as  possible  it  was  important  that  the  hopper- 
bottom  cars  should  be  retained  so  far  as  reasonably  might  be  in  that 
service.  The  larger  number  of  those  cars  are  owned  by  the 
railways  that  transport  the  greater  part  of  this  cargo  coal,  and 
they  asked  the  Interstate  Commerce  Commission  to  sanction  tariffs 
by  which  the  reconsigning  privilege  on  cars  of  that  kind  loaded  with 
coal  should  be  confined  to  their  own  lines.  'In  other  words,  that  they 
could  not  be  loaded  on  their  lines  and  then  on  reconsignment  sent  off 
their  own  lines.  The  Commission  authorized  that  change,  which 
was  made  up  until  the  close  of  navigation. 

They  have  urged  improved  operating  practices  on  the  various 
railroads,  but  in  so  far  as  I  know,  up  until  they  organized  an  op- 
erating committee  for  the  eastern  district  a  few  weeks  ago  the  execu- 
tive committee  did  not  issue  any  order  transferring  equipment  from 
one  road  to  another  or  for  one  railroad  to  give  the  use  of  any  of  its 
facilities  to  another  railroad.  In  other  words,  their  efforts  were  in 
a  general  and  broad  direction,  and  of  a  broad  and  general  nature  up 
until  the  formation  of  this  special  operating  committee  for  the  eastern 
district.  They  have  had  general  direction  of  preparations  for  the 
movement  of  troops  required  by  the  Government,  and  through  their 
car  service  commission,  cooperating  with  our  Commission's  car  service 
bureau,  have  arranged  for  the  transportation  of  the  materials  that 
the  Government  has  required  and  desired  for  the  construction  of 
cantonments,  camps,  etc.  That,  in  a  general  way,  has  been  the  plan 
of  their  activities. 

Senator  Cummins.  Do  you  know  of  any  instance 

Commissioner  Clark.  If  you  will  pardon  me,  I  want  to  add  that 
they  took  up  vigorously  the  question  of  demurrage  as  an  inducement 
to  the  prompt  unloading  of  cars,  and  under  suggestions  made  by  that 
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board,  our  Commission  assenting,  the  tariffs  were.changed  and  higher 
demurrage  charges  were  imposed  in  the  hope  that  it  would  induce 
more  rapid  unloading  of  cars. 

Senator  Poindexter.  What  effect  did  it  have  ? 

Commissioner  Clark.  I  think  it  had  a  good  effect,  as  far  as  it  had 
any  effect  at  all. 

Senator  Poindexter.  How  much  increase  was  made  in  the  demur- 
rage charges,  generally  i 

Commissioner  Clark.  Not  anybody  could  tell  you  the  total  amount. 
There  is  no  record  from  which  that  could  be  determined. 

Senator  Cummins.  Do  you  know  of  any  instances  in  which  a  rail- 
road company  declined  to  adopt  the  policy  of  the  executive  commit- 
tee of  the  railway  war  board  or  refused  to  carry  out  any  of  its 
orders  ? 

Commissioner  Clark.  No,  sir;  I  do  not. 

Senator  Cummins.  If  that  is  so,  then  why  were  they  not  able  to 
meet  all  the  demands  of  the  situation  and  move  the  traffic  as 
promptly  and  efficiently  as  the  conditions  demanded.? 

Commissioner  Clark.  I  think  I  can  perhaps  best  answer  that  ques- 
tion by  trying  to  say  what  was  in  my  mind  when  I  joined  with  my 
colleagues  on  the  Commission  in  its  special  report  to  Congress,  and 
what  I  had  in  mind  goes  back  to  the  early  part  of  1916. 

Then  in  New  England,  more  particularly  on  the  New  Haven  road, 
and  in  the  port  of  New  York  and  all  of  the  loading  and  unload- 
ing and  shipping  places,  which  go  to  make  up  the  port  of  New  York, 
there  was  a  congestion  of  freight  which  had  rendered  the  operations 
in  those  sections  almost  impossible.  We  discussed  that  in  conference 
of  the  Commission  one  day,  and  the  suggestion  was  made  that  ap- 
parently there  would  be  no  hope  of  getting  substantially  improved 
conditions  until  business  let  up,  or  until  summer  weather  came,  unless 
some  arrangement  could  be  made  by  which  a  small  committee  could 
be  given  authority  to  give  instructions,  to  get  at  the  thing  in  a  vig- 
orous way  and  do  things  and  not  talk  about  them.  Acting  upon  that 
suggestion,  and  by  instructions  from  the  Commission,  the  chairman 
of  the  Commission  telegraphed  to  each  president  of  the  railroads 
centering  at  New  York,  asking  him  if  he  would  attend  a  conference 
with  a  member  of  the  Commission  at  New  York  on  a  stated  date. 
They  replied  that  they  would.  I  was  sent  over  there  by  the  Com- 
mission, met  with  these  presidents,  told  them  what  we  had  in  mind, 
suggested  to  them  that  they  arrange  for  a  committee  of  that  kind 
and  give  that  committee  power  to  give  instructions  to  the  several 
railroads  in  regard  to  the  placing  and  removing  of  their  embargoes— 
everything  that  moved  at  all  moved  under  embargoes — and  with  re- 
gard to  the  movement  of  empties,  to  get  them  out  of  there.  I  want 
to  digress  to  suggest,  along  the  line  of  some  of  the  inquiry  of  Satur- 
day, that  the  normal  rule  regarding  the  return  of  empties  is  a  part 
of  the  American  Eaiiway  Association's  voluntarily  adopted  rules 
governing  the  interchange  of  their  equipment  with  each  other.  Un- 
derlying these  rules  theoretically  is  the  question  of  the  ownership 
of  tne  equipment,  and  when  a  car  goes  away  from  home  loaded  it 
is  to  be  loaded  to  or  in  the  direction  of  home  when  a  load  is  available 
for  it,  but  if  it  is  returned  empty  it  is  presumed  to  return  over  the 
same  line  that  moved  it  loaded.    That  is  all  right  in  normal  times,  but 
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in  times  such  as  I  am  speaking  of  it  did  not  meet  the  exigencies,  be- 
cause a  car  might  be  moving  home  in  the  direction  of  a  place  where 
there  were  plenty  of  cars  and  at  right  angles  to  a  place  where  there 
was  a  great  scarcity.  It  was  such  a  movement  of  empty  cars  that  our 
chairman  spoke  of  as  superimposed  upon  the  normal  movement.  It 
was  a  movement  purely  arbitrary.  For  example,  the  Pennsylvania 
Railroad  wac  directed  to  give  so  many  thousand  empty  box  cars  t& 
a  connection  at  a  given  gateway,  at  the  rate  of  500  a  day,  regardless 
of  marks  and  regardless  of  routing,  and  the  intermediate  carrier  that 
might  have  to  move  those  cars  to  some  carrier  in  a  distant  section 
was  not  compensated  under  the  American  Railway  Association's  rules 
for  hauling  diverted  empties.  Practically  250,000  empty  cars  were 
so  moved  under  the  direction  of  this  executive  committee  of  which 
you  have  been  inquiring.  Thus  they  superimposed  arbitrarily 'the 
movement  of  cars  out  ox  this  territory,  where  they  were  not  needed, 
and  into  the  territory  where  they  were  badly  needed  for  loading. 

Senator  Poin  dexter.  Can  you  form  any  idea  of  what  percentage  of 
increased  traffic  has  been  handled  by  the  roads,  say,  since  last  April? 

Commissioner  Clark.  I  have  no  figures  on  that,  other  than  those 
that  have  been  made  up  by  this  executive  committee,  and  I  have  no 
reason  to  doubt  that  they  are  substantially  accurate.  They  would 
probably  be  subject  to  some  revision  at  the  end  of  the  year,  Just  as 
the  monthly  reports  of  their  revenues  and  expenses  are  subject  to 
some  revision  at  the  end  of  the  year.  The  monthly  reports  cover 
the  operations  of  the  month ;  and  I  think  I  can  say  generally  that  it 
develops  that,  as  to  some  items,  certain  readjustments  or  corrections 
are  necessary  in  the  final  make-up  of  the  accounts.  So,  if  you  take  the 
monthly  reports  for  the  12  months  and  aggregate  the  dinerent  items 
and  compare  them  with  the  same  items  as  shown  in  their  sworn  an- 
nual reports,  they  would  not  exactly  match. 

Senator  Watson.  In  that  connection,  did  the  order  give  relief  to 
the  congested  condition  at  the  port  of  New  York? 

Commissioner  Clark.  Returning  to  that,  the  presidents  of  these 
roads  assented  with  a  readiness  that  I  really  had  not  anticipated  to 
an  arrangement  of  that  sort.  The  president  of  the  largest  system 
made  the  remark,  "  I  think  it  is  the  thing  to  do.  It  has  got  beyond 
us."  The  president  of  the  New  York  Central  system  said,  "  I  have 
often  thought  I  would  like  to  issue  an  order  against  the  Pennsylvania 
Railroad,  but  I  have  never  had  that  pleasure  as  yet."  But  they  did 
appoint  such  a  committee.  They  asked  that  I  remain  there  with 
them,  and  the  Commission  had  authorized  me  to  say  to  them  that  if 
they  did  arrange  for  that  kind  of  an  effort  to  clear  up  that  congestion, 
and  it  was  thought  we  could  be  helpful,  I  was  at  their  service  in  that 
connection. 

I  stayed  there  for  several  weeks.  They  started  in  with  a  committee 
of  10  or  12,  and  it  soon  developed  that  it  was  too  large,  and  in  a  short 
time  it  was  boiled  down  to  a  committee  of  three.  That  committee 
of  three  sat  continuously  in  session  dealing  with  the  situation  as  it 
developed  from  hour  to  hour  and  day  to  day,  and  in  the  course  of 
about  a  month  we  bored  a  hole  through  and  got  things  moving  in  both 
directions.  There  has  not  been  such  a  serious  congestion  on  the  New 
Haven  Road  since  that  time.  I  think  that  out  of  the  experience  at 
that  time  they  have  handled  their  embargoes  and  other  operating  con- 
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ditions  in  such  way  as  to  prevent  getting  so  many  cars  onto  the  road 
that  they  were  unable  to  move  them  in  or  out. 

Senator  Watson.  And  the  order  with  respect  to  the  return  of  the 
empties,  was  that  carried  into  effect  pretty  generally? 

Commissioner  Clark.  At  that  time?  Oh,  yes.  The  Lackawanna 
Baiiroad  moved  1,100  empty  cars  westbound  one  day  in  solid  trains 
under  our  instructions. 

Senator  Watson.  Regardless  of  ownership? 

Commissioner  Clark.  Regardless  of  ownership  and  regardless  of 
routing. 

Senator  Poindexter.  Did  you  instruct  them  where  to  move 
them  to? 

Commissioner  Clark.  Yes,  sir;  they  were  to  get  them  to  Chicago 
and  give  them  to  their  western  connections.  From  that  day  to  this 
the  eastern  part  of  what  we  call  the  eastern  district,  I  feel  quite  safe 
in  saying  has  never  been  operated  entirely  free  from  embargoes. 

Immediately  following  the  outbreak  of  the  European  war  manu- 
facturing developed  and  enlarged  so  rapidly  in  the  eastern  section, 
particularly  in  New  England,  that  it  created  demands  for  fuel  and 
raw  materials  far  exceeding  anybody's  imagination,  and  which  ex- 
ceeded the  ability  of  the  railroads  to  satisfy.  You  understand  that 
if  a  railroad  like  the  New  Haven,  which  is  at  the  end,  issues  an  em- 
bargo, traffic  backs  up  all  the  way  to  Chicago  and  beyond,  and  the 
connecting  lines  hold  cars  by  the  thousands  that  are  seeking  delivery 
on  the  railroad  that  can  not  take  them.  That  condition  in  the  eastern 
district  grew  rapidly  worse  in  the  late  summer  and  early  fall  of  1916, 
and  has  continued  up  to  the  present  time. 

Senator  Poindexter.  Was  that  due  to  a  volume  of  traffic  greater 
than  the  physical  capacity  of  the  road,  or  was  it  due  to  inferior 
management? 

Commissioner  Clark.  I  think  the  primarv  reason  was  the  over- 
whelming volume  of  traffic.  There  is  probably  no  industry  in  which 
the  human  element  cuts  more  of  a  figure  than  in  the  operation  of  a 
railroad,  or  any  particular  part  of  what  goes  to  make  up  the  operation 
of  a  railroad,  and  if  you  could  imagine  two  railroads  of  exactly  the 
same  character  and  equipment,  give  the  same  volume  of  traffic  to 
move  under  exactly  the  same  circumstances  and  conditions,  you 
might  find  that  one  would  do  it  efficiently  and  the  other  would 
find  a  great  deal  of  embarrassment,  due  to  variations  in  the  capaci- 
ties of  the  human  element.  What  we  might  call  the  element  of 
human  nature  has  been  touched  upon  here.  I  think  when  a  man 
has  spent  his  whole  life  in  the  service  of  a  particular  employer, 
has  the  element  of  loyalty  in  his  make-up,  has  been  for  many  years 
and  is  being  paid  a  handsome  salary  for  looking  after  the  interests 
of  that  employer,  it  is  hardly  to  be  expected  that  he  can  turn  around 
and  with  entire  unselfishness  and  entire  disregard  of  the  interests  of 
his  employer  cast  all  that  off.  But  I  think  that  if  we  could  assume 
the  elimination  of  all  selfishness,  individual  or  corporate,  a  complete 
unification  that  would  produce  the  highest  degree  of  efficiency  was 
impossible  and  is  impossible  to-day  by  cooperation  of  the  carriers 
under  existing  statutes. 

Section  6  of  the  act  to  regulate  commerce  requires  carriers  to  pub- 
lish and  file  their  schedules  of  charges,  showing  the  routes  to  which 
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they  apply,  and  holds  them  under  the  strictest  obligation  to  observe 
them,  and  no  others. 

Section  5,  which  has  been  read  here  this  afternoon,  prohibits  pool- 
ing. Section  15  authorizes  the  shipper  to  route  his  ireight  over  any 
open  route  preferred  by  him,  or  over  any  particular  intermediate 
carrier  that  goes  to  make  up  that  route.  The  act  prohibits  the  Com- 
mission from  requiring  a  carrier  to  become  a  part  of  a  through  route 
which  embraces  substantially  less  than  the  entire  length  of  its  rail- 
road, or  any  railroad  under  a  common  control  or  ownership  with  it, 
which  lies  between  the  termini  of  the  proposed  route,  unless  we  can 
find  in  what  might  be  termed  a  quasi  judicial  proceeding  that  the 
route  is  unreasonably  long  for  the  traffic  in  question,  and  that  another 
available  route  which  is  shorter  is  the  reasonable  route  to  be  used. 

I  have  not  thought  it  possible  to  eliminate  all  selfishness  from 
human  nature.  I  have  not  thought  that  if  it  could  be  eliminated  it 
would  be  possible  under  existing  laws  to  get  that  unification  which 
the  situation  demands.  I  have  thought  that  as  far  as  is  humanly  pos- 
sible the  demands  of  traffic  should  be  met,  and,  as  stated  by  Mr.  Com- 
missioner McChordj  I  deem  it  to  be  a  part  of  our  war  duty  to  keep 
the  industries  of  this  country  going,  as  far  as  it  is  possible  to  do  so. 
Complete  unification  of  the  railroads,  thus  producing  the  highest 
possible  efficiency  for  existing  facilities,  was  essential,  even  at  the  ex- 
pense of  departing  from  some  of  the  theories  which  underlie  our 
ideas  of  regulating  railroads  in  time  of  peace,  and  the  expenditure  of 
substantial  sums  of  the  public's  money  if  that  was  necessary. 

The  Acting  Chairman.  Do  you  think  the  facilities,  the  rolling 
stock,  the  floor  space,  and  the  motive  power  of  the  railroads,  i? 
properly  mobilized,  if  ideal  conditions  could  exist,  could  meet  the 
demands  of  traffic  at  the  present  time — I  mean  adequately  meet  the 
demands  of  traffic? 

Commissioner  Clark.  If  supplemented  by  one  or  two  other  things, 
which  I  think  are  of  great  importance.  The  thing  I  would  first 
direct  my  attention  to — and  perhaps  that  is  the  most  important  of 
all— is  the  cross  hauling  of  coal.  It  does  not  make  for  the  develop- 
ment of  the  highest  possible  output  of  transportation  if  a  railroad  in 
the  Middle  West  comes  down  into  West  Virginia  to  buy  its  fuel 
supply,  and  transports  it  over  practically  a  continuous  bed  of  coal 
through  Ohio  and  Indiana  and  Illinois.  Neither  does  it  make  for  the 
development  of  the  highest  possible  output  of  transportation  if  a 
railroad  in  the  East  goes  into  Ohio  to  buy  its  fuel  supply  and  trans- 
ports it  clear  across  the  coal  fields  of  western  Pennsylvania.  If  we 
could  eliminate  that  cross  haul  and  distribute  the  coal  from  the  pro- 
ducing fields  within  reasonable  zones,  assuming  that  steam  coal  is 
steam  coal — of  course  we  would  have  to  furnish  other  coal  for  gas 
and  other  things,  but  the  great  bulk  of  the  movement  is  steam  coal — 
and  then  pool  the  coal,  not  at  the  point  of  destination,  as  was  proper 
in  the  lake  cargo  pool,  but  in  distributing  coal  for  domestic  use  and 
manufacturing  purposes,  it  seems  to  me  entirely  clear  that  the  pool 
ought  to  be  at  the  field,  so  that  all  the  producers  in  that  field  will 
contribute  their  coal  to  the  pool,  and  out  of  that  pool  the  manufac- 
turers and  the  domestic  users  in  that  zone  would  be  supplied. 

The  Acting  Chairman.  What  efforts  were  made  in  that  direction 
which  you  have  indicated  to  have  the  shortest  possible  haul  from  the 
point  of  supply  to  the  point  of  consumption  ? 
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Commissioner  Clark.  No  efforts,  except  that  in  the  past  few  weeks 
the  matter  has  been  under  consideration,  and  I  am  informed  that 
the  coal  operators  have  generally  assented  to  it. 

Senator  Cummins.  Will  you  state  in  that  connection  what  is  the 
proportion  of  traffic  of  coal  as  compared  with  all  other  kinds  of 
traffic  1 

Commissioner  Clark.  I  do  not  believe  I  could  offhand.  I  should 
want  to  look  up  some  figures  before  doing  that. 

Senator  Cummins.  I  am  including  in  that  the  coal  used  by  the 
railway  companies  as  well  as  the  coal  delivered  to  other  consumers. 

The  Acting  Chairman.  As  I  understand  it,  in  your  opinion,  if 
arrangements  could  be  made  by  which  the  cross  hauling  of  coal 
could  be  eliminated,  and  the  car  space  or  transportation  facilities 
available  could  be  put  where  they  would  haul  from  the  nearest  mine 
to  the  nearest  point  of  consumption,  it  would  go  largely  toward 
eliminating  the  present  distressing  conditions  in  regard  to  the  supply 
of  coal? 

Commissioner  Clark.  Supplement  that  with  the  utilization  of  the 
available  tracks  in  such  a  way  as  to  route  these  shipments  in  the  most 
direct  way.  When  I  say  the  most  direct  way  I  do  not  necessarily 
mean  the  shortest  distance  in  miles,  because  very  often  you  can 
well  afford  to  haul  around  a  number  of  miles  if  you  can  thereby 
avoid  a  congested  terminal.  If  all  the  restrictions  of  routing  were 
removed,  with  the  railroads  operated  as  one,  I  should  be  surprised 
if  it  were  not  found  when  the  plan  was  developed  and  in  working 
condition  that  the  existing  car  supply  and  tracks  would  be  found 
ample.  I  should  expect  to  see  a  need  for  more  motive  power,  be- 
cause I  am  afraid  that  a  good  deal  of  the  motive  power  has  been  run 
so  hard  recently  that  it  is  getting  to.  a  point  where  much  of  it  must 
go  into  the  shop. 

The  Acting  Chairman.  I  heard  recently  a  practical  railroad  man 
say  that  they  were  trying  to  get  52,000  miles  out  of  one  set  of  flues. 

Do  you  think  that  the  same  facts,  or  your  idea  as  to  the  mobiliza- 
tion of  cars  for  one  service,  would  apply  to  a  great  many  of  the 
necessary  materials  entering  into  manufacture,  and  that  there  are 
cross  hauls  in  those? 

Commissioner  Clark.  I  have  no  doubt  that  there  is  a  good  deal  of 
it,  and  that  might  be  worked  out  as  we  go  along.  But  my  starting 
point  and  glaring  example  is  bituminous  coal.  The  anthracite  coal 
all  originates  in  a  comparatively  small  section  anyway. 

Senator  Cummins.  I  think  it  developed  in  a  hearing  we  had  that 
coal  made  up  more  than  35  per  cent  of  the  entire  traffic  of  the 
country,  and  that  the  railroads  used  about  55  per  cent  of  that  35 
per  cent. 

Commissioner  Clark.  Of  course  they  use  enormous  quantities  of 
coal.  My  recollection  is  that,  roughly  speaking,  about  one-half  of 
the  tonnage  and  one-half  of  the  freight  revenues  of  the  Pennsylvania 
Railroad  consist  of  and  accrue  from  transportation  of  coal.  On  other 
roads  the  percentages  are  different.  The  New  York  Central  has  a 
greater  proportion  of  high-class  freight,  because  it  does  not  serve  the 
coal-producing  territory  that  the  Pennsylvania  Railroad  does. 
Senator  Kellogg.  That  crosshaul  of  coal  is  due  to  what  causes'! 
Commissioner  Clark.  It  is  a  continuance  of  competitive  commer- 
cial situations  in  the  country.    Every  producer  is  seeking  all  th< 
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markets  he  can  find,  and  every  railroad  is  interested  in  its  own 
revenues  and  in  giving  the  widest  possible  distribution  to  coal  pro- 
duced along  its  lines. 

Senator  Kellogg.  In  order  to  pool  the  coal,  the  coal  operators 
and  the  coal  purchasers  have  been  consulted,  or  else  the  Fuel  Admin- 
istration has  to  make  an  order? 

Commissioner  Clark.  I  do  not  think  the  purchasers  would  have 
to  be  consulted ;  I  think  the  producers  would  have  to  be. 

Senator  Kellogg.  Prior  to  the  law  authorizing  the  Fuel  Adminis- 
tration to  take  charge  of  it,  the  only  way  a  pool  of  coal  could  be 
made  was  to  get  the  operators  into  an  understanding? 

Commissioner  Clark.  Yes. 

Senator  Kellogg.  The  railroads  could  not  do  it  alone,  nor,  per- 
haps, the  operators  alone? 

Commissioner  Clark.  The  coal  operators  are  the  moving  factors. 
They  did  it  in  the  lake-cargo  pool,  and  that  was  followed  up  by  a 
pool  on  the  North  Atlantic  coast,  called  the  tidewater  pool. 

Senator  Kellogg.  In  the  lake-cargo  pool,  after  July,  practically 
all  coal  that  went  up  to  the  lakes  was  pooled  and  shipped  by  the 
steamship  companies  as  it  got  to  the  dock  ? 

Commissioner  Clark.  No.  What  they  did  was  this.  The  lake 
cargo  coal  was  pooled  at  the  lake  ports. 

Senator  Kellogg.  That  is  what  1  mean. 

Commissioner  Clark.  The  railroads  transported  it  to  the  port 
designated  by  the  shipper  and,  instead  of  the  ship  waiting  for  a  full 
cargo  that  had  actually  been  loaded  by  a  particular  operator,  it  got  a 
cargo  of  the  same  grade  of  coal  that  was  there,  and  they  adjusted 
their  pool  by  means  of  bookkeeping  accounts.  A  man  got  credit  for 
putting  in  his  coal  at  the  point  of  origin  and  he  got  a  debit  for  what 
he  took  out. 

Senator  Kellogg.  There  was  something  said  on  Saturday  abotit 
the  cause  of  the  congestion  east  of  Chicago,  and  particularly  east  of 
Pittsburgh,  being  due  to  the  fact  that  the  Government  shipments, 
perhaps  including  all  exports,  were  mainly  made  through  the  port 
of  New  York  and  the  port  of  Newport  News,  or  Norfolk,  and  that 
some  of  those  shipments  would  have  to  be  routed  through  southern 
ports  or  other  ports  not  so  congested.  What  do  you  know  about 
that? 

Commissioner  Clark.  That  has  been  obvious  for  more  than  a  year. 
The  disposition  on  the  part  of  the  trans- Atlantic  steamship  owners, 
or  those  who  control  them,  is  to  go  to  the  port  of  New  York.  They 
dislike  to  go  to  South  Atlantic  or  Gulf  ports  because  of  the  longer 
ueean  voyage  and  the  increased  marine  insurance,  and  so  they  have 
insisted  on  using  New  York,  and  that  has  been  true  in  times  of 
peace  as  well  as  in  times  of  war.  There  is  a  disinclination  on  their 
part  to  go  anywhere  else  unless  there  is  some  way  of  compensating 
them,  and  that  is  reflected  in  the  fact  that  many  years  ago,  as  the 
only  means  of  stopping  the  rate  wars  between  lines  serving  the  dif- 
ferent ports,  there  was  a  mutually  acceptable  recognition  of  the  port 
differentials,  under  which  the  rates  from  Chicago  are  somewhat  less 
to  Philadelphia  than  to  New  York  and  somewhat  less  to  Baltimore 
than  to  Philadelphia.  The  roads  leading  to  Hampton  Roads  have 
adopted  a  policy — they  have  had  it  for  many  years  and  still  maintain 
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it — that  they  will  so  make  their  rates  as  to  keep  the  Hampton  Roads 
Harbor  on  an  equality  with  Baltimore. 

Senator  Kellogg.  That  congestion,  owing  to  the  Government  ship- 
ments, was  not  anything  which  the  railroads  could  control,  was  it! 

Commissioner  Clark.  The  allies  controlled  the  boats  and  there  was 
a  good  deal  of  congestion  there  for  a  long  time.  The  situation  was 
badly  aggravated  by  the  fact  that  the  shipments  had  moved  to  the 
ports  by  rail  under  permits  which  were  confirmed  by  the  steamship 
management.  The  freight  was  there ;  the  boat  which  had  agreed  to 
take  it  came  in  under  instructions  from  the  British  Admiralty  to  take 
nothing  but  some  particular  cargo.  The  boat  took  the  horses  and  left 
the  oats  in  New  York. 

Senator  Kellogg.  The  fact  is  at  the  present  time  the  shipments 
are  under  the  control  of  the  Government? 

Commissioner  Clark.  Yes.  Arrangements  have  been  made  by 
which  purchases  have  been  coordinated  for  the  allied  Governments; 
our  Government  has  representatives  there,  and  there  is  much  less  dif- 
ficulty of  that  sort. 

Of  course  there  is  some  difficulty  on  the  ground  of  irregularity  of 
ship  arrivals.  A  ship  that  is  expected  to  take  a  cargo  may  never  come 
in,  and  if  she  gets  the  cargo  she  may  never  get  to  the  other  side.  All 
of  those  difficulties  are  present. 

This  railroad  executive  committee  had  taken  up  recently  plans  for 
diverting,  as  far  as  they  were  able  to  divert  or  encourage  the  diver- 
sion of,  export  trade  to  South  Atlantic  or  Gulf  ports,  and  through 
their  traffic  committee  they  had  made  arrangements  for  establishing 
through  rates  and  joint  rates  to  those  ports  in  the  hope  of  inducing 
traffic  to  move  that  way.  But  it  was  not  possible  to  divert  any 
amount  of  traffic  through  those  ports  unless  and  until  the  allied 
Governments  and  our  Shipping  Board  assented  to  sending  their 
boats  there  for  the  freight. 

Senator  Kellogg.  Have  the  railroads  been  hampered  by  a  shortage 
of  skilled  labor  owing  to  the  war? 

^  Commissioner  Clark.  They  say  they  have  been  embarrassed  con- 
siderably, especially  in  their  shops,  by  the  attraction  of  their  men 
away  from  them  by  the  inducement  of  higher  wages  in  other  indus- 
tries. There  has  been  a  general  shortage  of  what  might  be  called 
common  labor,  and  that  has  contributed  its  difficulties  because  in 
some  places  they  have  not  been  able  to  keep  their  men  at  work  in 
their  freight  houses.  They  have  had  strikes  and  labor  disturbances 
which  have  caused  temporary  congestion. 

Senator  Kellogg.  In  the  wintertime  a  large  amount  of  extra  labor 
is  required  for  keeping  the  yards  and  switches  clear  of  snow.  Do 
they  find  difficulty  this  winter  because  of  the  shortage  of  labor  for 
that  purpose? 

Commissioner  Clark.  I  have  not  heard  of  any  in  that  particular 
connection. 

Senator  Kellogg.-  You  think  it  is  impossible  for  the  railroads  to 
have  complete  unification  under  the  interstate-commerce  law  and  the 
Sherman  Act  as  it  now  exists,  except  by  Government  operation  ? 

Commissioner  Clark.  Yes. 

Senator  Kellogg.  You  assume  that  the  Government  in  its  opera- 
tion of  the  roads  will  pay  no  attention  to  those  laws? 
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doner  Clark.  I  do  not  say  they  will  not  pay  any  attention 

to  the  law,  but  I  assume  they  will  do  what  is  necessary  to  do  and  pay 
thebilL 

Senator  Kellogg.  That  is  it  They  will  assume  to  direct  the 
operation  of  the  roads  and  the  pooling  provisions,  the  competitive 
provisions  of  the  existing  law? 

Commissioner  Clark.  I  do  not  understand  that  anybody  knows 
yet  just  what  the  Government  is  going  to  do  with  the  money  which 
the  railroads  will  earn  or  how  it  is  going  to  distribute  the  surplus. 

Senator  Kellogg.  I  wish  you  would  formulate  some  plan  and  sug- 
gest it  to  this  committee. 

Senator  Poindexter.  What  was  the  tidewater  pool  you  referred  to 
a  few  moments  ago? 

Commissioner  Clark.  That  was  the  pooling  of  coal  that  goes  to 
tidewater  for  further  movement  by  water. 

Senator  Poindexter.  What  section  of  the  country  did  that  cover? 

Commissioner  Clark.  Newport  News,  Baltimore,  Philadelphia, 
and  New  York. 

Senator  Poindexter.  That  related  to  soft  coal  ? 

Commissioner  Clark.  Yes;  all  bituminous  coal. 

Senator  Poindexter.  And  it  involved  the  Pennsylvania,  the  Nor- 
folk &  Western,  and  the  Baltimore  &  Ohio  Railroads  ? 

Commissioner  Clark.  It  was  the  operators  who  shipped  over  those 
roads  that  pooled  the  coal,  not  the  railroads. 

Senator  Poindexter.  The  shipments  went  over  those  roads? 

Commissioner  Clark.  Yes. 

Senator  Poindexter.  Do  you  know  or  have  you  investigated*  the 
movement  of  coal  from  those  seaports  you  have  named  by  water  to 
other  Atlantic  coast  points? 

Commissioner  Clark.  There  is  always,  in  normal  times,  a  heavy 
movement  of  that  sort.  In  ordinary  times  50  per  cent  of  the  coal  sup- 
ply, both  anthracite  and  bituminous,  of  New  England  is  transported 
to  New  England  by  water  from  Atlantic  ports  from  New  York  to  and 
including  Norfolk. 

Senator  Poindexter.  How  about  southern  ports  such  as  Savan- 
nah, Charleston,  and  Mobile? 

Commissioner  Clark.  There  is  no  coal  worth  mentioning  taken 
from  the  North  Atlantic  ports  to  those  ports  by  water.  There  is  a 
large  movement  to  South  America  and  Central  America. 

Senator  Poindexter.  Is  there  coal  taken  to  those  ports  by  rail  from 
the  northern  mines? 

Commissioner  Clark.  No;  not  from  what  we  would  term  the 
northern  mines.  From  southeastern  Virginia,  Tennessee,  Kentucky, 
and  Alabama  mines  there  are  heavy  rail  shipments  of  coal  to 
those  ports.  There  is  also  by  the  lines  of  the  Illinois  Central  and 
the  Mobile  &  Ohio  Railroad  a  substantial  movement  from  the  south- 
em  Illinois  mines  to  New  Orleans  and  intermediate  points  in  what 
is  called  the  Mississippi  Valley,  which  moves  in  competition  with 
Pennsylvania  and  Kentucky  coal  that  is  barged  down  the  Mississippi 
Biver. 
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.  Senator  Poindexter.  What  has  prevented  the  movement  of  <r*j 
from  these  mines  you  speak  of  in  Tennessee  and  Alabama  by  wm>  C 
from  the  southern  ports? 

Commissioner  Clark.  Lack  of  boats. 

Senator  Poindexter.  The  same  lack  applied  to  the  movement  *" 
water  from  Newport  News  and  Baltimore,  did  it  not? 

Commissioner  Clark.  Yes;  and  that  movement  has  been  much  I«* 
than  normal  during  the  last  season.  A  very  large  additional  tor 
nage  has  been  thrown  into  the  all-rail  movement  into  New  Englan  <. 
because  the  seagoing  tugs  and  other  vessels  were  commandeered  L\ 
the  Government.  The  water  transportation  was  largely  tatu»< 
away  in  that  way,  and  so  far  as  what  was  left  was  concerned  tlir 
rate  per  ton  for  coal,  which  two  years  ago  was  anywhere  from  &< 
cents  to  70  Cents  a  ton  from  Norfolk  to  Providence  or  Boston,  wen 
to  $4.50  and  $5  a  ton.    You  could  move  it  by  rail  for  $2  or  $2.50  a  ton 

Senator  Poindexter.  Then  it  was  the  shortage  of  ship  tonnage 
which  prevented  the  movement  of  coal  from  those  southern  mines 
that  I  named  from  ports  such  as  Charleston,  Mobile,  and  Savannah. 

Commissioner  Clark.  I  suppose  it  is  the  expense  of  the  movement. 

Senator  Poindexter.  Freight  rates — higher  rates? 

Commissioner  Clark.  There  would  be  a  freight  rate  to  the  port, 
the  cost  of  handling  at  the  port,  and  then  the  water  haul  back  again, 
because  it  all  moved  south  to  get  to  those  ports. 

Senator  Poindexter.  But  the  distance  from  the  mine  to  the  port 
is  no  more  than  from  the  West  Virginia  mines  to  northern  ports  f 

Commissioner  Clark.  That  is  probably  so. 

Senator  Poindexter,  Then,  leaving  that  subject,  a  part  of  the  con- 
gestion of  coal  movement  is  due  to  the  shortage  of  ship  tonnage  for 
close-by  movements? 

Commissioner  Clark.  In  part;  mainly  due  to  the  abnormal  de- 
mand. There  has  been  more  coal  produced  and  more  transported 
by  rail  during  the  last  year  than  ever  before  in  the  history  of  this 
country. 

Senator  Kellogg.  And  there  is  still  a  deplorable  shortage,  al- 
though the  production,  as  stated  by  the  Geological  Survey,  is 
49.000,000  tons  greater  this  year  than  last  year. 

Commissioner  Clark.  The  Geological  Survey  keeps  statistics  of 
the  production  and  rail  shipments  of  coal  both  in  tons  and  in  cars. 
They  issue  statements  of  that  kind  every  month  which  are  accepted 
by  the  railroads  as  authentic  on  that  subject. 

Senator   Cummins.  I   move   that   the  committee   adjourn   until 
Wednesday  morning  at  half  past  10  o'clock. 

(Thereupon,  at  4.40  o'clock  p.  m.,  the  committee  adjourned  until 
Wednesday,  January  2,  1918,  at  10.30  o'clock  a.  m.) 
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WEDNESDAY,  JANUARY  2,   1918. 

United  States  Senate, 
Committee  on  Interstate  Commerce, 

Washington,  I).  C. 

The  committee  met  at  10.30  o'clock  a.  m.,  pursuant  to  call,  in  the 
committee  room,  Capitol,  Senator  Albert  B.  Cummins  presiding. 

STATEMENT  OF  MB.  CLYDE  B.  AITCHISON,  A  MEMBER  OF  THE 

INTERSTATE  COMMEECE  COMMISSION. 

Senator  Cummins.  Mr.  Aitchison,  are  you  a  member  of  the  Inter- 
state Commerce  Commission? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Cummins.  What  position  did  you  hold  immediately  prior 
to  your  appointment  as  a  member  of  the  Interstate  Commerce  Com- 
mission ? 

Commissioner  Aitchison.  I  was  solicitor  of  the  valuation  com- 
mittee of  the  National  Association  of  Railway  Commissioners,  located 
at  Washington.  In  that  capacity  I  also  served  as  the  point  of  contact 
between  the  State  commissions  and  the  Railroad  War  Board,  so 
called,  of  the  carriers. 

Senator  Cummins.  And  did  you  hold  a  position  that  had  some- 
thing to  do  with  transportation  before  the  one  you  last  spoke  of? 

Commissioner  Aitchison.  Yes,  sir.  From  1907  until  June,  1916, 1 
was  a  member  and  twice  chairman  of  the  Railroad  Commission  of 
Oregon,  which  was  subsequently  known  as  the  Public  Service  Com- 
mission of  Oregon. 

Senator  Cummins.  I  refer  now  to  the  special  report  made  by  the 
Interstate  Commerce  Commission  to  the  Congress  on  the  1st  of 
December,  in  which,  as  I  understand  it,  you  joined  ? 

Commissioner  Aitchison.  I  concurred  with  the  majority. 

Senator  Cummins.  Will  you  state  in  your  own  way,  without  being 
specially  interrogated,  the  reasons  which  led  you  to  report  to  the  Con- 
gress that  the  railways  as  they  were  then  being  operated  and  managed 
were  inadequate  to  meet  the  situation  which  confronted  us? 

Commissioner  Aitchison.  That  was  the  result  of  general  observa- 
tion and  conference  with  my  colleagues.  Of  course,  I  can  not  claim 
to  have  a  very  long  intimate  insight  and  acquaintance  with  the  rail 
situation,  for  the  reason  that  I  became  a  member  of  the  Interstate 
Commerce  Commission  on  the  5th  of  October  last.  But  during  the 
time  I  have  been  on  the  commission  the  service  situation  has  been  a 
subject  of  almost  daily  conference  among  us. 
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The  conclusion  which  we  all  reached  was  that  existing  conditions 
were  intolerable  and  constituted  a  menace  to  the  public  safety. 

Senator  Cummins.  What  was  the  difficulty  with  the  existing  sys- 
tem ?    In  what  respect  did  it  fail  to  meet  the  situation  ? 

Commissioner  Aitchison.  There  was  a  failure,  both  qualitatively 
and  quantitatively:  that  is,  there  was  not  enough  freight  being 
moved,  nor  was  it  being  moved  with  the  expedition  which  was  re- 
quired. I  do  not  think  it  would  be  profitable  for  me  to  attempt  to 
cover  the  same  ground  my  colleagues  have  already  covered  as  to 
the  situation  with  respect  to  the  congestion.  I  concur  in  what  was 
said,  particularly  by  Mr.  Commissioner  McChord  and  Mr.  Commis- 
sioner Clark  in  that  regard.  As  an  operating  matter,  my  observa- 
tion coincides  with  theirs,  but  they  did  not  touch  upon  the  conditions 
on  the  Pacific  coast,  in  which  I  am  naturally  interested. 

Senator  Townsend.  Why  are  you  more  interested  in  the  Pacific 
coast  than  any  other  section  of  the  country? 

Commissioner  Aitchison.  My  home  is  in  Portland,  Oreg.  Offi- 
cially I  am,  of  course,  interested  alike  in  all  sections  of  the  country. 

Senator  La  Follette.  You  are  more  familiar  with  it? 

Commissioner  Aitchison.  I  am  more  familiar  with  it;  and  a  man 
naturally  takes  an  interest  in  what  his  neighbors  are  doing  and  the 
people  on  the  Pacific  coast  often  come  to  me  with  their  troubles. 

Senator  Cummins.  Do  you  mean  that  the  difficulty  lay  in  the  im- 
possibility of  operating  all  the  railroads  as  a  single  system  or  road 
under  the  then  conditions? 

Commissioner  Aitchison.  I  think  so.  While  I  concurred  with 
the  majority  of  the  commission  in  the  report  to  the  Congress  that 
there  were  these  two  alternatives,  I  did  so  because,  as  a  matter  of 
logic,  it  seemed  to  me  that  the  first  alternative  would  present  itself; 
but  as  a  practical  matter  I  did  not  feel  that  it  was  tenable,  although 
I  did  not  regard  it  as  incumbent  upon  me  to  make  a  recommendation 
to  the  commander  in  chief  as  to  what  he  should  do. 

Senator  Cummins.  I  judge  from  your  report  that  you  felt  it  was 
necessary  to  eliminate  in  some  way  the  individual  interests  of  the 
several  railway  companies  in  traffic. 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Cummins.  And  let  them  have  simply  a  common  interest 
in  the  whole  situation. 

Commissioner  Aitchison.  Yes.  Without  in  the  slightest  degree 
criticizing  the  work  which  was  being  done  by  the  executives^  who 
constituted  the  special  committee  of  the  Railway  Association,  it  did 
seem  to  me  that,  owing  to  the  inherent  obstacles,  their  resolutions 
were  not  being  translated  into  action^  I  did  not  see  how  they  could 
well  be,  as  long  as  human  nature  continues  as  it  is. 

The  basic  difficulty  which  occurred  to  me  when  I  joined  in  the 
report  was,  as  it  has  been  expressed  by  Mr.  Commissioner  Clark  and 
Mr.  Commissioner  McChord,  that  the  operating  and  traffic  men, 
through  long  years  of  experience  and  training,  have  gotten  to  look 
after  their  individual  roads  first,  and  consequently  they  are  reluc- 
tant to  direct  traffic  into  new  channels  for  fear  that  the  chan- 
nels will  be  scoured  so  deep  that  when  the  present  emergency  is  over 
the  traffic  will  not  return  to  its  former  routes. 
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And,  again,  I  have  thought  that  possibly  the  resolutions  of  the 
Railroad  War  Board  were  taken  as  recommendations  by  the  roads, 
somewhat  in  a  Pickwickian  sense  and  were  not  being  enforced  as 
orders  would  be. 

Senator  Cummins.  Have  you  with  you  a  table  showing  the  rail- 
way revenue  and  operating  income,  the  corporate  income,  for  the 
calendar  year  1916? 

Commissioner  Aitchison.  Yes,  sir.  This  is  taken  from  the  proof 
sheets  of  a  preliminary  abstract  of  the  statistics  of  common  carriers 
for  the  year  ending  December  31,  1916,  which  is  published  by  the 
Interstate  Commerce  Commission,  and  which  is  now  in  the  Govern- 
ment Printing  Office.    It  is  subject  to  some  slight  corrections. ' 

Senator  Cummins.  Is  that  made  up  in  the  same  way  that  the  tables 
we  have  already  had  before  us  for  other  railroads? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Cummins.  Will  you  hand  it  to  the  reporter,  making  any 
explanations  you  care  to  make  in  regard  to  it? 

Commissioner  Aitchison.  I  would  ask  to  be  permitted  to  substi- 
tute a  photographic  copy  of  this,  and  in  doing  so  I  will  eliminate 
certain  portions  of  the  page,  which  would  confuse  the  record.  There 
is  more  information  here  than  is  contained  in  the  other  reports. 

Senator  Kellogg.  Is  this  the  same  thing  we  have  already  gotten? 

Commissioner  Aitchison.  No,  sir;  this  comes  down  to  December 
31, 1916,  and  the  figures  you  have  only  come  down  to  June  30. 

Senator  Kellogg.  Why  were  the  other  statements  made  up  on  the 
basis  of  the  fiscal  year  and  this  one  made  up  on  the  basis  of  the  cal- 
endar year? 

Commissioner  Aitchison.  Because  there  was  a  change  in  the  fiscal 
year.  There  are  two  fiscal  years,  and  there  was  an  overlap  of  six 
months.  The  fiscal  year  was  changed  in  1916,  to  correspond  with 
the  calendar  year. 

Senator  Kellogg.  Then  the  1917  statement  should  be  made  up  on  a 
basis  of  the  calendar  year? 

Commissioner  Aitchison.  The  1917  statement  will  be  made  up  on 
the  basis  of  the  calendar  year  1917. 

Senator  Kellogg.  When  will  that  be  done? 

Commissioner  Aitchison.  The  reports  come  in  within  90  days.  It 
takes  a  little  while  after  the  calendar  year  to  close  the  accounts  and 
make  adjustments  between  the  carriers. 

Senator  Kellogg.  Then  we  will  have  the  1915  statement  made  up 
on  the  basis  of  the  fiscal  year,  the  1916  statement  on  the  basis  of  the 
calendar  year,  and  the  1917  statement  we  will  not  have  at  all. 

Commissioner  Aitchison.  They  will  be  all  based  on  the  basis  of 
the  old  fiscal  year  as  well  as  the  calendar  year  1916,  and  you  have 
certain  figures  as  to  1917,  down  to  June  30,  compiled  from  the 
monthly  reports,  but  the  monthly  reports  do  not  contain  all  the  in- 
formation which  goes  into  the  annual  report.  They  do  not  contain, 
for  instance,  the  ton-mile  figures. 

Senator  Cummins.  In  order  that  the  record  may  show  it,  will  jou 
state  what  the  report  shows  in  regard  to  the  several  items  of  revenue, 
operating  income,  corporate  income? 
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Commissioner  Aitchison.  This  is  the  income  account  for  the  year. 
Railway  operating  expenses,  $3,596,865,764. 

Senator  Town  send.  Have  you  photographic  copies  of  this  state- 
ment? 

Commissioner  Aitchison.  I  have  not  gotten  those  copies  "yet.  I 
will  substitute  a  photographic  copy  for  this  copy.  All  roads  are 
included  in  this  statement. 

Senator  La  Follette.  When  you  substitute  the  photographic  copy 
of  that  statement,  it  will  bring  the  statistics  down  to  the  last  of 
December,  1917,  will  it  not? 

Commissioner  Aitchison.  No,  sir;  1916. 

Senator  Poindexter.  That  is  printed,  is  it  not? 

Commissioner  Aitchison.  This  is  in  the  Government  Printing 
Office  now.    The  proof  was  only  received  at  our  office  a  few  days  ago. 

This  shows  that  the  railway  operating  expenses  were  $2,357,398,412. 
Net  revenue  from  railroad  operations,  $1,239,467,361 ;  railway  tax  ac- 
cruals, $157,113,372;  uncollectible  railway  revenues,  $797,489;  rail- 
way operating  income,  $1,081,556,499;  revenues  from  miscellaneous 
operations,  $27,293,345. 

Expenses  of  miscellaneous  operations,  $22,902,344 ;  net  revenue  from 
miscellaneous  operations,  $4,391,002.  Taxes  on  miscellaneous  operat- 
ing property,  $1,351,051 ;  miscellaneous  operating  income,  $3,039,950. 
Total  operating  income,  $1,084,596,450. 

Do  you  wish  the  detail  of  the  nonoperating  income?  I  can  aggre- 
gate it,  if  you  desire,  or  give  it  separately. 

Senator  Cummins.  If  it  is  not  long,  I  think  you  might  give  us  the 
details  of  it. 

Commissioner  Aitchison.  Hire  of  freight  cars,  $21,000,888;  rent 
from  locomotives,  $7,540,675  •  rent  from  othet  equipment,  $13,557,205. 
Joint  facility  rent  income,  $24,211,967;  income  from  lease  of  road, 
$4,382,393 ;  miscellaneous  rent  income,  $8,366,485 ;  miscellaneous  non- 
operating  physical  property,  $2,955,990.  Separately  operated  prop- 
erties—profit,  $3,230,513.    Dividend  income,  $102,494,673. 

Income  from  funded  securities,  $50,375,756 ;  income  from  unfunded 
securities,  $26,858,938.  All  other  nonoperating  income,  $5,472,897. 
Total  nonoperating  income,  $270,448,328.  Gross  income,  $1,355,- 
044,831. 

Hire  of  freight  cars — debit  balance,  $43,622,846;  rent  for  locomo- 
tives, $6,644,419;  rent  for  other  equipment,  $15,563,283;  joint  fa- 
cility rents,  $41,916,684 ;  rents  for  leased  lines,  $158,332,347 ;  miscel- 
laneous rents,  $5,583,411. 

Miscellaneous  tax  accruals,  $2,282,481;  separately  operated  prop- 
erties—loss, $3,451,928. 

Interest  on  tunded  debt,  $405,822,451 ;  interest  on  unfunded  debt, 
$15,212,296.  All  other  income  deductions,  $10,766,436.  Total  deduc- 
tions from  gross  income,  $709,198,583.    Net  income,  $645,846,244. 

(The  table  referred  to  is  as  follows:) 
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Summary  of  income  account,  profit  and  loss  account,  operating  revenues,  oper- 
ating expenses,  and  certain  statistics  of  rail-line  operations  of  steam  road* 
for  the  year  ended  December  SI,  1916. 


No. 


1 

3 


Item. 


27 
38 

IB 
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S3 
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S5 

38 

S7 

ss 

39 
40 
41 
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45 
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47 
48 

40 
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SI 


Average  number  of  miles  of  road  op- 
erated, 1016 

Number  of  miles  of  road  owned  on 
Dec  31, 1016. 


mOOMX  ACCOUNT  FOB  THE  TXAB. 


Railway  operating  revenues. 
Railway  operating  expenses . 


Net  revenue  from  railway  oper- 
ations  

Railway  tax  accruals 

Uncollectible  railway  revenues 


Railway  operating  income. 


Revenues  from  miscellaneous  opera- 
tions  

Expenses  of  miscellaneous  operations. 

Net  revenue  from  miscellaneous 

operations 

Taxes   on   miscellaneous  operating 
property. , 


Total,  all  dis- 
tricts. 


231,003.50 
178,163.30 


83,606,865,764 
2,357,308,412 


i 


Miscellaneous  operating  income, 
Total  operating  income , 


Hire  of  freight  cars— credit  balance. . . 

Rant  from  locomotives 

Rent  from  other  equipment 

Joint  facility  rent  income 

Income  from  lease  of  road 

Miscellaneous  rent  income 

Miscellaneous  nonoperating  physical 

property 

Separately  operated  properties— profit 

Dividend  income 

Income  from  funded  securities 

Income  from  unfunded  securities  and 

accounts , 

All  other  nonoperating  income 


Total  nonoperating  income. 
Gross  income 


S3    Bin  of  freight  cars—debit  balance... 
S3  )  Rent  for  locomotives. 


54  .  Rent  for  other  equipment 

45  i  Joint  taciUty  rents 

66  i  Rent  for  leased  roads.. 

57  ;  Miscellaneous  rents 

58  Miscellaneous  tax  accruals 

50  ,  Separately  operated  properties— loss.. 

60  i  Interest  on  funded  debt 

61  Interest  on  unfunded  debt 

All  other  income  deductions 


64 

66 

68 
67 


Total  deductions  from  gross  in- 


Net  income. 


Income  applied  to  sinking  and  other 
funds, 


Dividend  appropriations  of  income. . . 
Income  appropriated  for  investment 

in  physical  property. 

Stock&eount  extinguished  through 

income 

Miscellaneous  appropriations  of  in- 


70 


Total  appropriations  of  Income. 


1,239,467,361 

157,113,372 

707,480 


1,081,556,400 


37,203,345 
22,002,344 


Eastern  dis- 
trict. 


50,081.67 
35,823.44 


81,621,550,830 
1,102,248,863 


619,301,969- 
62,847,784 
255,635 

466,108,540 


4,301,002 
1,351,051 


3,030,050 


1,084,506,450 


21,000,888 

7,540,675 

13,557,206 

24,211,067 

4,382,303 

8,366,485 

2,055,090 

3,330,513 

103,404,673 

50,875,766 

36,858,038 
5,473,807 


370,448,878 


1,355,044,831 


43,622,846 

6,644,410 

15,563,283 

41,016,684 

168,332,347 

5,583,411 

2,382,481 

3,451,928 

405,832,451 

15,312,296 

10,766,436 


700,108,583 


36,681,453 
33,593,260 


4,088,103 
1,177,685 


Southern  dis- 
trict. 


43,711.46 
34,551.01 


8533,035,793 
340,077,503 


182,058,291 

32,402,807 

161,530 


160,393,956 


Western  dis- 
trict.    . 


130,310.46 
107,788.04 


81,453,379,141 
915,073,046 


373,731 
87,731 


185,000 
13,000 


3,910,506 


173,000 


450,100,055 


6,340,613 
8,019,083 
6,413,036 
11,021,706 
3,588,760 
5,034,090 

1,378,015 

3,681,261 

48,789,600 

8,043,631 

13,199,373 
3,673,067 


111,180,346 


160,566,957 


9,776,126 

863,342 

1,835,433 

3,154,719 

433,306 

856,887 

493,853 

318,749 

8,955,825 

9,751,147 

8,453,205 
687,006 


570,389,303 


33,733,103 
3,233,111 
9,419,871 

19,813,036 

76,506,393 

8,933,136 

853,933 

2,208,613 

145,154,710 

10,178,348 
5,891,162 


310,922,306 


645,846,344  !   250,366,996 


14,806,353 
188,029,551 

63,510,058 


30,316,699 


385,661,663 


10,323,776 
82,340,945 

37,553,898 


8,007,355 


138,035,873 


1,578,927 
405,323 

1,541,470 

5,330,707 

11,342,521 

363,778 

211,844 

722,740 

60,357,643 

1,094,342 
672,453 


93,511,749 


108,624,600 


869,952 
2,884,708 

2,135,976 


51,906 


5,442,542 


537,207,101 

71,863,781 

380,334 


464,963,994 


339,173 
321,363 


117,810 
101,366 


V,  SU 


464,920,438 


4,875,150 

8,658,350 

6,319,747 
in  ook  juo 


1,084,123 

330,503 

44,749,348 

33,680,978 

11,306,360 
1,113,834 


40,569,485        118,698,648 


301,136,439        583,619,089 


8,311,817 

3,005,985 

4,601,943 

16,883,941 

70,483,534 

1,387,667 

1,316,705 

520,575 

191,310,008 

3,939,600 

4,202,821 


306,764,538 


377,854,658 


4,313,635 
103,903,901 

33,830.184 


13,356,538 


153,193,348 
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Summary  of  income  account,  profit  and  loss  account,  etc. — Continued. 


No. 


Ti 
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73 
74 
75 
70 
77 

78 


Item. 


Income  balance  transferred  to 
profit  and  loss 

PROFIT  AND  LOSS  ACCOUNT. 

Credit  balance  transferred  from  Income 
Profit  on  road  and  equipment  sold.. 

Delayed  Income  credits 

Unrefundable  overcharges 

Donations 

Miscellaneous  credits 

Total  credits  Spring  year 


Total,  all  dis- 
tricts. 


$360,184,681 


301,690,843 

3,028,034 

2,052,077 

017,550 

1,355,004 

30,050,535 


309,033,652 


Eastern  dis- 
trict. 


$131,341,127 


132,203,605 

783,740 

1,304,307 

457,302 

328,400 

11,088,312 


147,255,855 


Southern  dis- 
trict. 


$103,182,140 


103,665,843 

263,444 

8|  707 

86,300 

374,765 

6,317,303 


110,716,551 


Western  dis- 
trict. 


8125, 661,  an 


125,«6l(3B6 

1,081,441 

MA,  971 

373.M8 

654,749 

12,643,830 


141,961,344 


Senator  Cummins.  Will  you  state  again — I  think  it  has  been  stated 
once  or  twice  but  to  make  it  perfectly  clear,  state  again  what  the 
phrase  "  Net  income  "  means,  according  to  the  bookkeeping  prescribed 
by  the  Interstate  Commerce  Commission? 

Commissioner  Aitchison.  From  the  railway  operating  revenues 
will  be  deducted  the  railway  operating  expenses,  leaving  the  net 
revenue  from  railway  operations.  Then  railway  tax  accruals  and 
the  railway  uncollectible  revenues  are  deducted  from  the  net  revenue 
from  railway  operations,  leaving  the  item  termed  railway  operating 
income.  To  that  item  is  added  or  subtracted,  as  the  case  may  be,  the 
net  revenue  from  miscellaneous  operations,  and  deducted  therefrom 
will  be  the  taxes  on  miscellaneous  operating  property,  leaving  the 
total  operating  income. 

Then  the  items  of  nonoperating  income  are  added  to  the  total  op- 
erating income,  which  gives  the  gross  income  of  the  corporation.  De- 
ducted from  the  gross  income  are  items  such  as  interest  on  funded  and 
unfunded  debts,  rent  of  equipment,  rent  of  leased  roads,  and  certain 
other  items,  which  we  denominate  total  deductions  from  gross  in- 
come, and  the  remainder  is  called  net  income. 

Senator  Kellogg.  What  is  the  amount  of  that? 

Commissioner  Aitchison.  The  amount  of  that  is  $645,846,244. 

Senator  Cummins.  Treating  the  railways  as  a  whole,  that  is  the 
sum  which,  at  the  end  of  the  year  1916,  the  railways  had  for  the 
payment  or  dividends,  or  the  establishment  of  sinking  funds,  or  for 
the  betterment  of  their  properties,  or  for  whatsoever  purpose  they 
saw  fit  to  use  it? 

Commissioner  Aitchison.  Yes,  sir;  after  the  payment  of  their 
funded  and  unfunded  interest  and  taxes. 

Senator  Poindexter.  To  what  extent,  if  any,  did  the  purchase  of 
new  cars  and  locomotives  enter  into  that  calculation?  Was  that 
counted  in  as  part  of  the  operating  expenses  in  any  degree? 

Commissioner  Aitchison.  Only,  as  I  understand  it,  to  the  extent 
of  the  cost  of  the  original  equipment,  which  was  replaced  as  it  was 
worn  out  or  scrapped :  that  was  included.  The  remainder  goes  to  the 
investment  account.  There  are  some  cases  where  that  is  in  property 
as,  for  instance,  in  the  case  of  ties,  the  added  cost  of  a  new  tie  and 
the  added  cost  of  a  yard  of  ballast,  as  it  originally  went  in  is  figured 
as  operating  expense.    That,  of  course,  is  only  a  small  part.    Ordi- 
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narily  the  added  amount  of  investment  would  not  appear  in  the 
operating  expense. 

Senator  Poindexter.  The  maintenance  of  the  number  of  locomo- 
tives and  the  number  of  cars  previously  owned  by  the  road  would 
be  considered  a  part  of  the  operating  expense? 

Commissioner  Aitchison.  Yes,  sir ;  that  is  right. 

Senator  Poindexter.  I  do  not  mean  merely  the  repair  of  old  cars 
and  old  locomotives,  but  the  acquisition  of  a  number  sufficient  to 
keep  up  the  number  previously  owned  either  by  repair  or  purchase. 

Commissioner  Aitchison.  To  keep  the  investment  intact,  but  not 
adding  to  it. 

Senator  Cummins.  Why  is  it,  Commissioner  Aitchison,  that  the 
figures  for  1917  are  not  available  for  the  calendar  year  1917  f 

Commissioner  Aitchison.  One  reason  is  that  this  is  only  January 
2,  and  it  has  not  been  physically  possible  to  assemble  the  figures, 
and  secondly,  I  understand  that,  by  law,  the  reports  of  the  carriers 
are  not  yet  due. 

Senator  Cummins.  The  railway  companies  make  a  monthly  re- 
port, do  they  not? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Cummins.  To  the  Interstate  Commerce  Commission? 

Commissioner  Aitchison.  Yes.  sir. 

Senator  Cummins.  What  is  tne  difference  between  the  monthly 
report  and  the  annual  report,  which  is  not  due  for  three  months  to 
come? 

Commissioner  Aitchison.  The  monthly  report  for  December  is 
not  yet  due,  I  can  explain,  and  will  not  normally  come  in  for  some 
weeks  yet.  It  takes  time  to  close  the  books  and  to  make  interline  ad- 
justments. But  the  monthly  reports  do  not  call  for  the  traffic  statis- 
tics, such  as  ton-miles,  etc. 

Senator  Cummins.  I  think  we  have  a  form  of  the  monthly  report 
in  the  record  already. 

Commissioner  Aitchison.  I  think  that  is  the  one  I  brought  up, 
and  I  have  not  got  it  here  now  before  me;  but  the  monthly  report 
form  is  a  single  sheet,  and  is  always  subject  to  corrections. 

Senator  Cummins.  How  late  in  the  year  1917  can  you  bring  down 
the  compilation  of  these  statistics  that  will  enable  us  to  know  how 
much  the  companies  earned  during  the  present  year,  or  for  the  part 
of  the  present  year  for  which  you  have  reports? 

Commissioner  Aitchison.  I  happen  to  have  before  me  a  compila- 
tion from  the  monthly  reports  of  revenues  and  expenses  of  steam 
roads  which  have  operating  revenues  above  $1,000,000  a  year,  and 
that  comes  down  to  the  end  of  September. 

Senator  Cummins.  That  comes  down  to  what  date,  did  you  say  ? 

Commissioner  Aitchison.  To  the  end  of  September. 

Senator  Cummins.  Does  that  compilation  show  the  aggregate  op- 
erating income?    I  do  not  mean  revenue;  I  mean  income. 

Commissioner  Aitchison.  It  shows  railroad  operating  income  for 
the  railroads  having  revenues  of  more  than  $1,000,000  annually. 

Senator  Cummins.  How  much  is  it? 

Commissioner  Aitchison.  For  the  nine  months  ending  September 
30,  1917,  the  railway  operating  income  was  $735,688,542.  For  the 
corresponding  nine  months  of  the  year  1916  I  can  give  you  the  fig- 
ures, if  you  desire  them. 
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Senator  Cummins.  From  the  sum  you  have  just  named  there  hap 
not  been  deducted  the  dividend  payments? 

Commissioner  Aitchison.  Nor  the  interest. 

Senator  Cummins.  I  mean  the  interest  payments. 

Commissioner  Aitchison.  No,  sir;  the  interest  payments  have  not 
been  deducted. 

Senator  Cummins.  Have  the  tax  accruals  been  deducted? 

Commissioner  Aitchison.  Yes,  sir;  and  I  may  say  that  the  tax 
accruals  which  have  been  deducted  included  the  estimated  amounts 
on  account  of  the  war  tax  as  well  as  the  normal  corporate  tax. 

Senator  Cummins.  Will  you  state  again  the  comparative  figures 
for  this  year  and  last  year — I  mean  1917  ? 

Commissioner  Aitchison.  The  figures  for  the  nine  months  ended 
September  30,  1917,  I  gave  as  $735,688,542.  The  operating  income 
for  the  same  nine  months  in  the  year  1916  was  $785,897,811. 

Senator  Cummins.  Do  you  know  of  any  reason  that  would  disturb 
that  general  comparison  if  it  were  carried  down  to  the  end  of  the 
year  1917?  In  other  words,  can  we  accept  with  reasonable  safety 
those  figures  as  indicating  what  the  corporate  income  will  be  for 
1917? 

Commissioner  Aitchison.  Certain  qualifications  must  be  borne  in 
mind.  You  have  to  know  the  history  of  the  year.  You  are,  in  effect, 
asking  me  to  decide  the  15  per  cent  case  now  pending  before  us.  The 
early  part  of  the  calendar  year  1917,  as  shown  by  the  commission's 
report  in  June,  1917,  on  the  15  per  cent  case,  indicated  that  there 
was  a  marked  falling  off  in  the  railway  operating  income. 

As  stated  by  the  commission  in  that  case,  the  months  which  fol- 
lowed March,  and  up  to  the  time  of  the  commission's  decision,  indi- 
cated an  improvement.  About  the  middle  of  the  year  the  increase 
which  the  commission  had  permitted  to  become  effective  in  Central 
Freight  Association  territory  went  in.  The  general  testimony  before 
us  in  the  advanced  rate  case  indicates  rising  operating  costs  during 
this  period,  which,  I  think  it  is  fair  to  say  it  was  conceded,  seemed 
to  be  somewhat  halted,  with  the  exception  of  possible  future  wage 
increases. 

The  price  of  fuel  had  been  fixed,  but  it  had  also  been  fixed  at  a 
price  which  exceeded  the  contracts  which  many  of  the  carriers  had, 
and  which  were  continuing  in  effect.  Many  of  the  carriers  in  the 
operating  figures  early  in  the  year  were  carrying  into  their  operating 
accounts  material  which  had  been  purchased  at  a  time  of  lower 
costs,  and  consequently  felt  that  they  could  not  continue  those  costs 
in  the  future,  and  that  immediately  they  might  begin  to  feel  the 
effects  of  increasing  costs  in  that  regard. 

The  traffic  has  been  increasing  all  the  time  until,  as  I  stated  be- 
fore, the  physical  capacity  seemed  to  be  reached.  So  that  all  these 
complex  factors  must  be  taken  into  account. 

I  do  not  believe  I  mentioned  the  increase  in  the  class  rates  and 
in  the  rates  on  coal  and  iron  ore  generally,  the  increase  in  class 
rates  being  confined  to  what  we  call  eastern  territory,  which  be- 
came effective  about  the  1st  of  August. 

Senator  Cummins.  With  the  facts  you  have  before  you,  with  the 
basis  you  have  laid,  will  you  state  to  the  committee  whether,  in  your 
opinion,  the  amount  available  for  dividends  for  the  year  1917  will 
be  less  or  more  than  the  amount  available  for  dividends  in  the 
year  1916  ? 
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Commissioner  Attchison.  I  think  it  will  be  somewhat  less. 

Senator  Cummins.  Will  you  give  the  committee  your  best  judg- 
ment as  to  the  amount  that  it  will  be  less  than  the  similar  income 
for  1916? 

Commissioner  Aitchison.  I  think  I  should  state  one  item  which 
I  overlooked,  and  that  is  the  claim  of  certain  eastern  carriers  that 
their  railway  operating  income  is,  to  a  certain  extent,  overstated  by 
reason  of  the  fact  that  they  have  not  kept  their  operating  properties 
at  the  stage  of  maintenance  which  they  normally  have  done,  and 
that  had  they  done  so,  had  they  not  permitted  deferred  maintenance 
to  accrue,  that  their  maintenance  of  way  and  structures  accounts 
would  be  in  excess  of  what  it  is,  and  that  that  maintenance  must 
be  met  later. 

Now,  Senator  Cummins,  answering  your  question,  my  best  judg- 
ment is  that  in  the  eastern  territory  there  will  not  be  the  amount 
available  for  dividends  which  was  available  last  year.  Seemingly 
that  is  not  so  with  respect  to  western  and  southern  territory. 

Senator  Cummins.  Will  you  give  us  your  best  judgment  as  to  the 
amount  which  this  income  available  for  dividends  will  be  less  than 
it  was  in  1916? 

Commissioner  Attchison.  The  table  which  I  have  before  me  shows 
that  for  the  nine  months  of  1917  which  I  referred  to  the  eastern 
carriers  have  approximately  $56,000,000  less  railway  operating  in- 
comes than  they  had  last  year,  the  southern  carriers  approximately 
$2,000,000  more,  and  the  western  carriers  approximately  $3,000,000 
more,  so  that  if  that  condition  continues  during  the  remainder  of  the 
year,  the  carriers  in  eastern  territory  would  oe  over  $50,000,000  or 
$60,000,000  short  of  having  the  amount  of  railway  operating  incomes 
which  they  had  in  the  last  calendar  year,  1916,  while  the  southern 
and  western  carriers  will  have  approximately  the  same. 

Senator  Kellogg.  They  are  already  short  $50,000,000,  according 
to  your  figures,  are  they? 

Commissioner  Attchison.  Yes,  sir. 

Senator  Kellogg.  Then,  you  mean  if  they  maintain  the  balance 
during  the  last  three  months  they  will  remain  $50,000,000  short? 

Commissioner  Attchison.  I  say,  bearing  in  mind  that  they  had 
increased  traffic,  which  they  did  not  have  prior  to  that,  and  also 
bearing  in  mind  that  the  rate  increase  did  not  apply  in  the  early 
part  cf  the  year.  These  roads  we  are  talking  about  represent  about. 
97  per  cent  of  the  whole  railroad  revenue  of  the  country  and  about 
95  per  cent  of  the  total  mileage,  and  of  course  we  get  up  tables  of 
this  sort  which  involve  comparatively  few  roads  much  quicker  than 
tables  taking  in  1,800  carriers. 

Senator  Cummins.  From  your  standpoint,  then,  it  would  be  safe 
to  proceed  upon  the  hypothesis,  as  far  as  it  is  material,  that  the  free 
money  or  the  money  available  for  dividends  for  the  calendar  year 
1917  would  be  $50,000,000  or  $60,000,000  less  than  the  amount  avail- 
able for  1916? 

Commissioner  Attchison.  Yes;  bearing  in  mind  all  the  time  the 
contentions  of  the  carriers  as  to  the  deferred  maintenance  and  the 
like  which  I  hfrve  enumerated. 

Senator  Kellogg.  Do  you  know  anything  about  that  ? 
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Commissioner  Aitchison.  I  have  heard  testimony  given  before 
me  in  the  advanced  rate  cases,  I  think,  as  far  as  the  eastern  carriers 
are  concerned.  Mr.  Willard  testified  he  thought  you  would  get  as 
safe  a  ride  between  Washington  and  Chicago  as  you  ever  had  on  the 
Baltimore  &  Ohio,  but  possibly  you  would  not  get  as  smooth  a  one. 

Senator  Poindexter.  What  is  the  difference  in  the  taxes  of  the 
railroads  in  this  class  in  the  year  1916  and  1917? 

Commissioner  Aitchison.  In  1917,  for  the  nine  months  referred 
to,  the  amount  was  $151,557,095.  For  1916,  during  the  same  nine 
months,  the  amount  was  $116,527,940,  a  difference  of  approximately 
$35,000,000,  or  about  30  per  cent  of  the  1916  taxes. 

Senator  Poindexter.  That  would  make  crp  urer  one- half  of  the 
difference  available  for  dividends? 

Commissioner  Aitchison.  Seemingly. 

Senator  Poindexter.  It  would  make  up  over  half  the  difference 
you  have  spoken  of? 

Commissioner  Aitchison.  Seemingly.  I  understand  the  practice 
of  the  carriers  has  not  been  uniform  with  respect  to  charging  to  the 
railroad  tax  accruals  the  excess-profits  tax.  Some  of  them  have  done 
that  and  some  of  them  have  not 

Senator  Cummins.  In  your  opinion,  is  the  diminished  income  of 
roads  in  the  eastern  district  for  these  nine  months  due  to  lesser 
traffic  or  increased  cost  of  maintenance  and  operation,  or  to  the  con- 
fusion arising  out  of  the  priority  orders  in  the  movement  of  traffic? 

Commissioner  Aitchison.  During  this  nine  months  period  I 
think  they  have  had  more  traffic  tnan  during  the  same  period  in 
1916.  They  have  been  suffering  from^  an  embarrassment  caused  by 
too  much  traffic,  but  the  confusion  with  respect  to  priority  orders 
does  not  cover  the  whole  period,  because  we  did  not  get  into  the 
war  until  April. 

Senator  Cummins.  Then  it  is  due  somewhat  to  the  increased  cost 
of  maintenance  and  operation?  You  have  accounted  for  about  $30,- 
000,000  in  taxes. 

Commissioner  Aitchison.  The  maintenance  of  way  and  structures 
accounts  of  1917  exceeds  that  of  1916  by  upward  of  $20,000,000, 
and  of  course  they  say,  with  a  good  deal  of  justification,  that  a 
dollar  will  not  buy  as  much  now  as  it  did  in  1916  in  the  shape  of  work 
performed. 

There  is  a  very  heavy  increase  in  the  maintenance  of  equipment, 
which  is  due  both  to  increased  cost  of  material  and  labor  and  also  to 
the  increase  in  traffic. 

Senator  La  Follette.  The  table  you  have  before  you  is  based 
upon  monthly  reports,  is  it  not? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  La  Follette.  Do  the  monthly  reports  as  shown  there  in- 
dicate that  this  shrinkage  extended  over  the  entire  nine  months 
period  or  when  did  it  begin,  if  you  can  tell  by  reference  to  that 
table?    When  did  it  begin  to  indicate  itself? 

Commissioner  Aitchison.  The  table  I  was  using  does  not  show 
that,  but  I  can  get  it  from  other  tables. 

Senator  Cummins.  Will  you  give  that  table  to  the  reporter,  so 
that  it  may  be  incorporated  m  the  record? 

Commissioner  Aftchibon.  I  will  do  that,  if .  the  .committee  de- 
sires it. 
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(The  table  referred  to  is  as  follows:) 

Summary  of  monthly  reports  of  Class  J,  railroads,  January  to  September, 

inclusive,  1917. 

fCanpariaon  is  between  totals  for  months  named,  with  totals  for  same  months  In  1910.] 

UNITED  STATES. 


Item. 


Average  mrmner  miles  operated. 


Freight. 

Pas* 

Mail. 


All  other  transportation. , 

Incidental , 

Joint  factilty— Cr 

Joint  faculty— Dr 


Railway  operating  revenues. 


Amount. 


1917 


231,120.44 


12,065,541,904 

597.833,714 

45.074,090 

78.400,879 

84,312,690 

76,631.345 

3,137,106 

1.162,050 


2.969,769.680 


1916 


230.496.01 


$1,878,079,037 

622.591,404 

45,395.420 

65,112,272 

78,372,177 

61.473,706 

2,804,759 

1,033  007 


Per  mile  of  road 
operated. 


1917 


2,652,795.828 


Maintenance  of  way  and  structures.. 

Maintenance  of  equipment 

Traffic 

Transportation 

Miscellaneous  operations 

General : 

Transportatiui  for  investment— Cr . . 


Railway  operating  expenses. .. . 

Net  revenue  from  railway  operations . 

Railway  tax  accruals 

Uncollectible  railway  revenues 


Railway  operating  Income 

Ratio  of  operating  expenses  to  operating  revenues, 
percent. 


342,000,011 

500.594,696 

48.480,181 

1,100.512,711 

24.968,111 

71.124,116 

6,675,449 


2,062.064,377 


887,705.303 


151,557.095 
459,666 


735,688,542 
70.11 


321.149,529 

442,918.797 

46.745,834 

861.761.267 

20,140,541 

62,249,202 

5,290,727 


1,749,674,543 


903,121,285 


116,527.940 
695.534 


19,024 

2,587 

195 

339 

365 

331 

13 

5 


12,849 


1,480 

2,166 

210 

4,761 

108 

308 

25 


9,008 


3,841 


785,897,811 

i 

65.96 


656 
2 


3,183 


1916 


18.148 

2,267 

197 

282 

340 

267 

12 

4 


11,509 


1,393 

1,921 

203 

3,740 

87 

270 

23 


7,591 


3,918 


505 
3 


3,410 


EASTERN  DISTRICT. 


Average  number  miles  operated. 

Revenues: 
Freight. 


Mail 


AU  other  transportation. 

Incidental.... 

Joint  facility-Cr 

Jofart  facUty— Dr 


Railway  operating  revenues. 


Maintenance  of  way  and  structures. 

Maintenance  of  equipment 

Traffic 

Transportation 

MtoflaneottS  operations 

General............................ 

Transportation  for  investment— Cr. 


Railway  operating  expenses... . 
Net  revenue  from  railway  operations . 

Railway  tax  accruals 

Uncollectible  railway  revenues 


Railway  operating  income 

Ratio  of  operating  expenses  to  operating  revenues, 


».  .»•• 


59,200.26 


9932,263,753 

264,526,804 

17,757,339 

37,112,946 

46,660,700 

42,554,712 

1,515,947 

694,817 


1,341,697,384 


143,686,087 

240,239,241 

18,764,873 

546,535,875 

11.517,167 

31,265,801 

577,580 


991,431,464 


350,265,920 


56,515,550 
152,217 


293,598,163 
73.89 


59,214.87 


1855,671,392 

236,935,095 

16,803,070 

31,206,471 

44,207,290 

34,018,706 

1,315,489 

573,520 


115,748 

4,468 

300 

627 

788 

719 

26 

12 


1,219,583,993  |   22,664 


134,082,294 

213,503,761 

17,879,353 

421,323,356 

9,482,716 

27,407,758 

650,546 


2,427 

4,058 

317 

9,232 

195 

528 

10 


823,028,692    16,747 


396,555,301 


47,226,420 
283,149 


6,917 


955 
3 


349,045,732 
67.48 


4,959 


$14,450 

4,001 

284 

527 

747 

576 

22 

10 


20,596 


2,264 

3,606 

302 

7,115 

160 

463 

11 


13,899 


6,697 


797 
5 


5,895 
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SOUTHERN  DISTRICT. 


Item. 


Average  number  miles  operated. 


Revenues: 

Freight 

Passenger 

Mall 

Exprefs 

All  other  transportation. 

Incidental 

Joint  faculty— Cr 

Joint  facility— Dr 


Railway  operating  revenues. 


Expenses: 

Maintenance  of  way  and  structures. 

Maintenance  of  equipmont 

Traffic 

Transportation 

Miscellaneous  operations 

General 

Transportation  for  investment— Cr . 


Railway  operating  expenses. 


Net  revenue  from  railway  operations. 


Railway  tax  accruals 

Uncollectible  railway  revenues . 


Railway  operating  income 

Ratio  of  operating  expenses  to  operating  revenues, 
percent 


Amount. 


1917 


42,774.83 


1319,716, 721 

87,837,792 

6,860,188 

10,811,523 

6,375,203 

8,432,984 

734,173 

196,934 


440,571,650 


1916 


Per  mile  of  road 
operated. 


1917 


42,581.88 


52,168,440 
83,837,653 

9,059,892 
147,352,913 

2,416,711 
10,550,886 

1,010,215 


301,376,280 


139,195,370 


24,646,490 
83,375 


114,459,505 
68.41 


8280,092,828 

71,171,772 

6,080,864 

9,458,237 

5,887,765 

7,073,314 

657,730 

215,678 


383,156,832 


17,474 

2,054 

161 

253 

149 

197 

17 

5 


10,300J 


47,330,622 

70,383,363 

8,660,616 

114,053,267 

1,973,058 

9,763,923 

873,221 


251,291,628 


128,865,204 


16,401,065 
129,995 


112,334,144 
66.10 


1,220 

1,890 

212 

3,445 

56 

247 

24 


7,046 


3,254 


576 

2 


2,676 


WESTERN  DISTRICT. 


Average  number  miles  operated 

Revenues: 

Freight 

Passenger 

Mail 

Express 

All  other  t  ransportation 

Incidents  1 

Joint  facility— Cr 

Joint  facility— Dr 

Railway  operating  re  venues 

Expenses: 

Maintenance  of  way  and  structures 

Maintenance  of  equipment 

Traffic 

Transportation 

Miscellaneous 

General 

Transportation  for  investment— Cr 

Railway  operating  expenses 

Net  revenue  from  railway  operations 

Railway  tax  accruals 

Uncollectible  railway  revenues 

Railway  operating  Income 

Ratio  of  operating  expenses  to  operating  revenues, 
percent 


129,145.35 


128,699.26 


1833,561,430 

245,469.118 

20,456,563 

30,476,410 

81,276,787 

25,643.649 

886,988 

270,299 


1742,314,817 

214,484.537 

22,561,486 

24,447,564 

28,277,122 

20,381,746 

831,540 

243,809 


1,187,500,646      1,053,055,003 


146,205,484 

179,517,802 

20,655,416 

406,623,923 

11,034,233 

29,307,429 

4,087,654 


789,256,633 


398,244,013 


70,395,055 
218, 074 


327,630,884 
66.46 


139,736.613 

159,031,673 

20,205,865 

326,384,644 

8,684,767 

25,077,621 

3.766,960 


675,354,223 


377, 700, 780 


52,900,455 
282,390 


324,517,935 
64.13 


16,454 

1,901 

158 

236 

242 

199 

7 

2 


9,195 


1,132 

1,390 

160 

3,149 

85 

227 

32 


6.111 


3,084 


545 
2 


2,537 
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Hie  shrinkage  for  the  carriers  of  the  United  States  as  a  whole  com- 
mences with  the  month  of  July,  1917.  I  am  speaking  of  the  shrinkage 
in  the  operating  income. 

Senator  La  Follette.  But  there  has  been  no  shrinkage  as  a  whole 
in  either  the  southern  or  the  western  territory.  This  shrinkage,  as 
you  have  already  testified,  is  confined  to  eastern  territory. 

Commissioner  ArrcmsoN.  Perhaps  I  can  answer  that  more  accu- 
rately by  reading  the  average  operating  income  per  mile  of  the  car- 
riers in  the  southern  and  western  districts  for  the  nine  months  men- 
tioned. It  shows  certain  minor  fluctuations,  which  make  a  categori- 
cal answer  somewhat  misleading. 

Senator  Poikdextek.  Can  you  give  us,  before  reading  that  table, 
the  increase  in  the  income  of  the  western  and  southern  roads  for  the 
nine  months  of  1917  over  the  correponding  nine  months  of  1916? 

Commissioner  Aitchison.  Yes,  sir.  For  the  southern  carriers,  the 
railway  operating  income  in  1917  for  the  nine  months  mentioned  was 
$114,459,505.  or  $2,676  per  mile  of  road  operated.  For  the  same  nine 
months  in  1916  the  amount  was  $112,384,144,  or  $2,636  per  mile  of 
road  operated,  a  difference  of  $38  per  mile  of  road  operated  in  south- 
ern territory,  an  increase  of  the  railway  operating  income  over  1916 
for  those  nine  months. 

In  the  western  district  the  railway  operating  income  for  the  nine 
months  previously  mentioned  amounted  to  $327,630,884  for  1917,  and 
for  1916,  during  the  same  period,  the  amount  was  $324,517,935.  Re- 
duced to  the  basisper  mile  of  road  operated,  the  1917  railway  operat- 
ing income  was  $2,587  per  mile  of  road  operated,  and  in  1916  the 
income  was  $2,522  per  mile  of  road  operated,  or  an  increase  in  1917 
over  1916  of  $15  per  mile  of  road  operated. 

Senator  Poindexter.  Now;  with  reference  to  the  eastern  roads,  re- 
duced to  the  amount  per  mile  of  road  operated,  what  was  the  loss 
for  that  period  ? 

Commissioner  Aitchison.  In  1916  the  railway  operating  income 
for  the  nine  months  mentioned  for  class  1  carriers  was  $5,895  per 
mile  of  road  operated,  and  in  1917,  during  the  same  period,  the 
amount  was  $4,959  per  mile  of  road  operated,  a  decrease  of  $936  per 
mile  of  road  operated. 

Senator  Watson.  When  was  the  priorities  board  formed,  and  when 
did  Judge  Lovett  begin  to  issue  priority  orders,  do  you  remember? 

Commissioner  Aitchison.  You  will  have  to  ask  somebody  else  that 
question,  Senator.   I  do  not  remember  that. 

Senator  Townsend.  There  was  a  priorities  board  in  existence  be- 
fore Judge  Lovett  took  charge.  He  had  to  change  a  good  many  of 
the  priority  orders.    He  has  only  been  there  a  couple  of  months,  I 

Senator  Watson.  I  was  wondering  how  nearly  coincident  the  oper- 
ations of  the  Priorities  Board  and  the  decrease  in  the  revenues  oi  the 
eastern  roads  might  be. 

Commissioner  Clark.  The  criticism  that  has  been  made  in  reference 
to  the  so-called  priority  orders  does  not  refer  to  the  orders  issued  by 
the  priorities  director,  Judge  Lovett,  but  to  preference  instructions 
that  have  been  issued  by  various  bureaus  in  the  same  department  and 
by  various  departments  of  the  Government. 
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Senator  Watson.  I  referred  to  him  as  the  head  of  that  board,  and 
was  not  criticizing  him. 

Commissioner  Clark.  That  is  the  point  I  was  trying  to  clear  up, 
that  these  preference  instructions  issued  from  the  various  bureaus  in 
the  various  departments  have  been  issued  independent  of  any  action 
of  or  consultation  with  Judge  Lovett. 

Senator  Watson.  That  is  in  the  War  Department,  or  other  depart- 
ments? 

Commissioner  Clark.  Yes.  I  heard  Judge  Lovett  say  in  a  meet- 
ing a  month  ago  that  he  had  taken  that  matter  up  with  the  Secretary 
of  War;  the  idea  of  coordinating  the  needs  of  the  various  bureaus  in 
the  various  departments,  so  that  there  will  be  less  confusion  or  con- 
flict of  orders. 

Commissioner  Aitchison.  It  has  been  Judge  Lovett's  policy,  as  I 
understand,  from  my  own  observation,  and  from  conversations  with 
him,  to  keep  the  number  of  priority  orders  he  issues  down  to  an  abso- 
lute minimum. 

Senator  Watson.  When  was  this  Railway  Managers'  Board  or 
committee,  as  it  was  recently  constituted,  organized? 

Commissioner  Aitchison.  In  April,  1917. 

Senator  Watson.  The  amount  of  freight  handled  after  that  board 
was  organized  and  took  alleged  charge  greatly  increased,  did  it  not? 

Commissioner  Aitchison.  Undoubtedly. 

Senator  Watson.  Do  you  know  how  much  ? 

Commissioner  Aitchison.  Except  as  it  reflects  itself  in  revenue. 

Senator  Watson.  After  that  this  decrease  in  earnings  continued? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Watson.  After  they  had  taken  charge.  That  is,  with 
greatly  increased  freightage? 

Commissioner  Aitchison.  It  started  somewhat  after  that.  Com- 
paring the  operating  income  per  mile,  month  by  month  for  the  coun- 
try as  a  whole,  October,  1916,  was  the  high  peak ;  then  there  was  a 
decline  to  February,  1917,  which  was  the  lowest  point  since  February, 
1915.  Then  there  was  an  increase  to  July,  1917,  followed  by  fluctua- 
tions down  and  up  with  a  general  downward  tendency  to  September, 
1917,  which  concludes  the  table  before  me.  For  the  eastern  carriers, 
August,  1916,  was  the  highest  peak  month  as  to  operating  income  per 
mile  shown  on  the  table;  then  the  tendency  was  markedly  down- 
wards to  February,  1917,  the  lowest  point  shown  on  the  taole  as  to 
eastern  carriers;  and  then  there  was  a  uniform  increase  to  and  in- 
cluding August,  1917.  The  drop  in  operating  income  of  the  eastern 
carriers  did  not  commence  again  until  September,  1917.  ^ 

Senator  Watson.  So  that  the  increased  amount  of  freight  handled 
did  not  increase  the  net  revenues? 

Commissioner  Aitchison.  That  is  a  question  which  we  are  thrash- 
ing out  in  the  15  per  cent  rate  case,  how  far  the  law  of  increasing 
returns  operates  or  does  not  operate.  I  can  submit  the  following 
statement  showing  the  railway  operating  revenues  and  operating  in- 
come per  mile,  by  months  and  districts,  of  the  Class  I  carriers,  from 
January,  1915,  to  September,  1917,  inclusive.  This  will  show  the 
fluctuations  in  operating  revenues  and  operating  incomes,  month  by 
month,  for  the  country  as  a  whole,  and  for  the  three  districts. 
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Senator  Watson.  When  did  the  Adamson  law  go  into  effect? 

Commissioner  Clark.  I  think  that  is  a  hard  question  to  answer. 

Senator  Watson.  I  was  wondering  whether  or  not  you  could  segre- 
gate it  in  order  to  show  how  much,  if  any,  the  Adamson  law  had  in- 
creased the  wages,  and  therefore  the  operating  expenses. 

Commissioner  Aitchison.  That  was  one  of  the  questions  in  the 
original  15  per  cent  rate  case. 

Senator  Watson.  I  do  not  desire  to  go  into  that  case. 

Senator  Cummins.  I  want  to  call  your  attention  to  one  item  in 
the  report  you  have  submitted,  for  the  first  nine  months  of  1917, 
relating  to  the  eastern  district.  It  appears  that  according  to  these 
monthly  reports  the  expenses  of  the  maintenance  ef  way  and  struc- 
tures is  about  $9,000,000  more  for  1917  than  for  the  same  period  in 
1916. 

Commissioner  Aitchison.  That  is  correct. 

Senator  Cummins.  It  would  not  appear  that  there  had  been  any 
deferred  maintenance,  so  far  as  1917  is  concerned. 

Commissioner  Aitchison.  That  involves  the  question  of  how  much 
a  dollar  will  buy.  While  spending  more  dollars  in  1917  they 
might  not  have  done  as  milch  work  as  in  1916. 

Senator  Cummins.  If  the  reports  are  to  be  accepted,  they  evi- 
dently spent  about  $9,000,000  more. 

Commissioner  Aitchison.  That  unquestionably  is  true* 

Senator  Cummins.  And  for  the  maintenance  of  equipment  these 
roads  spent  about  $27,000,000  more. 

Commissioner  Aitchison.  That  is  correct. 

Senator  Cummins.  Now,  I  come  to  the  large  item  of  increase, 
namely,  that  of  transportation.  For  1917  these  nine  months  are 
charged  with  an  expenditure  of  $546,535,875,  and  for  the  same  period 
in  1916  they  are  charged  with  $421,323,356,  making  a  difference  of 
something  like  $125,000,000. 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Cummins.  What  are  the  chief  items  of  expenditure  under 
the  head  of  transportation  ? 

Commissioner  Aitchison.  Of  course  that  item  will  normally  fol- 
low the  amount  of  transportation  carried,  except  so  far  as  the  law 
of  increasing  returns  will  keep  the  expenses  down.  But  there  was 
more  traffic,  and  fuel  was  more  expensive. 

—Senator  Cummins.  What  are  the  chief  items  of  expenses  that  are 
collocated  under  that  head? 
-  Commissioner  Aitchison.  Of  conducting  transportation? 

Senator  Cummins.  Of  transportation. 

Commissioner  Aitchison.  Train  dispatchers,  station  employees, 
weighing,  inspection,  demurrage  bureaus,  coal  and  ore  wharves,  sta- 
tion supplies,  yard  expenses,  fuel  for  yard  locomotives,  and  other 
supplies ;  train  enginemen  and  train  expenses  generally,  including 
fuel,  engine-house  expenses^  trainmen,  telegraph  and  telephone  op- 
eration, and  a  number  of  minor  items.  The  main  items  are  fuel  and 
wages. 

Senator  Cummins.  The  wages  of  the  men  who  actually  move  the 
trains?  

Commissioner  Aitchison.  Yes,  sir. 

Senator  Cummins.  And  the  yardmen? 
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Commissioner  Aitchison.  And  dispatchers,  telegraphers,  and  sta- 
tion employees. 

Senator  Cummins.  Who  are  directly  connected  with  the  movement 
of  trains? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Cummins.  I  want  to  call  your  attention  to  another  sub- 
ject. You  have  been  connected,  in  a  way,  with  the  proceedings  for 
the  valuation  of  the  railways  for  some  time,  have  you  not  ? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Cummins.  Since  when,  and  in  what  capacity? 

Commissioner  Aitchison.  I  was  first  a  member  of  the  committee 
of  the  State  Railway  Commissioners  appointed  in  November,  1015, 
which  had  to  do  generally  with  the  federal  valuation,  and  I  con- 
tinued as  a  member  of  that  committee  until  my  nomination  was  sent 
in  as  a  member  of  the  Interstate  Commerce  Commission.  From 
May  until  I  was  nominated  as  a  member  of  the  Interstate  Commerce 
Commission,  I  was  the  legal  representative  of  that  committee  of 
state  railway  commissioners  in  Washington,  and  kept  in  close  touch 
with  the  work.  Now  I  am  a  member  of  Division  1  of  the  Interstate 
Commerce  Commission,  which  has  administrative  charge  of  the 
valuation  work. 

Senator  Cummins.  In  your  opinion,  how  long  would  it  be,  if  the 
commission  were  free  to  go  along  with  the  work,  before  they  would 
arrive  at  a  valuation  of  the  railways  of  the  country? 

Commissioner  Aitchison.  I  should  answer  that  by  saying  it  de- 
pends absolutely  on  the  legal  departments  of  the  carriers,  oecause 
they  have  it  in  their  power  to  do  as  I  am  convinced  they  have  in  the 
past,  delay  the  progress  of  the  valuation  work  very  materially.  I 
do  not  say  this  a  deliberate  policy,  but  rather  the  effect  of  trying  all 
these  valuation  proceedings  as  lawsuits. 

Senator  Cummins.  I  am  assuming  that  there  would  be  the  right 
kind  of  cooperation,  either  voluntary  or  involuntary. 

Senator  Rhndexter.  I  would  like  to  understand  that,  briefly. 
How  do  the  legal  departments  of  the  roads  delay  that  work;  how 
have  they  delayed  the  work  of  valuation  ? 

Commissioner  Aitchison.  I  think  thev  have  pressed  their  claims 
to  an  absurd  extent.  Questions  have  been  argued,  reargued  and 
argued  again  before  the  commission,  and  it  has  only  been  recently 
that  the  commission  has  been  able  to  get  a  case  submitted. 

Senator  Poindexter.  Is  not  the  procedure  before  the  commission  ? 

Commissioner  Aitchison.  Under  the  control  of  the  commission, 
yes;  but  I  was  not  on  the  commission  then. 

Senator  Cummins.  Assuming  that  in  the  future  there  will  be  the 
right  kind  of  cooperation  and  the  utmost  speed,  how  long  will  it  be  f 

Commissioner  Aitchison.  Up  to  the  present  time  the  field  work 
of  inventorying  has  been  done  on  approximately  150,000  miles  of 
main  line  out  of  250,000  miles  of  mam  line  in  the  country.  The 
commission  is  working  now  with  approximately  60  field  parties,  and 
continuing  with  that  number,  by  the  1st  of  January,  1020,  the  re- 
maining 100,000  miles  will  be  covered.  This  includes  large  carriers 
and  small  carriers. 

On  many  of  the  large  roads  the  field  work  has  been  done  now,  but 
the  result  has  not  been  put  in  the  shape  of  tentative  reports,  for  the 
reason  that  it  has  seemed  that  until  the  first  cases  were  submitted 
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and  decided  by  the  commission  it  would  involve  a  waste  of  work  and 
effort  to  put  the  results  in  the  shape  of  tentative  reports,  which  might 
have  to  be  upset  as  the  result  of  the  decision  of  the  commission  on  the 
first  case. 

Of  course,  the  roadway  and  the  trackway  parties  do  not  have  all 
the  inventory  work.  There  is  somewhat  of  a  lag  there,  which  is  taken 
up  by  the  other  people,  as  they  come  after  the  roadway  party. 

The.  ability  of  the  commission  to  complete  its  inventory  work  de- 

Eends  not  solely  upon  the  force  which  the  Government  can  put  in, 
ut  the  valuation  act  requires  the  cooperation  of  the  carriers,  and  the 
carriers  must  be  relied  upon  to  supply  a  large  amount  of  data  in  the 
first  instance  from  their  own  records,  and  therefore  the  ability  of 
the  carriers  to  do  that  to  a  certain  extent  measures  the  speed  which 
the  Government  has  been  able  to  make,  and  can  make. 

We  could  take  all  60  parties  and  throw  them  onto  the  Pennsyl- 
vania system,  but  the  trouble  would  be  that  the  Pennsylvania  Road 
would  not  be  able  to  accommodate  those  parties  and  keep  up  its  part 
of  the  undertaking  which  Congress  has  imposed  upon  it,  to  cooperate 
with  the  commission  and  furnish  the  information  necessary  to  keep 
a  large  number  of  men  at  work. 

Senator  Cummins.  As  I  understand  it,  the  commission  has  not  ren- 
dered an  opinion  in  reference  to  the  valuation  of  any  road,  as  yet? 

Commissioner  Attghison.  The  three  typical  early  roads  were  sub- 
mitted about  two  weeks  ago. 

Senator  Cummins.  Was  an  opinion  rendered? 

Commissioner  Attchison.  No;  they  were  submitted  to  the  com- 
mission, and  the  reports  are  in  preparation  on  those. 

Senator  Cummins.  The  Bureau  organized  by  the  commission  for 
the  work,  of  which  Judge  Prouty  is  the  head,  has  reported  its  con- 
clusions with  regard  to  certain  roads? 

Commissioner  Attchison.  Yes,  sir;  and  it  has  a  large  number  of 
others  that  are  in  abeyance,  awaiting  something  from  the  commis- 
sion as  to  what  should  be  included. 

Senator  Cummins.  I  do  not  want  to  anticipate  any  opinion  or  de- 
cision of  the  commission,  nor  to  ask  you  what  your  judgment  is  with 
regard  to  anything  upon  which  you  must  finally  pass  as  a  member 
of  the  commission ;  but  I  would  like  to  know  your  opinion,  and  that 
of  the  other  members  of  the  commission  who  are  here,  with  respect 
to  this  question:  Assuming  that  the  principles  which  have  been 
adopted  by  the  committee  on  valuation,  for  which,  of  course,  the  com- 
mission is  not  responsible,  shall  be  finally  accepted  by  the  commis- 
sion, what  will  be  the  aggregate  value  of  all  the  railroads  in  the 
country. 

Commissioner  Attchison.  I  will  have  to  ask  to  be  excused  from 
hazarding  an  answer  to  that  question,  not  because  of  a  desire  to  avoid 
an  answer  or  for  any  of  the  reasons  you  suggested,  but  because  I 
do  not  think  any  human  being  can  tell  at  this  time. 

Senator  Cummins.  I  did  not  know  but  that  in  view  of  the  fact 
that  vou  had  been  familiar  with  the  work  of  the  valuation  committee 
and  have  gone  into  the  subject  somewhat  fully,  that  its  work  could 
be  fairly  projected  to  the  end,  and  the  outcome  reasonably  known; 

Senator  Townsend.  Do  I  understand  correctly,  that  this  valuation 
fa  to  be  made  of  a  certain  date? 
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Commissioner  Attchison.  It  is  being  made  as  of  different  dates. 
The  roads  are  being  taken  as  of  different  periods.  However,  the 
prices  applied  so  far — and  I  am  thinking  of  what  the  Bureau  of 
Valuation  has  done,  rather  than  the  commission — the  Bureau  of  Val- 
uation has  applied  prices  as  of  1914,  taking  that  as  a  normal  price 
year;  and  the  explanation  made  is  that  if  it  should  be  desired  later  to 
increase  Hie  cost  values  because  of  increases  in  prices  of  material  and 
labor,  that  can  be  more  readily  done  if  the  carriers  are  all  on  a 
common  basis,  than  if  part  of  their  lines  are  on  a  basis  of  the  1917 
figures  and  part  of  them  on  a  basis  of  1915  or  1914  figures. 

Senator  Townsend.  So,  that  your  final  report  will  have  to  be 
brought  down  to  the  date  of  the  report? 

Commissioner  Attchison.  The  law  contemplates  that  the  valua- 
tion shall  be  kept  up  to  date,  and  that  can  be  done  with  the  excep- 
tion of  fluctuations  in  the  prices  of  material  and  labor  by  means  of 
the  additions  and  betterments  accounts  of  the  carriers,  now  kept 
in  accordance  with  law  and  reported  to  us.  We  are  getting  that 
information  right  along. 

Senator  Cummins.  Confining  my  question  to  roads  that  have  been 
reported  upon  by  the  committee  on  valuation,  what  is  the  relation 
of  the  report  of  the  committee  in  reference  to  the  valuation,  as  com- 
pared with  the  book  value  or  investment  account? 

Commissioner  Attchison.  Of  course  you  have  touched  on  the 
fundamental  question  as  to  whether  the  act  contemplates  that  a  sin- 
gle value  shall  be  fixed  or  that  the  three  costs  and  other  values  and 
elements  of  value  shall  be  determined. 
Senator  Poindexter.  What  do  you  mean  by  the  three  costs? 
Commissioner  Attchison.  The  three  costs  are  the  reproduction 
cost  new,  the  cost  of  reproduction  less  depreciation,  and  the  original 
cost  to  date. 

Senator  Cummins.  The  committee  has  adopted,  with  respect  to  all 
properties,  unless  it  be  real  property,  the  view  that  it  shall  be  the 
cost  of  reproduction,  less  depreciation,  has  it  not? 

Commissioner  Attchison.  No,  sir.  The  Bureau  of  Valuation  has 
taken  the  view  in  the  tentative  reports  made  by  it  that  it  should  re- 
port these  three  costs,  what  it  finds  as  to  other  elements  of  value — 
and  they  have  not  found  any  yet — and  stop  at  that,  leaving  the  ques- 
tion as  to  which  of  these  values  shall  be  taken  in  the  ordinary  rate 
case  or  condemnation,  capitalization,  or  the  like,  to  be  determined 
when  the  question  arises. 

Senator  Cummins.  Now,  can  you  furnish  to  the  committee  the 
report  of  the  Bureau  of  Valuation,  so  far  as  the  roads  that  are 
involved  are  included  in  that  report? 

Commissioner  Attchison.  I  can,  but  I  think  your  question,  in 
order  to  condense  the  record,  will  need  modification.  I  take  it  you 
want  the  totals  of  the  three  costs  rather  than  the  voluminous  valua- 
tion of  each  road. 

Senator  Cummins.  I  think  it  will  be  better  if  you  can  furnish  the 
total 

Commissioner  Attchison.  Perhaps  I  can  best  do  that  by  seeing 
that  you  are  supplied  with  copies  of  the  notices  sent  to  the  carriers. 
Senator  Cummins.  Those  would  show  the  totals  in  the  case  of  each 
road,  of  the  three  bases  that  have  been  reported  upon  ? 
Commissioner  ArrcnisoN.  Tes,  sir. 
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Senator  Cummins.  And  these  reports  will  also  show  or  the  notice 
will  show  the  book  value  or  the  investment  account  as  shown  by  the 
railroads? 

Commissioner  Aitchison.  If  they  do  not,  that  will  appear  in  the 
accounting  report,  where  the  general  balance  sheet  is  set  up,  and  T 
can  get  that  figure  and  put  it  in  for  you. 

Senator  Cummins.  I  wish  you  would  furnish  that. 

Senator  Kellogg.  To  what  roads  does  that  apply? 

Commissioner  Aitchison.  That  applies  to  the  Texas  Midland,  the 
Atlanta,  Birmingham  &  Atlantic,  the  Kansas  City  Southern  System, 
the  Winston-Salem  Southbound,  and  the  New  Orleans,  Texas  & 
Mexico. 

The  following  statement  contrasts  the  Mexico,  and  Elgin,  Joliet  & 
Eastern  so-called  book  values  or  investment  accounts  of  certain  car- 
riers with  sums  reported  by  the  engineering  and  land  sections  of  the 
Bureau  of  Valuation  of  the  Interstate  Commerce  Commission,  cover- 
ing the  reproduction  cost,  new,  of  road  and  equipment  and  the  present 
value  of  lands  as  measured  by  the  value  of  similar  adjoining  or  adja- 
cent lands.  These  figures  are  compiled  by  the  Bureau  of  Valuation 
from  the  tentative  reports  made  in  the  six  cases  mentioned.  As  the 
result  of  conference  between  the  bureau  and  the  carriers,  certain  joint 
recommendations  have  been  made  which  will  slightly  increase  the 
reproduction  and  land-value  figures  as  reported  and  carried  into  the 
table,  if  the  recommendations  are  accepted  by  the  commission. 


Carrier. 


Reported  by 

engineering 

and  land 

sections. 


Carrier's 

investment 

account. 


Atlanta,  Birmingham  A  Atlantic  R.  R.  Co 

Geargia  Terminal  Co 

Alabama  Terminal  R.  R.  Co 

Texas  Midland  R.  R , 

Kansas  City  Southern  Ry.  Co.  (including  Texarkana  &  Fort  Smith  Ry.  Co. 

and  Kansas  Citv,  Shreveport  &  Gulf  Ry.  Co.) 

Kansas  City  Southern  subsidiaries  (including  Fort  Smith  A  Van  Buren 

.    Ry.  Co.:  Maywood  &  Sugar  Creek  Ry .  Co.;  Port  Arthur  Canal  &  Dock; 

Co.:  Poteau  valley  R.  R.  Co.:  Arkansas  Western  Ry.  Co.:  Kansas  City, 

Shreveport  A  Oulf  Terminal  Co.:  and  Glenn.  Pool  Tankllne  Co.) 

Winston-8alem  Southbound  Ry.  Co 

New  Orloans,  Texas  &  Mexico  R.  R.Co , 

Ehdn,  Joliet  &  Eastern  R.  R.  Co 

Chicago,  lia^e  Shore*  Eastern  Ry.  Co , 

Joliet  A  Blue  Island  Ry.  Co 

Total 


$23,808,772 
1,507,729 
2,156,310 
3,618,804 

47,780,457 


2,706,490 

5,552,802 

9,007,322 

15,717,359 

23.620,820 

447,322 


853.325,751 
4,776.799 
5,788,710 
2,748,171 

99,578,39 


5,011,1 

5,526,157 

15,780,644 

18,643,455 

22,433,010 

100,000 


135,923,083 


233,712,338 


The  foregoing  statement  does  not  show  certain  lands  reported  by 
the  land  section  as  noncarrier  lands.  In  some  cases  these  lands,  or 
parts  of  them,  are  included  in  the  investment  account  of  the  carrier, 
showing  investment  in  road  and  equipment.  The  present  value  of 
these  lands  is  reported  by  the  land  section  as  follows : 

Atlanta,  Birmingham  &  Atlantic  R.  R.  Co $145,208 

Georgia  Terminal  Co 853*811 

Alabama  Terminal  R.  R.  Co 166,438 

Texas  Midland  R.  R 10,942 

Kansas  City  Southern  Ry.  Co 182,312 

Subsidiary  companies  named  In  preceding  table 133,369 

Winston-Salem  Southbound  Ry.  Co 105,310 

New  Orleans,  Texas  &  Mexico  R.  R.  Co 15,759 

Elgin,  Joliet  &  Eastern  R.  R.  Co ^ 524.074 

Chicago,  Lake  Shore  it  Eastern  Ry.  Co 137,206 
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The  classification  of  these  lands  as  between  carrier  and  noiicarrier 
and  the  present  values  as  reported  will  be  changed  somewhajt  if  the 
joint  recommendations  of  the  Bureau  of  Valuation  and  the  carriers 
are  accepted  in  certain  of  the  cases  mentioned. 

Senator  Kellogg.  Do  you  consider  those  roads  fairly  representa- 
tive of  the  railroads  of  the  United  States? 
Commissioner  Aitchison.  Oh,  no. 

Senator  Kellogg.  Then  they  would  not  give  us  any  idea  at  all  of 
what  the  other  roads  would  l>e  worth? 

Commissioner  Aitchison.  The  Kansas  City  Southern  is  the  most 
representative  and  the  Winston-Salem  Southbound  is  the  most  re- 
cently constructed. 

Senator  Kellogg.  But  you  do  not  consider  them  fairly  representa- 
tive of  the  main  mileage  of  the  United  States? 

Commissioner  Aitchison.  Not  of  the  class  1  roads,  although  some 
of  them  are  class  1  roads. 

Senator  Kellogg.  The  class  1  roads  include  97  per  cent  of  the 
roads? 
Commissioner  Aitchison.  Yes. 

Senator  Kellogg.  Then  we  could  not  form  much  of  an  idea  as  to 
the  value  of  the  railroads  from  those  on  which  you  have  completed 
the  valuation? 

Commissioner  Aitchison.  Not  from  those  concerning  which  ten- 
tative reports  have  been  given. 

Senator  Poindexter.  And  do  these  reports  include  as  one  of  the 
items  the  original  cost? 
Commissioner  Aitchison.  Where  that  is  obtainnble. 
Senator  Cummins.  Your  reports  will  show  the  book  value  or  the 
investment  accounts  of  all  the  railroads,  will  they  not? 
Commissioner  Aitchison.  Yes,  sir. 
Senator  Cummins.  That  is,  your  annual  reports? 
Commissioner  Aitchison.  Yes,  sir.    May  I  be  permitted  to  say 
this,  in  connection  with  your  question  as  to  the  time  when  the  valua- 
tion will  be  completed:  Manifestly  a  different  question  will  be  pre- 
sented as  to  procedure  and  time  if  the  work  which  the  Bureau  of  Val- 
uation is  doing  is  to  be  used  for  Government  purposes  in  a  condem- 
nation suit.    Section  19a  of  the  act  to  regulate  commerce  provides 
that  the  result  shall  be  prima  facie  evidence  in  proceedings  before 
the  commission  and  in  actions  in  court  arising  out  of  the  act  to  regu- 
late commerce.     That  manifestly  does  not  include  condemnation 
cases,  and  consequently  it  would  require  legislation  to  make  the  find- 
ings of  the  commission  prima  facie  evidence  in  condemnation  cases. 

But  on  the  other  hand,  if  the  work  of  the  Bureau  of  Valuation 
were  desired  by  the  Government,  so  that  our  experts  would  be  called 
as  witnesses  on  behalf  of  the  Government  by  the  United  States  dis- 
trict attorney  who  might  be  trying  the  case,  manifestly  much  of  this 
dfelay  I  spoke  about  in  getting  submissions  in  cases  tried  as  lawsuits 
would  be  entirely  avoided,  and  much  of  the  report  writing  and  the 
service  of  notices  and  the  filing  of  protests  and  the  taking  of  testi- 
mony on  the  exceptions  would  be  done  in  court  in  the  first  instance 
rather  than  before  the  commission. 

Senator  Cummins.  The  whole  point  of  my  inquiry  is  this :  Assume 
we  had  to  ascertain  as  nearly  as  we  could  the  value  of  the  use  of  all 
the  railroad  property  in  the  United  States,  how  soon  could  we  expect 
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a  result  if  the  Interstate  Commerce  Commission  was  created  as  a  tri- 
bunal for  the  trial  of  condemnation  cases  f 

Commissioner  Aitchison.  Many  of  the  important  roads  of  the 
country  we  could  go  in  on  by  the  time  the  parties  were  ready  to  try 
it  We  could  not  go  in  on  the  Pennsylvania,  because  that  is  one  sys- 
tem on  which  a  comparatively  small  amount  of  work  has  been  done, 
and  we  could  not  on  the  Baltimore  &  Ohio.  But  take  the  Bock  Island, 
or  the  Santa  Fe,  or  the  Great  Northern,  or  the  Western  Pacific,  or  the 
Boston  &  Maine,  I  think  I  might  safely  say  that  the  field  work  is 
substantially  all  done. 

Senator  Cummins.  There  is  no  difficulty  in  reaching  a  result  within 
a  year  or  two? 

Commissioner  Aitchison.  As  to  those  carriers? 

Senator  Cummins.  As  to  the  value  of  the  use  of  this  property  which 
the  Government  has  taken  over. 

Commissioner  Aitchison.  I  would  not  want  to  undertake  it  as 
to  the  Pennsylvania  System  within  that  time,  because  in  the  program 
which  was  long  ago  outlined,  it  appears  that  the  Pennsylvania  Boad 
and  the  Baltimore  &  Ohio  did  not  come  on  early  enough,  so  that  the 
field  work  is  at  the  stage  I  have  indicated  as  to  those  carriers. 

Senator  Cummins.  In  that  event,  of  course,  the  railroad  companies 
would  be  quite  as  anxious  as  the  Government  to  speed  the  trial  of  the 
cases,  I  take  it. 

Commissioner  Aitchison.  As  time  goes  on  and  methods  are  de- 
veloped here,  I  do  not  think  we  are  going  to  have  each  case  tried  as  a 
lawsuit  after  the  first  cases.  Already  there  is  much  more  of  spirit 
of  accommodation  than  there  was  a  few  months  ago,  and  the  car- 
riers and  the  forces  of  the  commission  are  getting  together  on  joint 
recommendations,  subject,  of  course,  to  the  approval  of  the  commis- 
sion. 

Senator  Kellogg.  You  do  not^  think  it  would  be  possible  for  the  com- 
mission, using  the  information  it  is  procuring  from  the  valuations,  to 
arrive  at  the  value  of  the  use  of  all  the  railroads  in  the  United  States 
during  the  next  two  years? 

Commissioner  Aitchison.  I  would  not  want  to  say  that  as  to  all 
the  railroads. 

Senator  Kellogg.  The  railroads  have  been  taken  over  now,  have 
they  not? 

Commissioner  Aitchison.  I  believe  so. 

Senator  Kellogg.  Then  there  is  some  obligation  on  the  part  of  the 
Government  to  pay  for  the  use  of  these  properties,  is  there  not? 

Commissioner  Aitchison.  That  is  my  recollection  of  the  Consti- 
tution. 

Senator  Kellogg.  Do  you  imagine  that  the  question  of  compensa- 
tion could  wait  two  or  three  years  while  we  are  having  the  railroads 
valued? 

Commissioner  Aitchison.  I  do  not  see  how,  if  the  legislature,  acting 
on  its  own  sense  of  responsibility,  refuses  to  make  an  appropriation, 
there  can  be  compensation,  because  as  I  read  the  opinions,  the  ques- 
tion of  compensation  ultimately  depends  on  the  sense  of  justice  of 
the  legislature. 

Senator  Kellogg.  Do  you  think  Congress  should  wait  for  this 
valuation  ? 
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Commissioner  Aitchison.  You  are  asking  me  what  my  judgment 
is  as  to  the  basis  of  compensation  which  should  be  made,  and  how  it 
should  be  made^  and  I  want  to  respectfully  submit  that  I  am  an  ad- 
ministrative officer,  and  I  am  not  charged  with  judicial  functions, 
and  I  understand  this  is  a  judicial  question. 

Senator  Kellogg.  I  was  asking  you  about  something  you  testified 
to  in  answer  to  Senator  Cummins. 

Commissioner  Aitchison.  I  was  not  urging  any  course  of  action. 

Senator  Kellogg.  Has  the  commission  considered  any  plan  of  com- 
pensating the  railroads  for  the  use  of  their  property? 

Commissioner  Aitchison.  The  commission  has  not,  as  a  commis- 
sion.   Doubtless  individual  commissioners  have  had  it  in  mind. 

Senator  Kellogg.  You  are  not  ready  to  make  any  recommenda- 
tions? 

Commissioner  Aitchison.  No,  sir ;  not  myself ;  nor  has  the  commis- 
sion  considered  it. 

Senator  Kellogg.  I  did  not  understand  you  to  say  you  thought 
the  question  of  arriving  at  the  amount  of  compensation  should  await 
the  final  valuation  of  the  roads. 

Commissioner  Aitchison.  I  have  not  attempted  to  pass  any  judg- 
ment upon  that,  but  simply  endeavored  to  give  Senator  Cummins 
the  best  information  I  could  as  to  the  facts. 

Senator  Kellogg.  As  I  understood  you,  you  said  you  thought  the 
railroad  lawyers  had  delayed  the  valuation. 

Commissioner  Aitchison.  I  think  the  final  submission  of  the  first 
case,  unquestionably,  is  due  to  that. 

Senator  Kellogg.  The  valuation  is  going  on ;  the  inventories  have 
gone  on ;  they  have  nothing  to  do  with  that  ? 

Commissioner  Aitchison.  The  field  work  has  gone  on,  but  trans- 
lating that  into  final  results  has  been  held  up  until  the  first  case  has 
been  decided.  The  land  department  does  not  know  now  whether  to  in- 
clude the  areas  of  streets  longitudinally  occupied  by  carriers,  because 
the  commission  has  not  passed  on  that  question. 

Senator  Kellogg.  Have  they  done  more  than  to  argue  the  ques- 
tions before  the  commission  ? 

Commissioner  Aitchison.  No  ;  but  they  have  taken  a  good  deal  of 
time  about  that  and  filed  extremely  voluminous  briefs. 

Senator  Kellogg.  Is  it  not  their  duty  to  fully  present  the  question 
to  the  commission  of  the  value  of  the  properties? 

Commissioner  Aitchison.  Let  me  explain 

Senator  Kellogg.  Answer  my  question. 

Commissioner  Aitchison.  Unquestionably  it  is  the  lawyer's  duty 
to  present  to  the  tribunal  the  interests  of  his  client  fairly  and  as  ex- 
peditiously as  the  case  will  permit. 

In  January :  1916,  extensive  argument  was  had  upon  many  of  these 
questions,  which  have  since  been  argued  and  reargued  two  or  three 
tunes. 

Senator  Townsend.  May  I  ask  you  there,  could  not  the  commis- 
sion prevent  that ;  could  not  the  commission  fix  a  limit  of  time  when 
these  arguments  could  be  repeated? 

Commissioner  Aitchison.  Inasmuch  as  I  took  part  in  those  argu- 
ments, I  would  rather  be  excused  from  discussing  the  action  of  the 
gentlemen  who  are  now  my  colleagues,  and. whom  I  think  might  pos- 
sibly have  indicated  that  they  had  enough  of  it. 
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Senator  Townsend.  I  am  interested  in  what  vou  are  saying,  but 
you  have  charged  the  railroad  attorneys  with  tnis  fault,  and  I  am 
wondering  if  there  were  not  two  parties  to  that  difficulty,  the  members 
of  the  commission  and  the  attorneys  themselves. 

Commissioner  Aitchison.  The  commission  doubtless  has  been  very 
desirous  to  hear  everything  they  had  to  say,  recognizing  the  great  im- 
portance of  the  matter,  and  they  have  not  shut  anybody  out  who  had 
anything  to  say. 

Senator  Watson.  I  believe  you  were  the  counsel  on  the  other  side 
in  some  of  the  cases? 

Commissioner  Aitchison.  I  did  not  recognize  that  I  was  on  any 
side.  I  was  there  representing  the  States  and  appearing  as  a  friend 
of  the  commission. 

Senator  Watson.  I  think  you  said  you  were  counsel. 

Commissioner  Aitchison.  Counsel  for  the  States.  The  States  by 
law  are  brought  in  as  parties  in  the  proceedings. 

Senator  Watson.  You  did  not  construe  that  your  position  was  ad- 
verse to  the  railroads? 

Commissioner  Aitchison.  No,  sir.  My  instructions  were  to  do 
what  I  could  to  aid  the  commission. 

Senator  Poindexter.  What,  in  general,  was  the  cause  of  the  slow- 
ness of  the  proceedings  before  the  Interstate  Commerce  Commission? 
Was  that  due  to  the  commission  being  overburdened  with  work,  or 
was  that  due  to  the  system  of  procedure  before  the  commission? 

Commissioner  Aitchison.  I  think  it  would  be  somewhat  presump- 
tuous of  me  to  try  to  diagnose  the  difficulties  that  may  have  occurred, 
inasmuch  as  I  have  only  been  a  member  of  the  commission  for  a  few 
months.  The  first  10  days  I  sat  on  the  commission  I  had  3,000  pages 
in  printed  briefs  put  up  to  me. 

Senator  Poindexter.  I  have  had  an  idea  myself  that  it  was  due  to 
the  commission  having  about  twice  as  much  work  as  they  ought  to 
have.  You  are  familiar  with  the  Inter-Mountain  cases,  so  called,  the 
long-and-short-haul  cases? 

Commissioner  Aitchison.  I  know  the  cases  are  pending. 

Senator  Poindexter.  Do  you  know  how  long  they  have  been  pend- 
ing ? 

Commissioner  Aitchison.  I  think  they  have  been  pending  since  the 
Hepburn  Act  was  passed,  in  one  shape  or  another. 

Senator  Poindexter.  Even  before  that.    How  long  has  that  been? 

Commissioner  Aitchison.  Since  1906, 1  believe. 

Senator  Poindexter.  Is  it  not  a  fact  that  no  order  made  by  the 
Interstate  Commerce  Commission  in  those  cases  has  ever  been  put  into 
effect,  as  made? 

Commissioner  Aitchison.  No  ;  that  is  not  the  case.  The  class  rates, 
and  schedule  A  commodity  rates,  have  long  been  adjusted  with  refer- 
ence to  the  fourth  section,  by  orders  of  the  commission.  I  would 
suggest  that  Commissioner  Clark  could  better  answer  those  questions 
than  myself. 

Senator  Poindexter.  I  have  been  told  that  every  order  ever  made 
in  that  case  has  been  either  entirely  suspended  or  modified  before  it 
was  put  into  effect,  and  it  was  a  well-known  fact  that  the  issue  still 
remains  unsettled. 

Senator  Watson.  I  believe  you  stated  that  in  ydur  judgment  the 
railway  managers  could  not  have  handled  this  whole  situation,  could 
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not  have  carried  the  freight  under  their  management  which  they 
ought  to  carry,  or  that  is  demanded  they  should  carry. 

Commissioner  Aitchison.  It  is  my  judgment  that  under  existing 
circumstances  the  competition  which  has  been  the  basis  in  the  past 
can  no  longer  give  good  service. 

Senator  Watson.  Suppose  the  matter  had  been  left  to  the  Inter- 
state Commerce  Commission  and  the  President  had  taken  over  the 
railroads  and  confided  the  management  and  control  of  the  roads  to 
the  Interstate  Commerce  Commission  instead  of  to  one  man — and  I 
cast  no  aspersions  upon  any  one  man — in  your  judgment,  could  not 
the  Interstate  Commerce  Commission  have  handled  the  situation? 

Commissioner  Aitchison.  I  do  not  know.  There  are  some  things 
I  think  we  would  have  tried. 

Senator  Watson.  Precisely.  You  are  entirely  familiar  with  the 
whole  railroad  question  and  have  been  dealing  with  it  for  years, 
and  are  organized  for  that  purpose,  and  have  been  in  touch  with  the 
men  who  had  to  do  with  the  operation  and  management  of  the  roads 
and  are  familiar  with  the  existing  situation  and  with  the  difficulties 
and  evils  of  the  present  system,  ir  such  there  be. 

Commissioner  Aitchison.  You  are  speaking  of  the  commission  as 
a  whole  and  not  of  myself? 
Senator  Watson.  I  am  speaking  of  the  commission  as  a  whole. 
Commissioner  Aitchison.  I  think  it  is  generally  regarded  as  an 
expert  body. 

Senator  Watson.  Do  you  not  feel,  if  the  matter  had  been  com- 
mitted to  your  keeping,  you  could  have  managed  it,  as  the  railway 
managers  under  their  management  have  increased  the  traffic  as  much 
as  50  per  cent  in  1917  over  what  it  was  in  1915? 

Commissioner  Aitchison.  That  is  what  they  claim,  although  that 
does  not  correspond  with  the  revenues. 
Senator  Watson.  They  increased  traffic? 
Commissioner  Aitchison.  Yes. 

Senator  Watson.  And  increased  it  with  each  succeeding  month 
over  the  previous  month,  did  they  not,  as  long  as  they  continued  in 
control? 

Commissioner  Aitchison.  It  has  been  substantially  on  the  same 
basis,  as  far  as  revenue  is  concerned,  from  May  until  September. 

Senator  Watson.  Thefi  the  railway  managers  did  not  increase  the 
traffic? 

Commissioner  Aitchison.  An  increase  of  3  per  cent  from  May  to 
September  in  revenues. 

Senator  Watson.  I  understand  their  claim  is  that  they  increased 
the  freight  actually  hauled  20.3  per  cent  in  1916  over  what  it  was  in 
1915  and  50  per  cent  in  1917  over  what  it  was  in  1915.  That  was  in 
the  six  months'  period. 
Senator  Kellogg.  That  is,  in  the  six  months  from  April  1, 1  think. 
Commissioner  Aitchison.  I  wanted  to  call  Senator  Poindexter's 
attention  to  the  fact  that  by  a  recent  act  of  Congress  the  Interstate 
Commerce  Commission  has  been  permitted  to  subdivide  itself,  so 
that  it  hopes  that  it  will  dispatch  this  work  in  better  shape ;  and  it 
is  my  understanding  that  in  the  last  calendar  year  the  commission 
sat  hearing  cases  or  in  conference  for  220  days  out  of  313  week  days 
in  the  year. 

43202—18 11 
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Senator  Kellog.  The  questions  argued  before  the  commission  by 
yourself  and  the  attorneys  representing  the  railroads  on  these  ques- 
tions of  valuation  were  of  great  importance  and  went  to  the  very 
foundations  of  the  valuations,  or  to  a  great  extent,  did  they  not? 

Commissioner  Aitchison.  Yes,  sir;  I  think  they  involved  the  most 
huge  sums  ever  submitted  in  any  human  tribunal. 

Senator  Kellogg.  They  were  as  important  as  any  questions  ever 
submitted  to  any  court,  so  far  as  property  is  concerned  s 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Kellogg.  It  is  reasonable  to  suppose  that  they  should  be 
very  thoroughly  presented. 

Commissioner  Aitchison.  I  think  they  were,  several  times. 

Senator  Kellogg.  The  commission  had  absolute  control  over  the 
time  in  which  they  should  be  submitted,  did  they  not? 

Commissioner  Aitchison.  I  think  so. 

Senator  Kellogg.  You  joined  in  a  report  containing  certain  rec- 
ommendations. You  made  two  recommendations  in  that  report,  did 
you  not  ? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Kellogg.  The  first  was  to  allow  the  carriers 

Commissioner  Aitchison.  Pardon  me;  not  recommendations. 

Senator  Kellogg.  What  do  you  call  them  ? 

Commissioner  Aitchison.  We  suggested  that  there  were  two  pos- 
sible alternatives. 

Senator  Kellogg.  Two  suggestions,  then.  The  first  suggestion  you 
made  was  that  the  carriers  be  permitted  to  operate  as  a  unit  all  the 
lines  in  the  United  States.    Am  I  correct  as  to  that  ? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Kellogg.  And  the  second  suggestion  is  that  the  Presi- 
dent, under  the  war  power,  during  the  period  of  the  war  take  over 
all  the  railroads  for  operation  by  the  Government? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Kellogg.  Did  the  commission  favor  those  suggestions  in 
the  order  of  their  statement? 

Commissioner  Aitchison.  I  do  not  think  it  is  fair  to  assume  that 
the  commission  indicated  its  preference  by  the  order  of  statement. 
As  a  matter  of  fact,  the  commission  took  no  formal  action  in  indicat- 
ing which  one  it  did  favor,  and  I  am  certain  I  would  not  want  the 
inference  to  be  drawn 

Senator  Kellogg.  Is  it  your  experience,  so  far  as  the  departments 
of  the  Government  are  concerned,  that  the  Government  business  is 
done  more  efficiently  than  private  business  in  the  country  ? 

Commissioner  Aitchison.  I  do  not  know  of  any  case  where  the 
parallel  is  close,  except  with  respect  to  the  Post  Office  Department 
and  the  express  companies. 

Senator  Kellogg.  Take  the  War  Department  and  the  Navy  De- 
partment and  ail  departments  of  the  Government.  Do  you  think  that 
their  business  is  more  efficiently  done  than  private  business  1 

Commissioner  Aitchison.  I  do  not  believe  I  can  answer  that, 
Senator. 

Senator  Kellogg.  You  believe  in  Government  operation  of  the 
railroads,  do  you  ? 
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Commissioner  Aitchison.  At  the  present  time  I  think  it  is  neces- 
sary.  I  would  not  have  felt  so  a  few  months  ago  and  did  not  feel  so. 

Senator  Kellogg.  You  believe  in  permanent  ownership  and  op- 
eration of  the  railroads  by  the  Government? 

Commissioner  Aitchison,  I  would  rather  it  would  not  come  that 
way,  but  I  regard  it  as  inevitable. 

Senator  Kellogg.  Do  you  think  the  Government  must  own  the 
railroads  ? 

Commissioner  Aitchison.  I  think  it  will  own  them.  A  man  may 
think  a  thing  is  inevitable  without  hoping  for  it  to  occur. 

Senator  Kellogg.  You  think  the  ownership  of  the  railroads  by  the 
Government  is  inevitable? 

Commissioner  Aitchison.  I  believe  so.  I  think  that  is  the  general 
consensus  of  opinion  of  the  State  commissioners  with  whom  I  have 
talked. 

Senator  Kellogg.  You  believe  the  Government  will  operate  the 
railroads  more  efficiently  than  private  enterprise  ? 

Commissioner  Aitchison.  I  do  not  say  so.  I  was  careful  to  say 
that  I  regarded  it  is  inevitable ;  whether  I  regard  it  as  desirable  is  a 
different  question,  and  I  felt  I  did  not  want  to  be  driven  to  saying  I 
favored  governmental  ownership. 

Senator  Kellogg.  To  operate  the  railroads  as  a  unit,  you  recom- 
mended that  the  pooling  clause  and  the  antitrust  laws  should  be 
suspended  as  to  the  railroads  during  the  war  ? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Kellogg.  You  did  not  think  they  could  be  operated  as  a 
unit  with  those  laws  in  existence? 

Commissioner  Aitchison.  No,  sir. 

Senator  Kellogg.  Then,  if  Congress  had  simply  provided  that 
those  laws  should  not  apply  during  the  war  and  the  railroads  might 
operate  as  a  unit,  that  would  have  cured  that,  would  it  not? 

Commissioner  Aitchison.  That  would  have  cured  that  particular 
part.  But  the  underlying  difficulty  in  making  that  arrangement  a 
success  is  the  training  of  the  traffic  and  operating  man  to  look  after 
his  own  road.  I  can  best  illustrate  that  by  a  little  example  that  has 
occurred  right  here.  The  newspapers  in  Washington  have  practi- 
cally simultaneously  carried  an  advertisement  of  the  Southern  Bail- 
way  Co.  asking  people  not  to  travel  over  its  lines  and  an  advertise- 
ment of  the  Southern  Pacific  Co.  asking  people  to  go  to  California 
by  way  of  New  Orleans. 

Senator  Kellogg.  The  railroads  were  being  operated,  in  spite  of 
those  laws,  substantially  as  a  unit,  were  they  not? 

Commissioner  Aitchison.  No,  sir. 

Senator  Kellogg.  Their  equipment  was  being  used  interchange- 
ably. They  were  calling  on  other  roads  for  cars  and  engines  to  be 
sent  to  the  eastern  lines,  and  that  was  complied  with,  was  it  not  ? 

Commissioner  Aitchison.  Freight  equipment  has  always  been  re- 
garded as  interchangeable. 

Senator  Kellogg.  They  were  directed  to  route  the  traffic,  to  a 
greater  or  lesser  extent  ? 

Commissioner  Aitchison.  Subject  to  the  restrictions  of  the  act  to 
regulate  commerce  and  not  opening  new  routes  to  any  considerable 
extent. 
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Senator  Kellogg.  Where  could  they  have  opened  a  new  route  for 
the  heavy  traffic  from  Pittsburgh,  even  if  the  law  had  been  amended  I 

Commissioner  Aitchison.  i  think  they  discovered  one,  as  they 
used  the  Western  Maryland  as  a  parallel  line  with  the  Baltimore  & 
Ohio. 

Senator  Kellogg.  They  did  that,  did  they  not? 

Commissioner  Aitchison.  They  said  they  did. 

Senator  Kellogg.  They  did,  but  the  Government  took  over  the 
road. 

Commissioner  Aitchison.  Yes,  sir;  but  how  long  the  Western 
Maryland  will  continue  to  haul  empty  cars  for  the  benefit  of  the  Bal- 
timore &  Ohio  I  can  not  say. 

Senator  Kellogg.  You  were  talking  about  the  amount  of  money 
for  income  in  1916  available  for  dividends  and  improvement  of  prop- 
erty and  sinking  funds,  and  you  said  that  sum  was  $645,846,244. 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Kellogg.  That  is  correct,  is  it? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Kellogg.  What  was  actually  paid  out  for  dividends  during 
that  year? 

Commissioner  Aitchison.  There  was  actually  paid  out  $188,029,553. 

Senator  Kellogg.  And  the  balance  was  used  for  improvement  of 
property  and  sinking-fund  purposes? 

Commissioner  Aitchison.  The  amount  for  sinking  funds  was  $14.- 
806,353  and  for  investment  in  physical  property,  $62,510,058;  mis- 
cellaneous appropriations  of  income,  $20,315,699;  and  the  balance, 
which  was  transferred  to  profit-and-loss  account,  or  surplus,  was 
$360,184,581. 

Senator  Kellogg.  I  want  to  ask  you  if  that  balance  is  always 
carried  in  money? 

Commissioner  Aitchison.  No,  sir. 

Senator  Kellogg.  Is  it  not,  in  most  cases,  invested  in  property  ? 

Commissioner  Aitchison.  When  invested  in  the  property  of  the 
operating  or  owning  company,  it  is  reflected  in  the  item  which  I 
read,  of  income  appropriated  for  investment  in  physical  property. 

Senator  Kellogg.  Do  you  understand  that  all  of  the  surplus  of 
the  railroads  appearing  on  their  books  to-day,  all  the  railroads  in 
the  United  States,  is  in  money  ? 

Commissioner  Aitchison.  No,  sir ;  it  is  not. 

Senator  Kellogg.  Is  it  not  nearlv  all  in  property,  or  a  large  part 
of  it? 

Commissioner  Aitchison.  Yes.  sir;  in  property,  or  what  represents 
property ;  namely,  securities,  stock  holdings,  bonds,  and  so  forth. 

Senator  Kellogg.  In  its  own  property  or  the  property  of  the  roads 
which  it  operates? 

Commissioner  Aitchison.  Not  necessarily  the  property  of  the 
roads  which  it  operates.  It  may  have  heavy  holdings  in  other  com- 
panies. 

Senator  Kellogg.  Generally  speaking,  that  is  not  the  case  with 
the  railroads  throughout  the  country ;  most  of  their  holdings  are  in 
roads  that  they  control? 

Commissioner  Aitchison.  In  general,  your  question  should  be  an- 
swered yes. 
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Senator  Kellogg.  The  practice,  then,  of  the  railroads  has  been 
that  very  much  of  their  surplus  which  appears  on  their  books  has 
been  necessary  to  be  used  in  betterments  and  improvements  which 
are  in  the  nature  of  permanent  betterments? 

Commissioner  Aitchison.  If  it  is  put  back  into  their  own  prop- 
erty, it  appears  as  an  appropriation  or  income  and  not  in  the  income 
balance,  which  is  transferred  to  profit  and  loss. 

Senator  Kellogg.  In  many  cases  it  is  put  back  into  their  own  prop- 
erty, is  it  not  ? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Kellogg.  Then  you  do  not  believe  that  the  railroads'  in- 
come should  be  held  down  to  simply  the  dividend  and  interest  paid? 

Commissioner  Aitchison.  I  would  prefer,  inasmuch  as  that  is  an 
issue  which  is  directly  raised  in  the  valuation  and  in  the  15  Per  Cent 
case,  not  to  answer  that. 

Senator  Kellogg.  Do  you  think  it  is  good  railroad  economics  or 
good  economics  for  the  people  generally  that  railroads  should  borrow 
money  and  capitalize  all  their  oetterments  and  improvements? 

Commissioner  Aitchison.  It  unquestionably  is  better  economics 
if  an  investment  is,  to  a  considerable  extent,  derived  from  direct  con- 
tributions in  the  shape  of  stock  subscriptions  or  the  like,  rather  than 
borrowing. 

Senator  Kellogg.  Borrowing  on  bonds  is  another  method  ? 

Commissioner  Aitchison.  Yes,  sir;  and  on  short-time  notes. 

Senator  Kellogg.  But  do  you  not  think  it  is  better  that  a  reason- 
able amount  of  the  income  of  a  railroad  should  be  invested  in  im- 
provements and  betterments,  rather  than  to  capitalize  them  all  ? 

Commissioner  Aitchison.  It  unquestionably  adds  very  much  to 
the  credit  and  the  stability  of  the  carrier,  and  also  does  reflect  itself 
in  its  capital  account  in  the  shape  of  its  account  of  investments. 

Senator  Kellogg.  Then  you  would  recommend  that,  generally 
speaking,  the  railroads  should  not  be  held  down  simply  to  the  divi- 
dends and  interests  paid  out  in  their  earnings,  would  you  not  ? 

Commissioner  Aitchison.  They  are  entitled  to  a  fair  return,  un- 
questionablv,  on  the  value  of  property  devoted  to  the  public  use. 

Senator  Kellogg.  How  are  we  going  to  get  at  it? 

Commissioner  Aitchison.  In  the  first  place,  it  is  usually  an  admin- 
istrative question  in  fixing  a  schedule  of  rates,  and  then  it  becomes  a 
judicial  question  as  to  what  the  reasonable  return  is. 

Senator  Kellogg.  Then  it  is  put  up  to  Congress  to  be  both  a 
judicial  and  executive  body.  I  suppojse,  Mr.  Aitchison,  the  increase 
of  the  expenses  of  the  roads  this  year  is  principally  due  to  the 
increased  cost  of  what  they  have  to  buy  and  the  increased  cost  of 
labor  ? 

Commissioner  Aitchison.  As  to  those  two  items  and  as  to  the  in- 
creased cost  due  to  their  carrying  of  traffic  and  taxes. 

Senator  Kellogg.  Increased  taxes,  of  course.  The  increased  costs 
to  the  railroads  were  not  all  reflected  in  the  earlier  months  of  1917, 
were  they? 

Commissioner  Aitchison.  I  believe  they  were  not. 

Senator  Kellogg.  It  is  a  fact,  is  it  not,  that  railroads  buy  their 
material  on  yearly  contracts  and  keep  a  large  surplus  on  hand? 
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Commissioner  Aitchison.  Yes,  sir;  that  is  good  railroading. 

Senator  Kellogg.  And  as  time  goes  on  and  those  contracts  run 
out  they  have  been  paying  increased  prices  for  material  ? 

Commissioner  Aitchison.  On  the  whole;  yes,  sir. 

Senator  Kellogg.  And  prices  on  the  1st  of  January  this  year  are 
much  greater  than  prices  on  the  1st  of  January  last  year  ? 

Commissioner  Aitchison.  I  do  not  know  how  that  is  as  to  coal. 

Senator  Kellogg.  As  to  most  items  they  buy  ? 

Commissioner  Aitchison.  Contrasting  the  two  firsts  of  January; 
yes,  sir. 

Senator  Pomerene.  Along  the  game  line  I  want  to  ask  one  or  two 

?uestions,  and  I  want  to  make  a  brief  statement  before  I  do  that. 
)n  Monday,  as  well  as  to-day,  although  I  was  not  able  to  be  here  all 
the  time,  we  were  given  the  net  profits  of  the  railways  for  the  last 
five  or  six  years.  In  order  to  enable  us  to  properly  interpret  those 
figures  I  want  to  ask  you  a  question  or  two. 

Are  you  able  to  express  an  opinion  as  to  what  increase  there  has 
been  in  the  cost  of  railway  supplies  and  equipments  for  the  year  1917 
as  compared  to  the  year  1916  m  percentages? 

Commissioner  Aitchison.  I  do  not  know  how  I  can  reduce  that  to 
a  simple  figure. 

Senator  Pomerene.  I  understand  you  can  not  answer  that  question 
exactly,  but  the  members  of  the  commission  have  evidently  taken 
this  matter  into  consideration,  and  I  thought  they  would  be  able  to 
express  a  view  which  would  aid  us. 

Commissioner  Aitchison.  While  there  has  been  considerable  in- 
crease, as  we  all  know,  I  do  not  believe  I  can  expregs  that  with  any 
degree  of  safety  in  a  percentage. 

Senator  Pomerene.  Can  you  express  a  minimum  and  maximum 
which  would  probably  cover  the  situation? 

Commissioner  Aitchison.  Doubtless  there  are  many  things  which 
have  not  increased  at  all,  and  doubtless  there  are  many  other  things 
which  have  increased  100  per  cent. 

Senator  Pomerene.  What  would  be  an  average,  in  your  judgment— 
50  or  60  per  cent? 

Commissioner  Aitchison.  In  materials? 

Senator  Pomerene.  I  said  in  supplies  and  equipment.  I  would 
like  you  to  bear  that  fact  in  mind. 

Commissioner  Aitchison.  Probably  so. 

Senator  Pomerene.  Probably  50  or  60  per  cent  ? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Pomerene.  What  would  you  say  was  the  increase  for  the 
year  1916  over  the  year  1915? 

Senator  Cummins.  Before  you  pass  this  matter,  I  do  not  want 
any  misapprehension  to  creep  in.  This  table  you  have  furnished 
shows  that  the  railwav  operating  expenses  for  1917  amounted  to 
$2,082,064,377,  and  for  the  year  1916,  $1,749,674,543. 

Senator  Pomerene.  That  does  not  quite  touch  the  thought  I  have 
in  mind.     It  may  be 

Senator  Cummins.  It  could  not  have  been  a  50  per  cent  increase. 

Senator  Pomerene.  That  does  not  answer  my  question.  Perhaps 
I  did  not  make  myself  clear.  I  take  it  for  granted  that  a  railroad 
company  may  have  arbitrarily,  during  one  of  these  years,  bought 
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more  engines  or  other  supplies  than  it  bought  during  another  year. 
I  want  to  determine,  if  I  can,  what  is  the  purchasing  power  of  this 
dollar,  which  represents  the  surplus. 

As  a  general  proposition,  I  want  to  know  whether  the  railroads 
bought  equipment  or  supplies.  Assuming,  for  the  sake  of  the  argu- 
ment, that  they  intended  to  purchase  a  given  part  of  their  equip- 
ment and  supplies  in  1916,  and  a  given  amount  of  equipment  in  1917, 
what  was  the  increase  in  the  price  of  these  supplies  and  equipment 
for  the  year  1917  over  the  year  1916  ? 

Commissioner  Aitchison.  I  understood  your  question  to  apply  as 
of  the  beginning  of  the  present  year,  or  the  end  of  the  year  1916  to 
the  beginning 

Senator  Pomerene.  I  intended  to  cover  the  entire  year. 

Commissioner  Aitchison.  I  heard  the  testimony  in  the  original 
15  Per  Cent  Rate  case,  and  on  the  rehearing  of  it,  and  I  do  not 
think  there  was  any  weighted  figure  developed  there.  I  would  call 
your  attention  to  tne  fact  that  the  commission  in  its  report  in  the 
15  Per  Cent  Bate  case  states  what  Dun's  Index  Number  of  prices 
was.  Dun's  Index  Number  of  metal  prices,  Dun's  Index  Number  of 
iron  and  steel  prices,  and  also  Dun's  Index  Number  of  miscellaneous 
prices. 

Senator  Pomerene.  Then  you  would  not  be  able  in  any  degree 
to  state  what  the  general  increase  was  of  all  equipment  and  supplies 
for  the  year  1917  over  the  year  1916  ? 

Commissioner  Aitchison.  Not  for  the  same  units.  I  can  tell  you 
what  freight  cars  cost  certain  carriers  in  1917  as  compared  with 
what  they  cost  in  1916,  and  I  can  tell  you  what  the  metal  and  fuel 
prices  were,  and  I  can  give  you  the  Index  Number  of  prices  as  re- 
ported by  Dun  &  Co.  But  when  you  take  all  of  the  many  items  of 
a  railroacl  and  try  to  bring  them  to  a  single  figure,  it  is  too  much  for 
my  finite  knowledge. 

Senator  Pomerene.  We  have  all  been  discussing  surplus  here,  and 
net  income  of  the  entire  systems  of  railroads  for  each  oi  these  several 
years.  Under  normal  times,  when  the  purchasing  power  of  the  dol- 
lar is  one  and  the  same  thing,  that  leaves  a  pretty  accurate  impres- 
sion upon  my  mind  as  to  the  earning  capacity  of  the  several  rail- 
roads, when  I  know  what  the  net  income  is.  But  when  you  take 
into  consideration  the  fact  that  there  has  been  an  extraordinary 
increase  in  the  cost  of  supplies  and  of  equipment  in  one  year  over 
another  year,  then  a  mere  statement  to  me  as  to  what  the  surplus  is 
tor  a  given  year,  in  comparison  with  that  for  another  year,  does  not 
enable  me  to  come  to  a  very  accurate  conclusion,  and  I  wanted,  if 
you  could  give  to  this  committee,  a  statement  showing  what  the 
increase  in  the  cost  of  supplies  and  equipment  for  the  year  1917 
was  over  that  of  the  year  1916,  and  what  it  was  for  1916,  in  com- 
parison with  1915,  and  for  1915  in  comparison  with  1914,  or  1913. 

Senator  Townsend.  Would  you  include  labor? 

Senator  Pomerene.  I  would  go  into  that  later.  Are  those  earlier 
years  regarded  as  normal  years!  I  would  have  you  state  that,  and 
then,  as  Senator  Townsend  suggests,  I  would  also  have  a  similar 
statement  as  to  the  wage  increase,  then  we  will  be  able  to  interpret 
what  these  financial  figures  mean. 
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Commissioner  Aitchison.  I  could  not  attempt  to  give  you  a  state- 
ment which  will  show  how  much  less  the  purchasing  power  of  the 
dollar  was,  when  it  gets  into  the  net  income  for  the  stockholder  or 
other  person  who  may  be  entitled  to  it  in  1917,  as  compared  with 
1916;  but  I  can  give  you  Dun's  Index  figure,  and  I  am  able  to  give 
you  what  the  carriers  in  the  eastern  territory  in  the  Fifteen  Per  Cent 
Kate  case  said  would  be  their  increased  operating  expenses  in  1917 
over  1916. 

Senator  Pomerene.  I  would  be  glad  to  have  that,  and  if  the  com- 
mission can  furnish  it,  if  they  can  not  give  a  statement  of  the  per- 
centage of  the  increase  in  the  cost  of  all  railway  supplies  and  equip- 
ment for  1917  over  1916,  if  they  could  {jive  us  a  tabulated  statement 
showing  the  increase  in  the  price  of  engines,  of  the  same  quality  and 
make,  and  of  freight  cars,  and  of  wages,  and  all  the  other  important 
items  which  might  be  embraced  within  the  meaning  of  the  term  "  rail- 
road equipment  or  supplies,"  I  think  it  would  be  of  material  assist- 
ance to  the  committee. 

Commissioner  Aitchison.  I  can  submit  that  now  as  to  the  cost  of 
freight  cars  and  locomotives  in  1917,  as  compared  with  prices  in 
1916,  or  prior  to  that  time,  and  also  the  same  information  as  to  fuel. 

Senator  Pomerene.  I  would  be  glad  to  have  that  go  into  the  record 
now,  and  if  you  can  furnish  that  information  I  asked  for  later.  I 
would  be  more  than  pleased  to  have  it. 

Commissioner  Aitchison.  Tables  Nos.  3,  4,  and  5,  on  pages  338 
and  339  of  report  No.  45,  Interstate  Commerce  Commission  Keport. 
being  the  original  report  in  the  Fifteen  Per  Cent  case. 

(The  tables  referred  to  are  as  follows:) 

Table  3. — Statement  showing  cost  of  freight  cars  in  1917  as  compared  with 

prices  in  1916  or  prior  thereto. 


Carrier. 


Western  Maryland  Ry.  Co. 
Northern  Pacific  Ry.  Co.... 


Peerless  Transit  Line. 


Pennsylvania  Lines  east, 


Illinois  Central  R.  R .  Co 

Chesapeake  &  Ohio  lines 

Chicago,  Burlington  <fe  Quincy  R.  R.  Co. 

Atlanta,  Birmingham  &  Atlantic  Ry. 
Co. 


Southern  Pacific  Co , 


Unit. 


Each. 
...do.. 


.do.. 


.do. 


...do. 
...do. 
...do. 

...do. 


1916 


$1,034.09 
11,041.98 

i  1,558.67 

900.00 
to  over 
1.100.00 

1,466.00 
1,500.00 
1,681.95 
948.80 
»  808. 00 
*  1,637.00 


.do. 


1,468.05 
1,294.76 
9,785.54 


1917 


SI,  529. 31 
2,175.00 

2,475.00 

3,750.00 
to  over 
4,000.00 

3,742.00 
3,555.00 
2,600.00 
1,531.03 
3  1,540.00 
>  1,891.00 


2,-806.96 

1,918.60 

12.319.26 


Remarks. 


Coal  cars. 

Gondolas;  last  lot  purchased 
in  1913. 

Refrigerator    cars:    last    lot 
purchased  in  1913. 

1900  to  f  1,100  shown  simply 
as    "former  price."    The 
"over  $4 .000*  is  price 
immediate  delivery. 

Steel  coal  cars. 

Steel  box  cars. 


for 


Box  cars. 

Gondolas. 

This  company  has  had  bid 
submitted  in  1917  for  2  com- 
bined steel  baggage,  mail, 
and  express  cars.  This 
compares  with  the  price 
paid  the  same  company  in 
1916  for  2  units  of  same 
equipment  of  123,640. 

Oil  tank  cars. 

Gondola  cars. 

Combination  baggage  and 
mail    cars. 


» 1913. 


*1915. 


1916  prii'e  is  for  1917  delivery. 
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Table  4. — Statement  showing  prices  paid  for  locomotives  in  1017,  as  compared 

with  1916  or  prior  thereto. 


Carrier. 


Unit. 


Delaware  A  Hudson. 


Each. 


Western  Maryland  Ry.  Co .do.. 

Toledo, St.  Louis  &  Western  R.  R L .  .do.. 


Northern  Pacific  Ry.  Co do. 


U nion  Pacific | ...  do. 

N"ew  York,  Chicago  &  8t.  Louis . .  .do. 


Pennsylvania  lines  east I . .  .do 

Chicago,  Indianapolis  &  Louisville  Ry. 
Co. 


Illinois  Central  R.  R 

Cincinnati  6  Ohio  lines 

Chicago,  Burlington  A  Quincy  R.  R.  Co. 

Norfolk  &  Western  Ry .  Co 

Pere  Marquette  Ry.  Co 

Nrathern  Ry.Co 


1916 


137.376.11 

19,452.74 

» 42. 025. 76 

»27,977.40 

42,700.00 

14,913.00 
19,250.00 


39,000.00 
31,300.00 

00 
00 
.00 
31,019.41 


$66,531.14 
24,315.92 
61,200.00 
42,700.00 

61,950.00 

26,780.00 
23,375.00 


63,000.00 
59,000.00 

41,660.70 
26, 756. 26 
42,934.99 
48,138.66 


..P26,518.00    "46.450.00 

V  22. 017. 00  1*42,505.00 

.do i    43,360.34  ,    77,500.00 


.do ./ Not  shown.  56.250.00 

!\Not  shown.  38.900.00 

.do I    38,400.00  73,850.00 

25,483.10  35,850.00 


Remarks. 


Price  of  a  locomotive  25  per 
cent  larger  than  former  is 
200  per  cent  higher. 


Class  Z-2  locomotives. 

Class  W  locomotives  (Janu- 
ary delivery). 

Class  W  locomotives  (April 
delivery). 

Switching  locomotives. 

1917  locomotives  bought  un- 
der option  given  Novem- 
ber, 1916;  If  bought  in  open 
market  would  have  cost 
131,750. 

Freight  locomotives. 

2-10-2  type. 

Mikado  locomotives. 

Switching  locomotives. 

Pacific  passenger  locomotives. 

Freight  and  switching  loco- 
motives. 

2-20-2  freight.* 

Mikados. 

Quotation  not  accepted  and 
none  bought. 

2-10-2  type. 

Switchers. 

Santa  Fe  type. 

8-wheel  switchers. 


i 1913. 


*  1915. 


•  1916  price  for  1917  delivery. 


Table  No.  5. — Comparison  of  fuel  price  per  ton. 


EASTERN  DISTRICT. 


1916 


New  York,  New  Haven  &  Hart- 
fiord 

Waterfreight  charges 

Rail  freight  charges 

Baltimore  &  Ohio 

Philadelphia  A  Reading !    1.56 

Central  of  New  Jersey I    2.462 

Do 1.15 

•ireat  Lakes  Transit  Corporation .     2. 75 


SI.  25 

.60 
1.50 
1.10 


1917 


13.98 
4.50 
1.50 
1.5S 
2.355 
3.334 
2.68 
5.25 


1916  »     1917 


Erie  Railroad $1.35     '  $2.50 

Do |  1.20      I  2.05 

Pennsylvania  lines  west , 0) 

Pennsylvania  lines  east '  (*) 

Chesapeake  &  Ohio 1.0552  1.50 

Boston  &  Maine 1.25  3.15 

Added  water  freight '    .60  4.50 

Maine  central '  3.54  5.54 

Bangor  &  Aroostook '3.37  4. 81 


SOUTHERN  DISTRICT. 


Norfolk  A  Western $1.26 


southern  Ry 

Do...... 

^aboard  Air  Line 


.94 


1.076 


$2.24 

1.61 
2.00 
2.169 


Atlanta,  Birmingham  A  Atlantic. 

Atlanta  &  West  Point 

Central  of  Georgia  • 


$1.43S 

1.20 
1.26 


WESTERN  DISTRICT. 


$2,116 
2.05 
1.66 


Hueaeo  A  North  Western ,  $0.90 

„w  Do 1.90 

Chicago  &  North  Western  lake 

coaL 3.00  ' 

Southern  Pacific  Co '..      3.27 


$1.25 
2.70 

6.00 
5.15 


St.  Louis  &  San  Francisco I  $1.65  $2,20 

Northern  Pacific 3.05  6.00 

Union  Pacific 1.18  1.535 

Do 1.42  2.45 


1  Increase  of  68  cents. 
1  Increase  of  90  cents. 


*  Contract  expires  July,  1917,  and  will  thereafter  be  higher. 
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Senator  Town  send.  There  has  been  a  good  deal  said  here  by  you 
and  others,  and  some  statements  by  members  of  the  committee  that 
there  have  been  increases  in  tonnage  during  1917  over  1916  on  rail- 
roads. Now,  this  tonnage,  as  it  comes  to  the  Interstate  Commerce 
Commission,  originates  with  the  conductor  on  the  train  that  hauls 
the  freight,  does  it  not,  and  he  reports  to  his  superior,  and  it  finally 
finds  its  way  to  the  Interstate  Commerce  Commission? 

Commissioner  Aitchison.  I  think  the  waybill  is  the  basis  of  the 
railroad  account. 

Senator  Townsend.  This  is  the  point  I  want  to  get  at,  to  see  if 
there  is  any  confusion  here.  Let  us  take  a  train  running  between 
here  and  New  York,  which  originates  here.  Let  us  say  it  has  50  cars 
in  the  train.  The  train  starts  out,  and  we  will  imagine  a  possible 
case  that  by  the  time  the  train  reaches  New  York,  it  still  has  50  cars, 
but  the  original  50  cars  have  been  dropped  along  the  road,  and  others 
picked  up.  When  we  use  the  term  "ton  per  mile,"  do  we  mean 
simply  the  original  tonnage  of  the  50  cars,  or  how  do  they  segregate 
or  multiply  that  tonnage  f 

Commissioner  Aitchison.  That  takes  into  account  all  of  the 
freight  which  moves  for  the  exact  distance  which  it  does  move.  In 
other  words,  if  the  car  started  from  Washington  for  Baltimore  with 
a  carload  of  some  commodity,  the  station  abstract  of  waybills  would 
be  used  in  the  auditor's  office  as  a  basis  for  the  computation  of  ton- 
miles.  The  ton-miles  are  computed,  not  by  the  station  agents  or  the 
conductors,  but  by  the  clerks  in  the  auditor's  office,  upon  the  basis  of 
the  train  and  station  papers  which  come  in. 

Senator  Townsend.  So  every  car  is  accounted  for  separately  for 
the  actual  number  of  miles  it  travels? 

Commissioner  Aitchison.  Yes,  sir. 

Commissioner  Clark.  It  is  the  total  amount  of  traffic  moved  for 
the  actual  distance  moved,  reduced  to  a  common  denominator  of  tons 
of  freight  moved  1  mile.  If  a  car  contains  30  tons  and  moves  50 
miles,  that  is  fifteen  hundred  ton-miles. 

Commissioner  Aitchison.  That  would  be  the  same  as  1  ton  moved 
fifteen  hundred  miles. 

Commissioner  Clark.  It  does  not  make  any  difference  how  many 
times  a  car  may  be  picked  up  and  set  out. 

Mr.  Thom.  It  is  all  a  compilation  of  the  waybill,  is  it  not? 

Commissioner  Clark.  It  is  all  taken  from  the  waybills,  and  taken 
from  the  auditor's  office. 

Senator  Poin  dexter.  Can  you  state  approximately  the  amount  of 
tonnage  for  any  recent  year  between  the  Atlantic  and  Pacific  coast 
that  might  be  called  transcontinental  tonnage? 

Commissioner  Clark.  We  can  furnish  thpse  figures  from  the  trans- 
continental records. 

Senator  Poindexter.  Has  there  been  any  congestion  of  that  traffic? 

Commissioner  Aitchison.  There  is  congestion  at  the  Pacific  ter- 
minals ;  yes,  sir. 

Senator  Poindexter.  Would  that  not  be  relieved  if  more  of  it  went 
through  the  Panama  Canal? 

Commissioner  Aitchison.  Yes,  sir. 

Senator  Poindexter.  And  more  of  it  would  be  apt  to  go  through 
the  Panama  Canal  if  there  were  no  obstructions  in  the  way  of  canal 
tolls  and  charges  imposed  upon  it,  would  it  not? 
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Commissioner  Aitchison.  That  is  my  personal  opinion,  sir;  but, 
of  course,  right  now  I  do  not  imagine  the  amount  of  the  canal  tolls^ 
is  the  controlling  element  in  the  matter. 

Senator  Poindexter.  Whether  or  not  there  are  established  lines  of 
transportation  which  have  -amounted  to  a  controlling  element,  they 
are  very  important  element  in  the  situation  ? 

Commissioner  Aitchison.  Yes;  and  I  am  of  impression — while  I 
have  not  given  it  deep  study — I  am  of  the  impression  that  the  in- 
crease in  charter  rates  on  the  Pacific  coast  has  been  so  high  that  the 
amount  of  canal  tolls  is  relative  unimportant. 

Senator  Poindexter.  You  are  familiar  with  the  general  system  of 
rate  making  by  which  it  is  assumed,  as  a  basis,  that  the  freight  is 
carried  to  the  terminal  and  then  back  hauled  a  certain  distance? 

Commissioner  Aitchison.  I  am  familiar  with  the  transcontinental 
system  of  rate  making,  to  a  certain  extent. 

Senator  Poindexter.  That  is  based  upon  building  up  terminals 
and  using  those  as  centers  of  distribution  for  the  surrounding  coun- 
try, including  the  back  country  over  which  the  freight  has  passed  to 
reach  the  terminal,  is  it  not? 

Commissioner  Aitchison.  It  involves  the  question  as  to  whether 
the  rate  is  cheaper  by  means  of  ocean  transportation  and  then  the 
rail  transportation  back  into  the  interior  than  by  all  rail,  and  to  what 
extent  the  rail  carriers  should  be  permitted  to  meet  that  competition. 
That  is,  of  course,  an  issue  which  is  in  the  transcontinental  cases  you 
have  referred  to. 

Senator  Poindexter.  That  is  one  phase  of  the  question  you  have 
stated,  but  I  am  speaking  about  the  economic  question  of  unnecessary 
hauls  of  freight,  in  a  time  when  the  capacity  of  the  railroads  has 
reached  its  physical  limit. 

Commissioner  Aitchison.  I  do  not  understand  that  the  existing 
rate  structure  contemplates  that  material  is  necessarily  hauled  to  the 
coast  and  then  hauled  back  over  the  same  rails. 

Senator  Poindexter.  As  a  matter  of  fact,  that  is  the  result,  is  it 
not,  of  making  rates  to  interior  points  based  upon  the  coast  rates  and 
the  back  haul  to  the  interior  points,  or  a  certain  proportion  of  the 
back  haul  ? 

Commissioner  Aitchison.  I  have  not  taken  it  that  way. 

Senator  Poindexter.  Can  you  state  whether  or  not  it  is  a  fact  ? 

Commissioner  Aitchison.  It  is  not. 

Senator  Poindexter.  Take  the  cities  of  Seattle  and  Tacoma  and 
Portland,  is  not  freight  hauled  to  those  cities  over  the  transconti- 
nental lines  reaching  them,  and  then  hauled  back  into  the  interior 
country  ? 

Commissioner  Aitchison.  It  is  hauled  back  when  the  interior 
country  does  not  have  the  facilities  to  distribute  it,  or  does  not 
directly  purchase  it  from  the  East. 

Senator  Poindexter.  Spokane  has  facilities. 

Commissioner  Aitchison.  I  understand  that  freight  stops  at  Spo- 
kane and  does  not  go  to  the  coast  and  come  back. 

Senator  Poindexter.  As  a  matter  of  fact,  some  of  it  does. 

Commissioner  Aitchison.  I  do  not  think  that  the  bulk  of  it  does. 
If  that  freight  is  bought  by  the  Spokane  merchant  in  the  East,  it 
stops  at  Spokane. 
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Senator  Poindexter.  But  if  it  is  brought  by  a  Spokane  merchant 
xin  Seattle  or  Tacoma,  having  already  been  shipped  to  those  points 
from  the  East,  it  covers  that  distance  of  over  400  miles  twice,  instead 
of  once,  in  order  to  reach  its  destination.  That  would  be  entirely 
avoided,  would  it  not,  that  waste  of  transportation,  looking  at  it 
purely  irom  a  public  standpoint  and  not  from  the  standpoint  of  the 
revenues  derived  by  investors  in  railroad  securities,  if  the  interior 
points  were  given  the  same  rate  for  the  short  haul  that  the  coast 
points  are  given  for  the  long  haul  ? 

Commissioner  Aitchison.  I  think  it  would  be  highly  improper  for 
me,  unless  I  am  forced  to  do  so,  to  answer  that  question,  inasmuch 
as  it  is  an  important  question  which  the  commission  has  to  determine, 
and  it  has  been  lately  heard  by  one  of  the  examiners  and  is  before  u> 
for  decision. 

Senator  Poindexter.  That  would  not  amount  to  a  determination  of 
the  case,  but  I  will  not  insist  upon  an  answer. 

One  result,  is  it  not,  of  the  practice  of  charging  the  interior  points 
the  terminal  rate  and  an  additional  rate  based  on  the  back  haul,  or 
a  certain  portion  of  the  back  haul  is  to  prevent  or  obstruct  the  de- 
velopment of  water  transportation,  ship  lines? 

Commissioner  Aitchison.  It  involves  the  question  to  what  extent 
the  rail  carrier  may  be  permitted  to  meet  water  transportation,  and 
that  is  a  question  which  the  commission,  under  the  amended  fourth 
section,  has  a  right  to  pass  on,  and  is  charged  with  the  duty  of  pass- 
ing on. 

Senator  Poindexter.  It  involves  the  question  to  what  extent  it  may 
be  able  to  meet  water  transportation,  and  to  ultimately  overcome  that 
competition  and  then  make  up  in  lack  of  revenues  that  may  be  de- 
rived from  that  by  extra  charges  on  the  interior  country,  does  it  not? 

Commissioner  Aitchison.  Assuming  that  the  Interstate  Commerce 
Commission  should  permit  them  to  make  a  rate  which  would  be  below 
the  cost  of  the  service ;  but  as  I  recall  the  decisions  of  the  commission 
in  cases  already  decided,  they  have  repudiated  that  doctrine. 

Senator  Poindexter.  If  the  rate  to  the  terminal  is  a  reasonable 
rate  based  on  the  cost  of  the  service,  then  the  extra  rate,  or  the  higher 
rate  for  the  shorter  haul  over  the  same  line  in  the  same  direction 
would  be  more  than  reasonable? 

Commissioner  Aitchison.  If  you  ask  me  about  past  decisions  of 
the  commission,  Senator,  I  can  only  discuss  them  as  any  other 
student  of  them  would,  but  if  you  are  asking  me  about  the  decision 
in  this  case  which  we  are  presently  to  make,  I  would  prefer  not  to 
answer  such  a  question. 

Senator  Poindexter.  I  am  just  asking  you  for  your  opinion  about 
this  general  question  of  public  policy. 

Commissioner  Aitchison.  I  do  not  think  the  carrier  should  be 
permitted  anywhere  to  take  traffic  which  does  not  bear  some  fair 
proportion  of  the  general  cost.  Whether  it  does  in  this  particular 
case  is  a  question  I  have  to  decide,  and  I  am  keeping  my  mind  open 
as  to  what  the  facts  are. 

Senator  Poindexter.  If  they  are  not  allowed  to  charge  less  than 
a  reasonable  rate  for  a  long  haul  to  the  end  of  the  line,  they  would 
be  required  to  charge  a  reasonable  rate,  and  it  would  follow,  would 
it  not,  as  a  matter  of  necessity,  that  if  they  charge  a  larger  rate  for 
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the  short  haul  to  the  intermediate  points,  they  would  be  overcharg- 
ing? 

Commissioner  Aitchison.  I  think  you  are  overlooking  the  fact 
that  the  word  reasonable  is  taken  in  a  relative  sense. 

Senator  Poin  dexter.  The  present  system  is  based  upon  the  hauling 
of  goods  as  far  as  you  can  possibly  haul  them  instead  of  the  least 
possible  distance. 

Commissioner  Aitchison.  The  carrier  likes  to  get  traffic  and  carry 
it  as  far  as  it  can. 

Mr.  Thom.  Mr.  Chairman,  I  would  like  to  have  the  record  show 
that  we  protest  against  the  statement  made  by  the  witness  as  to  the 
delay  in  the  valuations  proceedings  being  due  to  the  attorneys  rep- 
resenting the  railroads;  and  we  would  like  to  present  evidence  to  the 
committee  on  that  subject,  if  it  is  desirable. 

My  information  is  that  the  President  will  present  certain  facts  to 
the  Congress  in  reference  to  this  situation,  and,  I  take  it,  that  that 
will  be  followed  by  the  introduction  of  bills  in  reference  to  the  sub- 
ject, and  some  very  important  questions  will  arise,  and  I  think  there 
would  be  a  duplication  of  testimony  if  the  railroad  representatives 
proceed  at  this  time.  There  would  be  time  saved  if  we  are  per- 
mitted to  introduce  our  testimony  after  the  bills  are  before  the  com- 
mittee and  I  respectfully  ask  the  committee  that,  instead  of  pro- 
ceeding now,  we  be  allowed  to  make  application  to  the  committee  for 
a  hearing  at  that  time. 

(Thereupon,  the  committee  went  into  executive  session,  and  at  the 
conclusion  of  the  executive  session  took  a  recess  until  3  o'clock,  p.  m.) 

The  committe  reassembled,  pursuant  to  the  taking  of  recess  at  3 
o'clock  p.  m.,  Hon.  Ellison  D.  Smith  (acting  chairman)  presiding. 

The  Acting  Chairman.  Mr.  Thom,  as  the  representative  of  the 
railroads,  do  you  desire  to  be  heard  now  in  connection  with  this  in- 
vestigation? 

STATEMENT  OF  HE.  ALFRED  P.  THOM. 

Mr.  Thom.  Mr.  Chairman,  I  think  that  the  action  of  the  commit- 
tee in  adjourning  to  3  o'clock  would  probably  necessitate  some  little 
statement  on  my  part. 

This  whole  situation  has  undergone  a  rapid  change  since  the 
adoption  of  the  resolution  by  Congress.  When  the  resolution  was 
adopted  and  the  matter  was  taken  up  by  this  committee  the  ques- 
tion was  still  an  open  one  as  to  whether  or  not  the  possession  or  con- 
trol of  the  railroads  should  be  taken  by  the  President.  In  that  con- 
dition of  affairs,  we  conceived  that  it  was  of  public  importance  that 
what  the  railroads  had  done  should  be  placed  with  some  fullness  be- 
fore this  committee,  and  two  gentlemen  were  delegated  to  prepare 
statements  for  the  purpose  of  placing  that  matter  before  jou. 

One  of  these  gentlemen,  Mr.  Julius  Kruttschnitt,  chairman  of  the 
board  of  the  Southern  Pacific  Co.,  had  expected  to  speak  for  the  gen- 
eral situation  in  the  whole  country.  The  other  gentleman  was  Mr. 
Samuel  Rea,  president  of  the  Pennsylvania  Railroad.  He  was  ex- 
pected to  present  the  situation  as  it  existed  in  this  congested  region, 
Jjonerallv  referred  to  as  the  East. 
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Then  the  President  issued  his  proclamation,  and  the  question  of 
whether  or  not  it  was  desirable  to  follow  one  or  the  other  of  the  rec- 
ommendations of  the  Interstate  Commerce  Commission  was  fore- 
closed. As  Commander  in  Chief  of  the  Army  and  the  Navy  of  the 
United  States  in  time  of  war,  he  decided  that  question. 

Of  course,  the  railroads  considered  that  it  was  their  duty  under 
those  circumstances  to  do  nothing  except  to  show  their  fullest  ac- 
quiescence and  cooperation  in  what  was  considered  to  be  necessary 
as  a  war  measure,  and  we  felt  therefore  that  that  question  was  en- 
tirely removed,  and  that  it  would  not  do  for  any  possible  dispute  to 
be  made  in  respect  to  that  action. 

Nor  do  I  mean  by  what  I  have  so  far  said  to  indicate  that  there 
was  by  any  means  disapprobation  in  many  quarters  of  what  the 
President  had  done.  At  any  rate,  irrespective  of  what  might  be  the 
views  of  anybody  the  conclusion  reached  was  universal  that  no  hold- 
ing back  should  be  indicated  on  the  part  of  any  railroad  manager  in 
respect  to  a  policy  which  had  been  deliberately  adopted  as  a  war 
measure. 

At  the  same  time  we  regarded  it  as  a  most  historical  occasion. 
What  I  believe  to  be  about  one-seventh  of  the  entire  property  of  the 
United  States  is  affected  by  it.  The  result  of  an  event  so  momentus 
can  not  help  but  have  a  serious  effect  upon  the  history  of  this  people, 
and  we  have  thought  that  it  was  desirable  to  put  on  the  record  the 
history  of  what  has  been  done  in  respect  to  these  railroads  under 
private  management  since  the  war  began. 

You,  gentlemen,  will  remember  that  the  railroad  executives  were 
convened  in  the  city  of  Washington  on  the  11th  day  of  last  April  at 
10  o'clock  in  the  morning,  and  that  before  3  o'clock  in  the  afternoon 
they  had  subordinated  their  individual  and  competitive  interest  that 
the  companies  respectively  might  have  and  had  organized  themselves 
to  put  the  entire  railroad  facilities  of  this  country  at  the  disposal  of 
the  Government — in  less  than  five  hours — and  we  have  felt  that  that 
is  without  precedent  in  the  whole  industrial  history  of  this  country. 
We  wanted  to  begin  with  that,  and  then  we  wanted  to  tell  what  had 
been  accomplished  by  the  voluntary  efforts  of  the  railroads,  by  their 
voluntary  unification,  not  as  a  matter  of  controversy  or  dispute,  but 
simply  as  a  valuable  historic  fact,  which  ought  to  be  found  in  the 
records  of  a  committee  and  the  Congress  that  is  considering  this  im- 
mense question.  We  are  confronted,  however,  by  this  situation :  The 
event  which  has  taken  place  is  the  greatest  revolution  that  has  ever 
occurred,  industrially,  in  the  historv  of  any  nation.  By  one  stroke 
of  the  pen  the  control  of  the  basic  forces  of  the  Nation's  power  had 
been  transferred  from  their  owners  into  the  hands  of  the  Govern- 
ment. That  has  resulted  in  tremendous  problems  for  each  company. 
It  has  become  necessary  in  this  process  of  transition  that  the  organi- 
zations of  these  individuals  properties  shall  not  be  disturbed,  but 
shall  go  on  with  uninterrupted  energy  and  force,  and  the  head  of 
each  one  of  these  companies  must  ot  necessity  have  tremendous  re- 
sponsibilities placed  upon  him,  so  that  he  can  go  and  reassure  his 
organization  and  keep  it  in  the  fullest  accord  with  what  is  being  done 
and  make  it  produce  its  best  results.  Some  of  our  witnesses  here 
were  these  men  clothed  with  these  immense  responsibilities.  One 
of  them  is  the  chairman  of  the  board  of  a  svstem  of  railroads,  I  think. 
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with  something  like  11,000  miles.  The  other  one  is  the  president  of 
a  system  of  railroads  which,  altogether,  probably  consists  of  26,000 
miles.  Those  men  had  duties  to  perform  which  it  was  important  to 
the  Nation  that  they  should  be  performed  at  once.  It  would  not  do 
to  have  any  holding  back  on  the  part  of  any  of  the  inferior  officers 
or  employees;  it  would  not  do  to  nave  any  disorganization  creeping 
into  those  forces.  They  must  all  understand  what  their  duties  are 
at  once,  and  they  must  all  understand  what  is  expected  of  them. 

On  yesterday  we  were  confronted  with  that  situation.  These  gen- 
tlemen were  in  town.  This  committee  was  not  in  session.  I  had  to 
take  the  responsibility  of  advising  those  men  to  go  to  their  posts  and 
see  that  this  work  was  carried  on,  and  see  that  there  was  no  disinte- 
gration or  disorganization  incident  to  their  absence.  I  did  it  because 
of  the  magnitude  of  the  interests  involved,  nationally,  and  the  magni- 
tude of  the  duties  that  were  incumbent  upon  them  in  their  positions 
of  responsibility  toward  these  great  forces,  and  I  did  it,  too,  because 
I  tried  to  estimate  what  would  be  the  convenience  of  this  committee. 

Here  you  were  confronted  with  a  universal  expectation  that  the 
President  was  going  to  make  a  recommendation  to  the  Congress. 
That,  we  knew,  would  be  followed  by  bills  introduced,  perhaps,  to 
carry  out  the  views  of  the  Executive.  Doubtless  it  would  be  followed 
also  by  bills  from  individual  Senators,  based  upon  some  other  concep- 
tion of  what  should  be  done.  There  would  be  questions  before  your 
committee  as  to  what  should  be  the  basis  on  which  these  railroads 
should  be  held  and  controlled  by  the  Government. 

We  can  not  tell  what  the  competing  propositions  will  be.  Grant- 
ing that  the  President's  proposition  to  Congress  will  be  the  same  as 
in  his  proclamation,  that  does  not  foreclose  the  justifiable  expecta- 
tion that  there  will  be  some  competing  suggestion  made  by  some 
Member  of  one  or  the  other  House,  and  therefore  we  can  not  know 
until  all  that  has  been  accomplished  and  the  whole  field  is  laid  before 
your  committee,  as  to  what  it  is  to  which  we  should  address  ourselves. 

We  realize  that,  except  for  the  historical  interest  the  most  practi- 
cable question  that  will  come  up  is  the  question,  what  shall  be  the  status 
of  the  $16,000,000,000  or  $20,000,000,000  of  securities  outstanding  of 
these  railroad  companies.  That  will  be  the  real  thing  you  gentlemen 
will  be  most  interested  in,  and  that  will  constitute  the  greatest  duty 
that  will  be  upon  us  in  appearing  before  you,  to  present  as  well  as  we 
can,  the  considerations  wnich  should  be  in  vour  minds  when  vou  come 
to  decide  that  momentous  question. 

Now,  faced  with  the  duty  of  these  men  to  be  at  their  posts,  and  to 
maintain  the  integrity  and  the  efficiency  of  their  organization  in  this 
great  period  of  transition  and  revolution  of  industrial  conditions, 
and  with  the  fact  that  we  knew  you  did  not  have  the  whole  case  be- 
fore you,  and  that  we  could  not  have  the  whole  case  before  us  when 
we  appeared  before  you,  I  say,  I  had  to  take  the  responsibility  of 
advising  these  gentlemen  to  return  to  their  posts,  and  be  here  next 
Monday. 

I  did  that.  It  may  be  that  I  was  premature,  but  I  had  to  act  in  that 
situation,  and  I  believe  the  committee  will  feel  that  I  did  not  do  it 
in  any  spirit  except  that  of  promoting  the  best  consideration  of  this 
subject. 
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railroads  do  not  desire  to  be  heard  at  this  time  upon  the  question 
of  compensation,  I  would  not  feel  at  liberty  to  call  upon  them. 

Senator  Kellogg.  I  understood  Mr.  Thorn  to  say  that  they  did 
wish  to  be  heard. 

Senator  Cummins.  I  understood  he  said  that  upon  any  bill  which 
may  follow  the  President's  message  and  which  sought  the  control 
of  the  matter  of  compensation,  they  might  or  might  not  desire  to 
be  heard  upon  it.  If  the  bill  that  is  introduced  is  satisfactory  to 
the  railroads,  I  fancy  they  will  not  care  to  be  heard.  If  it  is  not 
satisfactory  to  the  railroads,  they  may  desire  to  be  heard ;  and  if  they 
do  desire  to  be  heard  at  that  time,  in  accordance  with  the  time- 
honored  practice  of  this  committee  they  will  be  heard,  because  we 
do  not  foreclose  any  question  of  that  kind  without  giving  an  oppor- 
tunity for  a  hearing. 

Senator  Kellogg.  Do  you  think  we  should  make  a  report  now  to 
Congress  before  receiving  the  communication  of  the  President? 

Senator  Cummins.  That  is  another  question. 

Senator  Kellogg.  I  do  not  think  so. 

Senator  Cummins.  I  am  confining  myself  to  the  matter  of  the 
hearing  of  the  railroad  representatives  at  this  time.  I  understand 
Mr.  Thorn's  position  perfectly  well.  The  men  who,  from  his  stand- 
point, are  best  qualified  to  speak  on  this  question  are  not  here.  They 
have  left  upon  the  assumption  that  they  would  not  be  called  upon 
to  sptak  upon  the  question  of  compensation  for  some  days,  or  until 
after  the  President's  message  came  in.  My  conclusion  from  all 
this  is  that  if  the  railway  companies  do  not  desire  to  be  heard  at 
this  time  upon  any  phase  of  the  matter,  so  far  as  it  has  developed,  I 
do  not  desire  to  compel  them  to  be  heard. 

Mr.  Thom.  We  would  like  an  opportunity  of  a  hearing  if  the 
committee  could  accord  it  to  us  on  next  Monday  or  Tuesday.  I 
suggest  that  time  on  the  assumption  that  the  public  press  is  correct 
in  saying  that  the  President  will  address  the  Congress  on  one  of  the 
latter  days  of  this  week,  probably  Friday,  and  we  have  told  our 
people  to  be  in  readiness  to  appear  on  Monday.  We  would  like  an 
opportunity  to  be  heard.  I  do  not  think  it  will  take  much  of  the 
time  of  the  committee,  but  we  would  like  an  opportunity  of  pre- 
senting some  considerations  to  the  committee  the  first  part  of  next 
week,  if  we  can  be  afforded  that  opportunity. 

(After  further  discussion  the  committee  went  into  executive  ses- 
sion and  after  executive  session  adjourned  until  10.30  o'clock  a.  m., 
Monday,  January  7,  1918.) 
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MONDAY,   JANUABY   7,    1918. 

United  States  Senate, 
Committee  on  Interstate  Commerce, 

Washington,  D.  C. 

The  committee  met,  pursuant  to  adjournment,  at  10.30  o'clock 
a.  m.,  in  the  hearing  room  of  the  committee,  Capitol  Building,  Sen- 
ator Smith,  of  South  Carolina,  presiding. 

[S.  8385,  65th  Congress,  2d  session.] 

A  BILL  To  provide  for  the  operation  of  transportation  systems  while  under  Federal 
control,  for  the  just  compensation  of  their  owners,  and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  State* 
of  America  in  Congress  assembled,  That  the  President,  having  in  a  time  of  war 
taken  over  the  possession,  use,  and  control  (called  herein  Federal  control)  of  cer- 
tain systems  of  transportation  (called  herein  carriers),  is  hereby  authorized  to 
agree  with  and  to  guarantee  to  any  such  carrier  that  during  the  period  of  such 
Federal  control  it  shall  receive  as  Its  just  compensation  an  income  at  an 
annual  rate  equivalent  as  nearly  as  may  be  to  its  average  net  railway  operating 
income  for  the  three  years  ending  June  thirtieth,  nineteen  hundred  and  seven- 
teen (called  herein  standard  return)  ;  said  net  railway  operating  income  for 
the  purposes  of  this  act  shall,  as  to  carriers  making  returns  to  the  Interstate 
Commerce  Commission,  be  computed  from  such  returns,  excluding,  however, 
debits  and  credits  arising  from  the  accounts  called  In  the  monthly  returns  leased 
road  rents  and  miscellaneous  rents:  Provided,  however,  That  no  Federal  taxes 
in  excess  of  taxes  assessed  during  the  year  ending  June  thirtieth,  nineteen 
hundred  and  seventeen,  shall  be  charged  against  revenue  in  computing  such 
standard  return.  Any  net  railway  operating  income  in  excess  of  such  standard 
return  shall  be  the  property  of  the  United  States.  The  amount  of  such  standard 
return  as  accruing  during  said  period  of  three  years  shall  be  determined  by 
the  Interstate  Commerce  Commission,  and  the  certificate  of  said  commission 
as  to  the  amount  of  said  net  railway  operating  income  shall,  for  the  purpose  of 
such  agreement  and  guaranty,  he  taken  as  final  and  conclusive. 

During  the  period  of  such  Federal  control  adequate  depreciation  and  main- 
tenance of  the  properties  of  the  carriers  shall  be  included  as  a  part  of  the 
operating  expenses  or  provided  through  a  reserve  fund,  in  accordance  with  such 
principles  and  rules  as  shall  be  determined  by  the  President. 

Sec.  2.  That  if  no  such  agreement  is  made,  the  President  may  nevertheless 
pay  or  cause  to  be  paid  to  any  carrier  while  under  Federal  control  an  amount 
not  exceeding  ninety  per  centum  of  such  standard  return,  remitting  such  carrier 
to  its  legal  rights  in  the  Court  of  Claims  for  any  balance  claimed;  and  any 
amount  thereafter  found  due  above  the  amount  paid  shall  bear  interest  at  th* 
rate  of  six  per  centum  per  annum ;  and  any  excess  amount  paid  hereunder 
shall  be  recoverable  by  the  United  States,  with  interest  at  the  rate  of  six  per 
centum  per  annum. 

Sec.  3.  That  any  claim  for  just  compensation  not  adjusted  as  provided  in 
section  one  shall  be  submitted  to  a  board  of  three  auditors  appointed  by  th* 
Interstate  Commerce  Commission,  members  of  which  and  of  the  official  forc» 
thereof  being  eligible  for  service  as  such  auditors,  but  without  additional  com- 
IHHisatlon  therefor.    Said  auditors  shall  give  a  full  hearing  to  such  carrier  and 
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to  the  United  States  and  shall  report  to  the  President  the  amount  due  such 
carrier  as  just  compensation ;  a  sum  not  exceeding  the  amount  so  reported  may 
be  agreed  upon  by  the  President  and  such  carrier.  Failing  such  an  agree- 
ment, either  the  United  States  or  such  carrier  may  file  a  petition  in  the  Court 
of  Claims  for  the  purpose  of  final  ascertainment  of  the  amount  of  such  just 
compensation,  and  in  the  proceedings  in  said  court  the  report  of  said  auditors 
shall  be  prima  facie  evidence  of  the  facts  therein  stated.  The  just  compensa- 
tion of  any  carrier  under  Federal  control  not  making  returns  to  the  Interstate 
Commerce  Commission  shall  be  determined  in  accordance  with  the  provisions 
of  this  section. 

Sec.  4.  That  the  return  of  any  carrier  shall  be  increased  by  an  amount  reck- 
oned at  a  rate  per  centum  to  be  fixed  by  the  President  upon  the  cost  of  any 
Additions  and  improvements  made  while  under  Federal  control  with  the  ap- 
proval of  the  President  to  the  property  of  any  carrier  and  paid  for  by  such 
carrier  from  its  own  capital  or  surplus;  and  by  an  amount  equal  to  the  rate 
accruing  to  the  United  States  upon  any  advances  made  to  such  carrier  for  the 
cost  of  such  additions  and  improvements  as  provided  in  section  six  hereof. 

Sec.  5.  That  no  carrier  while  under  Federal  control  shall,  without  the  prior 
approval  of  the  President,  declare  or  pay  any  dividend  in  excess  of  Its  regular 
rate  of  dividends  during  the  three  years  ending  June  thirtieth,  nineteen  hun- 
dred and  seventeen:  Provided,  however,  That  such  carriers  as  have  paid  no 
regular  dividends  or  no  dividends  during  said  period,  may,  with  the  prior 
approval  of  the  President,  pay  dividends  at  such  rate  as  the  President  may 
determine. 

Sec.  6.  That  the  sum  of  $500,000,000  is  hereby  appropriated  out  of  the  Public 
Treasury  from  any  funds  not  otherwise  appropriated,  which,  together  with  any 
funds  available  from  any  excess  earnings  of  said  carriers,  may  be  used  by  the 
President  as  a  revolving  fund  for  the  purpose  of  paying  the  expenses  of  the 
Federal  control,  and  any  deficit  of  any  carrier  below  such  standard  or  ascer- 
tained return,  and  to  provide  terminals,  improvements,  engines,  rolling  stock. 
r.nd  other  necessary  equipment,  such  terminals,  improvements,  and  equipment 
to  be  used  and  accounted  for  as  the  President  may  direct,  and  to  be  disposed 
of  as  Congress  may  hereafter  by  law  provide. 

The  President  may  also,  on  or  in  connection  with  the  property  of  any  car- 
rier, make  or  order  any  carrier  to  make  any  additions  and  improvements 
necessary  or  desirable  for  war  purposes  or  in  the  public  interest.  He  may 
from  said  revolving  fund  advance  to  such  carrier  all  or  any  part  of  the  ex- 
pense of  such  additions  and  improvements  so  ordered  and  constructed  by  such 
carrier  or  by  the  President,  such  advances  to  be  charged  against  such  carrier 
and  to  bear  interest  at  such  rate  and  be  payable  on  such  terms  as  may  be 
determined  by  the  President,  to  the  end  that  the  United  States  may  be  fully 
reimbursed  for  any  sums  so  advanced. 

Any  loss  claimed  to  accrue  to  any  carrier  by  reason  of  any  such  additions 
or  improvements  so  ordered  and  constructed  may  be  determined  by  agreement 
between  the  President  and  such  carrier ;  failing  such  agreement  the  amount 
of  such  loss  shall  be  ascertained  as  provided  in  section  three  hereof. 

From  said  revolving  fund  the  President  may  expend  such  an  amount  as  he 
may  deem  necessary  or  desirable  for  the  purchase,  construction,  or  utilization 
and  operation  of  boats,  barges,  tugs,  and  other  transportation  facilities  on  the 
inland  and  coastwise  waterways,  and  may  in  the  acquisition,  operation,  and  use 
of  such  facilities  create  or  employ  such  agencies  and  enter  into  such  contracts 
and  agreements  as  he  shall  deem  in  the  public  interest. 

Sec.  7.  That  for  the  purpose  of  providing  funds  requisite  for  maturing  obli- 
gations or  for  other  legal  and  proper  expenditures,  or  for  reorganizing  rail- 
roads in  receivership,  carriers  may,  during  the  period  of  Federal  control,  issue 
such  bonds,  notes,  equipment  trust  certificates,  stock,  and  other  forms  of  securi- 
ties secured  or  unsecured  by  mortgage,  as  the  President  may  approve  as  con- 
sistent with  the  public  interest.  The  President  may  purchase  for  the  United 
States  all  or  any  part  of  such  securities  at  prices  not  exceeding  par.  and  may 
sell  such  securities  whenever  In  his  judgment  it  is  desirable  at  prices  not  less 
than  the  cost  thereof;  any  sums  available  from  the  revolving  fund  provided 
in  section  six  may  be  used  for  such  purchases. 

Sec.  8.  That  the  President  may  execute  any  of  the  powers  herein  and  hereto- 
fore granted  him  with  relation  to  Federal  control  through  such  agencies  as  he 
may  determine,  and  may  fix  the  reasonable  compensation  for  the  performance 
of  services  in  connection  therewith,  and  may  utilize  the  personnel  and  facilities 
of  the  Interstate  Commerce  Commission  and  call  upon  members  of  such  com- 
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mission,  or  any  of  its  employees,  or  employees  of  any  department  of  the  Gov- 
ernment for  such  services  as  he  may  deem  expedient.  No  such  Federal  official 
or  employee  shall  receive  any  additional  compensation  for  such  services. 

Sec.  9.  That  the  President  is  hereby  authorized,  while  carriers  are  under  Fed- 
eral control,  to  direct  that  the  Federal  workmen's  compensation  act  of  Septem- 
ber, nineteen  hundred  and  sixteen,  shall  be  extended  so  as  to  apply  to  carrier 
employees,  on  such  terms  and  conditions  as  will  give  due  consideration  to 
remedies  available  under  State  compensation  laws  or  otherwise. 

Sec.  10.  That  nothing  herein  contained  shall  be  construed  as  modifying  or 
restricting  the  powers  heretofore  conferred  upon  the  President  to  take  posses- 
sion and  assume  control  of  any  or  all  systems  of  transportation ;  and  the  Presi- 
dent in  addition  to  the  powers  conferred  by  this  act,  shall  have,  and  is  hereby 
given,  such  other  and  further  powers  necessary  or  appropriate  to  give  effect  to 
the  powers  herein  and  heretofore  conferred. 

Sec.  11.  That  carriers  while  under  Federal  control  shall,  in  so  far  as  is  not 
inconsistent  therewith,  or  with  the  provisions  of  this  act,  or  any  other  act  appli- 
cable to  such  Federal  control,  or  with  any  order  of  the  President,  be  subject  to 
all  laws  and  liabilities  as  common  carriers;  and  suits  may  be  brought  by  and 
against  such  carriers  and  judgments  rendered  as  now  provided  by  law:  Pro- 
vided,  however,  That  except  with  the  written  assent  of  the  President  no  attach- 
ment  shall  be  levied  by  mesne  process  or  on  execution  on  or  against  any  of  the 
property  used  by  any  such  carrier  in  the  perform  a  nee  of  its  duties  as  a  common 
carrier. 

Sec.  12.  That  every  person  or  corporation,  whether  carrier  or  shipper,  or  any 
receiver,  trustee,  lessee,  agent,  or  person  acting  for  or  employed  by  a  carrier  or 
shipper,  or  other  person,  who  shall  knowingly  violate  or  fail  to  observe  any  of 
the  provisions  of  this  act,  or  shall  knowingly  interfere  with  or  impede  the  pos- 
session, use,  operation,  or  control  of  any  railroad  property,  railroad,  or  trans- 
portation system  hitherto  or  hereafter  taken  over  by  the  President,  or  shall  vio- 
late any  of  the  provisions  of  any  order  or  regulation  made  in  pursuance  of  this 
act,  or  of  any  other  act  concerning  such  possession,  use,  operation,  or  control, 
shall  be  guilty  of  a  misdemeanor,  and  shall,  upon  conviction,  be  punished  by  a  fine 
of  not  more  than  $5,000,  or,  if  a  person,  by  imprisonment  for  not  more  than  two 
years,  or  both.  Each  independent  transaction  constituting  a  violation  of,  or  a 
failure  to  observe,  any  of  the  provisions  of  this  act,  or  any  order  entered  in  pur- 
suance hereof,  shall' constitute  a  separate  offense.  For  the  taking  or  conversion 
to  bis  own  use  or  the  embezzlement  of  money  or  property  derived  from  or  used 
in  connection  with  the  possession,  use,  or  operation  of  said  railroads  or  trans- 
portation systems,  the  criminal  statutes  of  the  United  States,  as  well  as  the 
criminal  statutes  of  the  various  States  where  applicable,  shall  apply  to  all  offi- 
cers, agents,  and  employees  engaged  In  said  railroad  and  transportation  service 
while  the  same  is  under  Federal  control,  to  the  same  extent  as  to  persons  em- 
ployed In  the  regular  service  of  the  United  States.  Prosecutions  for  violations 
of  this  act  or  of  any  order  entered  hereunder  shall  be  in  the  district  courts  of 
the  United  States,  under  the  direction  of  the  Attorney  General,  in  accordance 
with  the  procedure  for  the  collection  and  imposing  of  fines  and  penalties  now 
existing  in  said  courts. 

Sec.  18.  That  the  Federal  control  of  transportation  systems  herein  and  here- 
tofore provided  for  shall  continue  for  and  during  the  period  of  the  war  and 
until  Congress  shall  thereafter  order  otherwise. 

GOVERNMENT    CONTROL.    OF     RAILROADS. 
BY  THE  PRESIDENT  OF  THE  UNITED  STATES  OF  AMERICA — A  PROCLAMATION. 

Whereas  the  Congress  of  the  United  States,  in  the  exercise  of  the  constitutional 
authority  vested  in  them,  by  joint  resolution  of  the  Senate  and  House  of 
Representatives  bearing  date  April  6,  1917,  resolved : 

"  That  the  state  of  war  between  the  United  States  and  the  Imperial  German 
Government  which  has  thus  been  thrust  upon  the  United  States  is  hereby 
formally  declared ;  and  that  the  President  be,  and  he  is  hereby,  authorized 
and  directed  to  employ  the  entire  naval  anil  military  forces  of  the  United 
States  and  the  resources  of  the  Government  to  carry  on  war  against  the  Im- 
perial German  Government;  and  to  bring  the  conflict  to  a  successful  termiim* 
tiou  all  of  the  resources  of  the  country  are  hereby  pledged  by  the  Congress 
of  the  United  States." 
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And  by  Joint  resolution  bearing  date  of  December  7,  1917,  resolved : 

"  That  a  state  of  war  is  hereby  declared  to  exist  between  the  United  States 
of  America  and  the  Imperial  and  Royal  Austro-Hungarian  Government; 
and  that  the  President  be,  and  he  is  hereby,  authorized  and  directed  to  em- 
ploy the  entire  naval  and  military  forces  of  the  United  States  and  the  re- 
sources of  the  Government  to  carry  on  war  against  the  Imperial  and  Royal 
Austro-Hungarian  Government;  and  to  bring  the  conflict  to  a  successful 
termination  all  the  resources  of  the  country  are  hereby  pledged  by  the 
Congress  of  the  United  States." 

And  whereas  it  is  provided  by  section  1  of  the  act  approved  August  29.  1916. 
entitled  "An  act  making  appropriations  for  the  support  of  the  Army  for 
the  fiscal  year  ending  June  30,  1917,  and  for  other  purposes,"  as  follows : 

"The  President  in  time  of  war  is  empowered,  through  the  Secretary  of 
of  War,  to  take  possession  and  assume  control  of  any  system  or  systems  of 
transportation,  or  any  part  thereof,  and  to  utilize  the  same,  to  the  exclusion, 
as  far  as  may  be  necessary,  of  all  other  traffic  thereon,  for  the  transfer  or 
transportation  of  troops,  war  material,  and  equipment,  or  for  such  other  pur- 
poses connected  with  the  emergency  as  may  be  needful  or  desirable." 

And  whereas  it  has  now  become  necessary  in  the  national  defense  to  take  pos- 
session and  assume  control  of  certain  systems  of  transportation  and  to  utilize 
the  same,  to  the  exclusion,  as  far  as  may  be  necessary,  of  other  than  war 
traffic  thereon,  for  the  transportation  of  troops,  war  material,  and  equipment 
therefor,  and  for  other  needful  and  desirable  purposes  connected  with  the 
prosecution  of  the  war : 

Now,  therefore,  I,  Woodrow  Wilson.  President  of  the  United  States,  under 
and  by  virtue  of  the  powers  vested  in  me  by  the  foregoing  resolutions  and 
statute,  and  by  virtue  of  all  other  powers  thereto  me  enabling,  do  hereby, 
through  Newton  D.  Baker,  Secretary  of  War,  take  possession  and  assume  con- 
trol at  12  o'clock  noon  on  the  28th  day  of  December,  1917,  of  each  and  every 
system  of  transportation  and  the  appurtenances  thereof  located  wholly  or  in 
part  within  the  boundaries  of  the  continental  United  States  and  consisting  of 
railroads  and  owned  or  controlled  systems  of  coastwise  and  inland  transporta- 
tion engaged  in  general  transportation,  whether  operated  by  steam  or  by  elec- 
tric power,  including  also  terminals,  terminal-  companies,  and  terminal  asso- 
ciations, sleeping  and  parlor  cars,  private  cars  and  private  car  lines,  eleva- 
tors, warehouses,  telegraph  and  telephone  lines,  and  all  other  equipment  and 
appurtenances  commonly  used  upon  or  operated  as  a  part  of  such  rail  or 
combined  rail-and -water  systems  of  transportation;  to  the  end  that  such  sys- 
tems of  transportation  be  utilized  for  the  transfer  and  transportation  of 
troops,  war  material,  and  equipment,  to  the  exclusion  so  far  as  may  be  neces- 
sary of  all  other  traffic  thereon ;  and  that  so  far  as  such  exclusive  use  be  not 
necessary  or  desirable  such  systems  of  transportation  be  operated  and  utilized 
in  the  performance  of  such  other  services  as  the  national  interest  may  require 
and  of  the  usual  and  ordinary  business  and  duties  of  common  carriers. 

It  is  hereby  directed  that  the  possession,  control,  operation,  and  utilization 
of  such  transportation  systems,  hereby  by  me  undertaken,  shall  be  exercised 
by  and  through  William  G.  McAdoo,  who  is  hereby  appointed  and  designated 
Director  General  of  Railroads.  Said  director  may  perform  the  duties  Imposed 
upon  him,  so  long  and  to  such  extent  as  he  shall  determine,  through  the  boards 
of  directors,  receivers,  officers,  and  employees  of  said  systems  of  transportation. 
Until  and  except  so  far  as  said  director  shall  from  time  to  time  by  general  or 
special  orders  otherwise  provide,  the  boards  of  directors,  receivers,  officers,  and 
employees  of  the  various  transportation  systems  shall  continue  the  operation 
thereof  in  the  usual  and  ordinary  course  of  the  business  of  common  carriers, 
In  the  names  of  their  respective  companies. 

Until  and  except  so  far  as  said  director  shall  from  time  to  time  otherwise 
by  general  or  special  orders  determine,  such  systems  of  transportation  shall 
remain  subject  to  all  existing  statutes  and  orders  of  the  Interstate  Commerce 
Commission  and  to  all  statutes  and  orders  of  regulating  commissions  of  the 
various  States  in  which  said  systems  or  any  part  thereof  may  be  situated.  But 
any  order,  general  or  special,  hereafter  made  by  said  director  shall  have  para- 
mount authority  and  be  obeyed  as  such. 

Nothing  herein  shall  be  construed  as  now  affecting  the  possession,  operation, 
and  control  of  street  electric  passenger  railways.  Including  railways  commonly 
called  interurbans,  whether  such  railways  be  or  be  not  owned  or  controlled  by 
such  railroad  companies  or  systems.    By  subsequent  order  and  proclamation,  if 
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..ii  when  it  shall  be  found  necessary  or  desirable,  possession,  control,  or  opera- 
tion may  be  taken  of  all  or  any  part  of  such  street  railway  systems,  including 
subways  and  tunnels;  and  by  subsequent  order  and  proclamation  possession, 
control,  and  operation  in  whole  or  in  part  may  also  be  relinquished  to  the  owners 
thereof  of  any  part  of  the  railroad  systems  or  rail  and  water  systems,  possession 
and  control  of  which  are  hereby  assumed. 

The  director  shall,  as  soon  as  may  be  after  having  assumed  such  possession 
and  control,  enter  upon  negotiations  with  the  several  companies  looking  to 
agreements  for  Just  and  reasonable  compensation  for  the  possession,  use.  and 
control  of  their  respective  properties  on  the  basis  of  an  annual  guaranteed  com- 
pensation above  accruing  depreciation  and  the  maintenance  of  their  properties 
equivalent,  as  nearly  as  may  be,  to  the  average  of  the  net  operating  Income 
thereof  for  the  three-year  period  ending  June  30,  1917,  the  results  of  such  nego- 
tiations to  be  reported  to  me  for  such  action  as  may  be  appropriate  and  lawful. 

Hut  nothing  herein  contained,  expressed,  or  implied,  or  hereafter  done  or 
suffered  hereunder,  shall  be  deemed  in  any  way  to  impair  the  rights  of  the 
stockholders,  bondholders,  creditors,  and  other  persons  having  interests  in  said 
systems  of  transportation  or  in  the  profits  thereof  to  receive  just  and  adequate 
compensation  for  the  use  and  control  and  operation  of  their  property  hereby 
assumed. 

Regular  dividends  hitherto  declared  and  maturing  interest  upon  bonds,  de- 
bentures, and  other  obligations  may  be  paid  in  due  course;  and  such  regular 
dividends  and  interest  may  continue  to  be  paid  until  and  unless  the  said 
director  shall  from  time  to  time  otherwise  by  general  or  special  orders  deter- 
mine; and,  subject  to  the  approval  of  the  director,  the  various  carriers  may 
agree  upon  and  arrange  for  the  renewal  and  extension  of  maturing  obligations. 

Except  with  the  prior  written  assent  of  said  director,  no  attachment  by  mesne 
process  or  on  execution  shall  be  levied  on  or  against  any  of  the  property  used 
by  any  of  said  transportation  systems  in  the  conduct  of  their  business  as  com- 
mon carriers;  but  suits  may  be  brought  by  and  against  sa!d  carriers  and  judg- 
ments rendered  as  hitherto  until  and  except  so  far  as  said  director  may,  by 
general  or  special  orders,  otherwise  determine. 

From  and  after  12  o'clock  on  said  28th  day  of  December,  1917,  all  transporta- 
tion systems  included  in  this  order  and  proclamation  shall  conclusively  be 
deemed  within  the  possession  and  control  of  said  director  without  further  act 
or  notice.  But  for  the  purpose  of  accounting  said  possession  and  control  shall 
date  from  12  o'clock  midnight  on  December  81,  1917. 

In  witness  whereof  I  have  hereunto  set  my  hand  and  caused  the  seal  of  the 
United  States  to  be  affixed. 

Done  by  the  President,  through  Newton  D.  Baker,  Secretary  of  War,  in  the 
District  of  Columbia,  this  26th  day  of  December,  in  the  year  of  our  Lord  one 
thousand  nine  hundred  and  seventeen,  and  of  the  independence  of  the  United 
States  the  one  hundred  and  forty-second. 

Woodbow  Wilson. 

By  the  President : 

Robert  Lansing, 

Secretary  of  State. 
Newton  D.  Baker, 

Secretary  of  War. 

8TATEMENT  OF  THE  PRESIDENT. 

I  have  exercised  the  powers  over  the  transportation  systems  of  the  country 
which  were  granted  me  by  the  act  of  Congress  of  last  August  because  it  has 
become  Imperatively  necessary  for  me  to  do  so.  This  is  a  war  of  resources  no 
tos  than  of  men,  perhaps  even  more  than  of  men,  and  it  is  necessary  for  the 
complete  mobilization  of  our  resources  that  the  transportation  systems  of  the 
country  should  be  organized  and  employed  under  a  single  authority  and  a 
simplified  method  of  coordination  which  have  not  proved  possible  under  private 
management  and  control.  The  committee  of  railway  executives  who  have  been 
cooperating  with  the  Government  in  this  all-important  matter  have  done  the 
utmost  that  it  was  possible  for  them  to  do;  have  done  it  with  patriotic  zeal  and 
with  great  ability ;  but  there  were  difficulties  that  they  could  neither  escape  nor 
neutralize.  Complete  unity  of  administration  in  the  present  circumstances  In 
wives  upon  occasion  and  at  many  points  a  serious  dislocation  of  earnings,  and 
the  committee  was,  of  course,  without  power  or  authority  to  rearrange  charges 
or  effect  proper  compensations  and  adjustments  of  earnings.  Several  roads 
which  were  willingly  and  with  admirable  public  spirit  accepting  the  orders  of 
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the  committee  have  already  suffered  from  these  c'rcumstances  and  should  not 
be  required  to  suffer  further.  In  mere  fairness  to  them  the  full  authority  of 
the  Government  must  be  substituted.  The  Government  11  self  will  thereby  gniu 
an  immense  increase  of  efficiency  in  the  conduct  of  the  war  and  of  the  in- 
numerable  activities  upon  which  its  successful  conduct  depends. 

The  public  Interest  must  be  first  served  and,  in  addition,  the  financial  inter- 
ests of  the  Government  and  the  financial  Interests  of  the  railways  must  be 
brought  under  a  common  direction.  The  financial  operating  of  the  railways 
need  not  then  interfere  with  the  borrowings  of  the  Government,  and  they  them- 
selves can  be  conducted  at  a  greater  advantage.  Investors  in  railway  securi- 
ties may  rest  assured  that  their  rights  and  interests  will  be  as  scrupulously 
looked  after  by  the  Government  as  they  could  be  by  the  directors  of  the  several 
railway  systems.  Immediately  upon  the  reassembling  of  Congress  I  shall 
recommend  that  these  definite  guarantees  be  given:  First,  of  course,  that  the 
railway  properties  will  be  maintained  during  the  period  of  Federal  control  in 
as  good  repair  and  as  complete  equipment  as  when  taken  over  by  the  Govern- 
ment ;  and,  second,  that  the  roads  shall  receive  a  net  operating  income  equal 
in  each  case  to  the  average  net  income  of  the  three  years  preceding  June  30. 
1917;  and  I  am  entirely  confident  that  the  Congress  will  be  disposed  in  this 
case,  as  in  others,  to  see  that  justice  is  done  and  full  security  assured  to  the 
owners  and  creditors  of  the  great  systems  which  the  Government  must  now 
use  under  its  own  direction  or  else  suffer  serious  embarrassment. 

The  Secretary  of  War  and  I  are  agreed  that,  all  the  circumstances  being 
taken  into  consideration,  the  best  results  can  be  obtained  under  the  immediate 
executive  direction  of  the  Hon.  William  G.  McAdoo,  whose  practical  experience 
peculiarly  fits  him  for  the  service  and  whose  authority  as  Secretary  of  the 
Treasury  will  enable  him  to  coordinate  as  no  other  man  could  the  many  finan- 
cial interests  which  will  be  involved  and  which  might,  unless  systematically 
directed,  suffer  very  embarrassing  entanglements. 

The  Government  of  the  United  States  Is  the  only  great  Government  now  en- 
gaged in  the  war  which  has  not  already  assumed  control  of  this  sort  It  was 
thought  to  be  in  the  spirit  of  American  institutions  to  attempt  to  do  everything 
that  was  necessary  through  private  management,  and  if  zeal  and  ability  and 
patriotic  motive  could  have  accomplished  the  necessary  unification  of  adminis- 
tration it  would  certainly  have  been  accomplished ;  but  no  zeal  or  ability  could 
overcome  insuperable  obstacles,  and  I  have  deemed  it  my  duty  to  recognize  that 
fact  in  all  candor,  now  that  it  is  demonstrated,  and  to  use  without  reserve  the 
great  authority  reposed  in  me.  A  great  national  necessity  dictated  the  action, 
and  I  was  therefore  not  at  liberty  to  abstain  from  it. 

Woodbow  Wilson. 

The  Chairman.  The  committee  will  come  to  order.  The  railroad 
executives  were  notified  to  be  here  this  morning,  and  I  take  it  as  the 
matter  of  compensation  is  the  question  at  issue,  I  think  it  would  be 
well,  as  that  question  is  involved  in  the  first  section  of  the  bill — I  will 
say  to  the  committee  that  we  are  considering  now  the  first  section  of 
the  bill,  which  is  exactly  the  same  purport  as  we  are  considering 
under  the  resolution. 

Mr.  Thorn,  I  believe,  is  to  be  heard. 

STATEMENT  OF  ME.  ALFBED  P.  THOM. 

Mr.  Thom.  Mr.  Chairman  and  gentlemen  of  the  committee,  I  un- 
derstood there  were  two  subjects  before  your  committee,  one  the 
Cummins  resolution,  and  the  other  the  bill  which  has  been  introduced 
in  Congress  and  referred  to  this  committee.  I  understood  that  the 
hearings  on  the  two  would  be  merged  into  one,  and  the  first  subject, 
concerning  which  we  were  prepared  to  put  our  views  historically  on 
the  record,  was  the  matter  which  has  been  testified  about  under  the 
Cummins  resolution. 

The  Chairman.  As  the  Chairman  understands  it,  the  first  section 
of  the  bill  is  precisely  of  the  same  nature  of  the  question  that  we  were 
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discussing  under  the  Cummins  resolution,  and  the  testimony  given 
by  the  Interstate  Commerce  Commission  in  reference  to  compensa- 
tion. 

Mr.  Thom.  Yes.  Now,  as  to  what  had  been  accomplished  by  the 
railroads  themselves,  a  record  is  being  made  here,  and  we  have  two 
representatives  of  what  was  the  Railroads'  War  Board,  who  have 
prepared  themselves  to  put  upon  the  record  the  facts  about  what  has 
been  done.  We  realize  that  is  not  now  a  matter  of  vital  interest  so 
far  as  legislation  is  concerned,  but  we  thought  it  would  be  well  to 
have  the  record  complete  on  that  subject,  and  if  it  is  not  objectionable 
to  the  committee  I  should  like  to  have  Mr.  Kruttschnitt  and  Mr. 
Rea — Mr.  Kruttschnitt  speaking  for  the  railways  throughout  the 
country  and  Mr.  Rea  for  the  eastern  roads — put  the  facts  on  the 
record. 

Senator  Robinson.  If  I  may  so  express  myself,  I  think  at  this 
time  we  ought  to  give  consideration  to  the  conditions  of  Jhis  bill 
which  the  committee  and  the  country  is  interested  in.  I  think  the  in- 
formation you  would  present  in  the  connection  you  have  referred  to 
is  very  valuable  and  desirable,  but  for  my  part  I  would  rather  hear 
something  else  first.  If  you  are  prepared  to  go  on  and  present  this 
bill,  or  the  issues  involved  in  it,  I  would  be  very  glad  to  hear  from 
vou. 

»  

Senator  Underwood.  While  you  are  on  the  stand,  I  should  like  to 
ask  you  one  question.  This  bill  pending  before  the  committee  seeks 
in  a  tentative  way  to  fix  compensation,  which  I  understand  and  be- 
lieve can  be  done  by  an  agreement.  But  do  you  contend,  or  is  there 
any  contention,  that  the  Congress  or  the  Executive  has  any  power 
to  fix  compensation  for  the  taking  of  private  property  if  there  is 
not  an  agreement  between  the  parties? 

Mr.  Thom.  Under  existing  legislation  ? 

Senator  Underwood.  Can  Congress  fix  what  is  the  compensation 
if  they  take  private  property  for  public  use  ? 

Mr.  Thom.  No,  except  by  agreement. 

Senator  Underwood.  So,  in  the  last  analysis,  the  question  of  value, 
if  there  is  not  a  voluntary  agreement,  must  go  to  the  courts  or  a 
quasi-judicial  tribunal? 

Mr.  Thom.  Yes;  and  that  is  referred  to,  as  I  understand,  in  section 
3  of  this  bill. 

Senator  Underwood.  Then  the  question  of  what  ought  to  be  com- 
pensation is  not  so  very  vital  in  this  legislation,  because  if  the  parties 
can  not  agree  it  must  go  to  the  courts  in  the  end  ? 

Mr.  Thom.  It  is  vital  in  this  way.  Senator.  Here  are  securities 
that  are  practically  the  foundation  of  the  financial  structure  of  this 
country;  there  is  not  a  bank,  national,  State,  or  otherwise,  whose 
financial  standing  does  not  rest  to  a  large  extent  upon  the  value  of 
railroad  securities.  The  same  thing  is  true  of  surety  companies;  and 
the  same  thing  is  true  of  every  business  and  every  benevolent  insti- 
tution. These  securities  lie  at  the  very  base  of  our  whole  financial 
structure.  Now,  if  there  is  Jjoing  to  be  a  long  period  of  uncertainty 
as  to  them,  we  must  necessarily  face  a  great  financial  disturbance  in 
the  country,  and  the  resources  of  the  country,  in  a  financial  way,  for 
the  use  of  the  war,  would  be  tremendously  impaired.  As  a  conse- 
quence, it  is  very  desirable  to  have  a  quick  method  of  settling  what 
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the  future  status  of  these  securities  may  be,  and  it  is  also  very  im- 
portant to  have  a  basis  on  which  there  can  be  an  agreement  without 
going  to  the  courts. 

Senator  Robinson.  Do  you  think  that  Congress  can  fix  the  basis? 

Mr.  Thom.  No,  I  do  not ;  but  Congress  can  authorize  the  President 
to  agree  upon  a  basis,  and  if  the  railroads  agree  also  upon  that  basis, 
that  will  eliminate  those  where  there  is  an  agreement. 

Senator  Robinson.  But  here  is  the  proposition :  In  the  Mononga- 
hela  navigation  case,  Judge  Brewer  held  tnat  Congress  could  neither 
fix  compensation  nor  fix  the  basis  of  compensation  for  the  taking  of 
privateproperty. 

Mr.  Thom.  That  is  the  law. 

Senator  Robinson.  If  that  is  true,  of  course  I  agree  with  what  you 
say  about  the  great  importance  of  an  early  decision  of  this  matter 
for  the  country  outside  of  the  railroads  themselves,  but  I  do  not  see 
any  reason  why  we  should  take  time  or  assume  to  do  something  we 
have  no  constitutional  right  to  do,  and  I  do  not  see  how  we  can 
authorize  the  President  to  fix  some  quick  method  of  reaching  a  con- 
clusion. We  can  authorize  some  tribunal,  some  quick  method  of 
reaching  a  verdict,  if  the  parties  can  not  get  together;  but  when  we 
have  done  that,  that  is  as  far  as  Congress  can  go.  The  question  of 
the  value  of  these  securities  we  can  not  fix ;  we  have  no  power  to  fix. 
Is  that  not  true  ? 

Mr.  Thom.  That  is  undoubtedly  true.  Congress  has  no  power 
under  the  express  decisions  of  the  Supreme  Court  to  fix  arbitrarily 
a  basis  for  the  taking  oyer  of  any  private  property.  That  is  a  matter 
protected  by  the  Constitution,  ana  must  m  case  of  dispute  be  deter- 
mined by  the  established  tribunal.  Congress  can,  however,  do  this. 
Congress  can  confer  that  upon  any  governmental  representative,  such 
as  the  President ;  can  confer  upon  him  an  unlimited  power  to  make 
an  agreement,  or  it  can  confer  a  limited  power  to  make  an  agreement, 
and  it  can  provide  in  cases  where  there  is  no  agreement  for  methods 
by  which  tne  matter  can  be  tried  out  in  accordance  with  the  estab- 
lished precedent 

Senator  Robinson.  If  it  is  a  judicial  trial  ? 

Mr.  Thom.  If  it  is  a  judicial  trial.  Now,  as  I  understand  the  bill 
which  you  gentlemen  have  before  you,  in  section  1  there  is  an  au- 
thority given  to  the  President  to  make  an  agreement  with  these  car- 
riers witnin  a  prescribed  limit.  Then  section  8  comes  along  and  says, 
that  if  no  agreement  is  made  under  section  1,  then  reasonable  compen- 
sation may  be  ascertained  under  section  3.  So  it  seems  to  me  that  the 
questions  oef ore  you  gentlemen  are  these :  Do  you  consider  that  it  is 
an  important  thing  that  this  matter  should  be  settled  by  agreement 
rather  than  by  litigation?  If  you  answer  that  question  in  the 
affirmative  then  the  next  question  is :  Where  is  it  wise  to  repose  the 
discretion  to  make  the  agreement,  and  what  is  the  extent  of  the  dis- 
cretion which  should  be  reposed  ? 

If  you  answer,  as  doubtless  you  will  do,  that  it  is  wise  to  confer 
the  discretion  upon  the  President,  then  the  question  which  you  will 
have  to  consider  is  whether  that  shall  be  an  unlimited  discretion  or 
whether  it  shall  be  a  discretion  to  make  an  agreement  on  lines  which 
Congress  shall  mark  out.  That  is  one  of  the  questions  which  I  un- 
derstand arise  under  section  1. 
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Then  in  order  to  have  a  system  that  is  constitutionally  valid,  you 
have  got  to  deal  with  the  cases  where  no  agreement  is  possible,  and 
there  you  must  establish  a  tribunal  which  will  measure  up  to  the 
requirements  of  due  process,  and  which  will  have  the  authority  to 
inquire  and  determine  what  just  compensation  is.  Those  are  the 
principles,  it  seems  to  me,  which  control  this  matter. 

Senator  Robinson.  Mr.  Thorn,  if  you  do  not  object,  in  your  initial 
stating  of  this  case,  I  shall  like  to  ask  you  a  question.  I  have  not 
reached  any  definite  conclusion  myself,  but  I  have  some  doubts,  and 
I  should  like  to  have  you  clear  them  up  if  you  can.  How  far  are  the 
officers  and  the  directors  of  a  railroad  corporation  able  to  commit 
their  corporation  to  an  agreement  as  to  the  value  or  just  compensa- 
tion for  the  taking  over  of  the  properties?  In  other  words,  if  the 
directors  of  the  Southern  Railway  agree  with  the  President  of  the 
United  States  that  a  certain  fixed  sum  is  just  compensation  for  the 
taking  of  that  property,  how  far  is  that  binding  on  the  real  owners 
or  stockholders  of  the  road  ? 

Mr.  Thom.  That  is  a  very  serious  and  a  very  large  question,  Sena- 
tor, that  you  are  asking.  Ordinarily  the  dividing  line  between  the 
power  of  the  directors  and  the  power  of  the  stockholders  is  between 
the  things  that  are  vital  and  the  things  that  are  nonyital  to  the  cor- 
poration. Everything  in  the  way  of  management  is  within  the  power 
of  the  executives  and  of  the  boards  of  directors.  When  you  go  into 
the  region  of  the  change  in  the  scope  of  the  business,  then  it  becomes 
the  stockholders'  question.  When  you  go  into  the  question  of  a  dis- 
posal of  the  assets  of  the  company,  so  that  its  original  purpose  can 
not  be  carried  out,  it  becomes  a  stockholders'  question,  and  you  can 
readily  understand  that  in  a  novel  situation  such  as  this  a  great  many 
delicate  questions  will  arise.  In  the  first  place  here  is  the  war  power. 
Here  is  the  thing  done  to  save  the  Nation's  life.  Now,  how  far  is  that 
to  be  classed  with  those  functions  of  a  corporation  which  are  vital 
and  which  the  stockholders  would  have  a  right  to  declare? 

Senator  Pomerene.  If  I  may  interrupt,  does  that  not  address  itself 
rather  to  the  power  to  take  over  and  not  to  the  power  to  determine 
the  compensation  ? 

Mr.  Thom.  I  was  coming  to  that  view.  Now,  then,  of  course  it  is 
clear  that  the  war  power  may  be  exercised  in  the  way  of  taking  over 
these  enterprises.  When  it  comes  to  committing  the  corporation  it- 
self to  the  terms,  it  seems  to  me  that  the  safe  thing  to  do  is  to  have 
the  stockholders  ultimately  pass  upon  it. 

Senator  Underwood.  To  enter  into  an  agreement? 

Mr.  Thom.  To  enter  into  an  agreement.  It  seems  to  me  that  is  the 
safe  thing  to  do,  but  of  course  we  are  dealing  with  new  subjects ;  we 
are  dealing  with  matters  somewhat  in  the  twilight  zone;  and  it  is 
impossible  for  anybody  to  be  dogmatic  about  a  thing  of  that  sort,  and 
1  do  not  hesitate  to  say  that  in  a  tremendous  and  a  vital  change  in 
the  way  of  carrying  out  the  corporate  purposes  of  this  kind,  and  in 
a  matter  so  far-reaching  as  to  determine  where  the  whole  manner 
and  usage  of  these  properties  are  to  rest  it  would  be  safe  to  have  the 
stockholders  pass  upon  it. 

Senator  Pomerene.  Following  up  Senator  Underwood's  question 
a  little  further.  Is  not  this  the  fact,  that  the  power  of  your  board 
of  directors  depends  largely  upon  the  provisions  of  the  statutes  of 
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the  future  status  of  these  securities  may  be,  and  it  is  also  very  im- 
portant to  have  a  basis  on  which  there  can  be  an  agreement  without 
going  to  the  courts. 

Senator  Robinson.  Do  you  think  that  Congress  can  fix  the  basis  I 

Mr.  Thom.  No,  I  do  not ;  but  Congress  can  authorize  the  President 
to  agree  upon  a  basis,  and  if  the  railroads  agree  also  upon  that  basis, 
that  will  eliminate  those  where  there  is  an  agreement. 

Senator  Robinson.  But  here  is  the  proposition :  In  the  Mononga  - 
hela  navigation  case,  Judge  Brewer  held  tnat  Congress  could  neither 
fix  compensation  nor  fix  the  basis  of  compensation  for  the  taking  of 
privateproperty. 

Mr.  Thom.  That  is  the  law. 

Senator  Robinson.  If  that  is  true,  of  course  I  agree  with  what  you 
say  about  the  great  importance  of  an  early  decision  of  this  matter 
for  the  country  outside  of  the  railroads  themselves,  but  I  do  not  spp 
any  reason  why  we  should  take  time  or  assume  to  do  something  we 
have  no  constitutional  right  to  do,  and  I  do  not  see  how  we  can 
authorize  the  President  to  fix  some  quick  method  of  reaching  a  con- 
clusion. We  can  authorize  some  tribunal,  some  quick  method  of 
reaching  a  verdict,  if  the  parties  can  not  get  together ;  but  when  we 
have  done  that,  that  is  as  far  as  Congress  can  go.  The  question  of 
the  value  of  these  securities  we  can  not  fix ;  we  nave  no  power  to  fix. 
Is  that  not  true  ? 

Mr.  Thom.  That  is  undoubtedly  true.  Congress  has  no  power 
under  the  express  decisions  of  the  Supreme  Court  to  fix  arbitrarily 
a  basis  for  the  taking  oyer  of  any  private  property.  That  is  a  matter 
protected  by  the  Constitution,  ana  must  m  case  of  dispute  be  deter- 
mined by  the  established  tribunal.  Congress  can,  however,  do  this. 
Congress  can  confer  that  upon  any  governmental  representative,  such 
as  the  President ;  can  confer  upon  him  an  unlimited  power  to  make 
an  agreement,  or  it  can  confer  a  limited  power  to  make  an  agreement, 
and  it  can  provide  in  cases  where  there  is  no  agreement  for  methods 
by  which  tne  matter  can  be  tried  out  in  accordance  with  the  estab- 
lished precedent 

Senator  Robinson.  If  it  is  a  judicial  trial  f 

Mr.  Thom.  If  it  is  a  judicial  trial.  Now,  as  I  understand  the  bill 
which  you  gentlemen  have  before  you,  in  section  1  there  is  an  au- 
thority given  to  the  President  to  make  an  agreement  with  these  car- 
riers within  a  prescribed  limit.  Then  section  8  comes  alonf  and  says. 
that  if  no  agreement  is  made  under  section  1,  then  reasonable  compen- 
sation may  be  ascertained  under  section  8.  So  it  seems  to  me  that  the 
questions  oef ore  you  gentlemen  are  these :  Do  you  consider  that  it  if 
an  important  thing  tnat  this  matter  should  be  settled  by  agreement 
rather  than  by  litigation?  If  you  answer  that  question  in  the 
affirmative  then  the  next  question  is :  Where  is  it  wise  to  repose  the 
discretion  to  make  the  agreement,  and  what  is  the  extent  of  the  dis- 
cretion which  should  be  reposed? 

If  you  answer,  as  doubtless  you  will  do,  that  it  is  wise  to  confer 
the  discretion  upon  the  President,  then  the  question  which  you  will 
have  to  consider  is  whether  that  shall  be  an  unlimited  discretion  or 
whether  it  shall  be  a  discretion  to  make  an  agreement  on  lines  which 
Congress  shall  mark  out.  That  is  one  of  the  questions  which  I  un- 
derstand arise  under  section  1. 


GOVERNMENT   CONTROL  AND  OPERATION   OF   RAILROADS.        183 

it  as  absolutely  essential,  if  we  are  not  to  throw  the  financial  struc- 
ture of  this  country  into  a  weakened  condition,  and  to  undermine  its 
foundation,  that  there  should  be  a  quick  settlement  of  this  matter, 
and  that  it  should  be  by  agreement  wherever  an  agreement  is  possible. 

Now,  we  believe  this  to  be  the  case.  We  believe  there  is  no  rule 
which  would  be  universally  applicable.  There  are  many  situations 
that  will  be  presented  where  every  reasonable  man  must  come  to  the 
conclusion  that  there  are  exceptional  cases  which  must  be  dealt  with 
in  an  exceptional  way. 

I  will  illustrate  in  this  way :  Here  is  a  basis  proposed  by  the  Presi- 
dent, which  is  a  compensation  arrived  at  by  reference  to  the  value  of 
the  use  of  this  property  in  the  hands  of  its  owners  over  a  period  of 
years.  Suppose  it  is  new  property,  where  there  has  been  no  use, 
where  during  these  years  the  property  has  not  been  in  existence. 
Manifestly  there  must  be  some  other  way  of  finding  that  out. 

I  will  illustrate  again.  Here  is  a  property  which  in  the  last  six 
months  has  so  improved  its  plant  that  it  has  become  capable  of 
greatly  increased  and  more  valuable  use.  It  has  put  a  lot  of  money  in 
it.  It  is  able  to  handle  a  largely  increased  volume  of  traffic.  It  has 
removed  curves;  it  has  reduced  grades;  it  has  done  the  thing  to 
make  an  economical  use  of  its  property,  as  economical  a  use  as  pos- 
sible over  what  it  was  in  the  test  period.  Now,  manifestly,  what 
the  Government  takes  over  is  that  plant  as  it  existed  on  the  28th 
day  of  December,  1917,  not  the  plant  as  it  existed  on  the  30th  day 
of  last  June.  If  the  plant  has  changed  in  all  that  time  so  as  to  be 
a  different  thing  from  what  it  was  during  this  test  period,  an  excep- 
tional situation  arises  at  once  in  respect  of  which  there  must  be  some 
discretion  for  dealing  with  it  in  an  exceptional  way  in  order  to 
arrive  at  it  justly.     Have  you  any  more  questions? 

Senator  Kellogg.  Mr.  Chairman,  I  suggest  that  there  is  only  one 
question  in  section  1  of  this  bill  before  this  committee. 

Senator  Robinson.  I  move  that  we  proceed  to  the  consideration 
of  Senate  bill  8385. 

The  motion  was  agreed  to. 

The  Chairman.  Mr.  Thorn,  if  you  are  ready,  or  any  of  the  gentle- 
men you  wish  to  present  are  ready  to  be  heard,  we  shall  be  glad  to 
hear  you. 

Mr.  Thom.  Mr.  Chairman  and  gentlemen,  at  the  outset  we  desire 
to  be  understood  that  we  are  in  no  obstructive  attitude  in  regard  to 
this  legislation.  We  recognize  that  this  is  a  time  when  every  interest 
•n  the  country  must  be  willing  to  make  the  sacrifices  that  are  legiti- 
mately required  of  it  in  respect  to  the  successful  prosecution  of  this 
war,  and  we  shall  attempt  in  the  presentation  that  we  shall  make  to 
avoid  in  every  way  an  attitude  of  obstructiveness.  We  are  con- 
fronted, however,  with  the  most  monumental  industrial  transaction 
that  has  occurred  in  the  history  of  mankind.  A  great  deal  of  the 
future  of  this  country  will  depend  upon  the  wisdom  with  which  this 
situation  is  met.  There  are  many  hundreds  of  thousands  of  people 
that  are  interested  in  it.  As  I  stated  before,  there  is  not  an  institu- 
tion in  our  land  that  is  not  founded  upon  these  very  securities.  In 
view  of  the  seriousness  of  the  situation,  in  view  of  its  far-reaching 
effect,  in  view  of  its  influence  upon  the  future  and  upon  the  for- 
tunes of  so  many  people,  we  have  tried  to  consider  what  the  duties 
of  the  railroads  are  in  respect  to  this  matter. 
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the  State  under  which  it  is  incorporated  ?  To  illustrate :  For  instance, 
in  Ohio  the  question  came  up  some  years  ago  as  to  how  far  the  board 
of  directors  might  go  in  disposing  of  the  business  and  property  of  a 
corporation,  and  we  provided  later  on  by  statute  a  special  method 
whereby  the  minority  stockholders  would  be  taken  care  of.  Now,  I 
am  speaking  of  corporations  generally,  not  of  railroad  corporations 
alone.  And  would  it  not  be  correct  to  say  that  before  we  could  de- 
termine these  questions  we  would  have  to  look  definitely  to  the  stat- 
utes of  each  State,  and  there  might  be  a  different  rule  prevailing 
in  each  particular  State  with  reference  to  the  power  and  business  of 
that  corporation? 

-  Mr.  Thom.  I  would  express  the  principle  this  way,  as  far  as  I 
understand  it.  I  think  in  a  great  many  States  there  is  a  general  law 
relating  to  the  powers  of  directors.  Now  that  may  be  changed  in 
any  State  by  restrictions  upon  those  general  powers,  or  it  may  be 
changed  in  any  State  by  the  enlargement  of  those  powers.  The  first 
thing  we  would  do  to  find  the  powers  of  the  directors  is  to  analyze 
and  to  appreciate  the  general  principle  governing  the  powers  of 
directors;  then  we  must  go  to  the  statutes  01  every  State  wnere  there 
has  been  an  incorporation  of  one  of  these  carriers  to  see  whether 
those  powers  have  been  in  any  way  altered  by  statute.  That  is  my 
understanding  of  the  law. 

Senator  Pomerene.  I  think  that  is  correct. 

Mr.  Thom.  But  I  do  not  understand,  Senator  Underwood,  that 
that  question  is  directly  involved  in  the  question  of  whether  or  not 
there  shall  be  a  power  somewhere  to  make  an  agreement  with  these 
carriers.  The  question  of  how  that  agreement  is  to  be  made  arises 
subsequent  to  that. 

Senator  Underwood.  That  is  true,  but  here  is  the  matter  I  had 
in  mind.  Of  course  if  this  matter  is  settled  ultimately  in  a  court  or 
a  judicial  tribunal,  that  is  a  final  arbitration  as  to  all  parties,  but  if  it  is 
settled  by  agreement,  of  course  if  the  Government  makes  an  agree- 
ment to  pay  a  certain  compensation  for  the  taking  over  the  posses- 
sion of  these  railroads  and  that  is  agreeable  to  the  carriers,  it  would 
be  binding  on  the  Government  and  it  would  carry  out  its  contract. 
But  if  the  officers,  the  directors  who  entered  into  that  agreement, 
were  not  capable  of  making  a  binding  agreement  with  the  Govern- 
ment, it  might  bring  for  them  a  volume  of  lawsuits  hereafter  in 
which  the  stockholders  might  sue  the  Government  for  billions  of  dol- 
lars for  the  taking;  therefore,  I  think  the  Government  itself,  if  it 
enters  into  the  agreement,  ought  to  have  its  side  of  the  case  pro- 
tected. 

Mr.  Thom.  It  will.  The  Government  officers,  in  accepting  an 
agreement  with  the  carriers,  will  of  course  see  that  that  contract  by 
competent  corporate  authority  is  made 

Senator  Underwood.  That  is  the  reason  I  asked  the  question, 
what  you  considered  the  competent  authority. 

Mr.  Thom.  I  think  it  ought  to  be  regarded  as  a  reasonable  safe 
guard,  at  least,  to  have  the  stockholders  assent  to  whatever  arrange- 
ment is  made.  But  I  repeat  that  is  a  matter  in  the  carrying  out,  and 
is  not  related  to  whether  or  not  there  should  be  a  power  in  some  rep- 
resentative of  the  Government  to  deal  with  the  competent  authori- 
ties of  the  corporation  in  respect  to  a  basis  of  compensation.    T  regard 
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it  as  absolutely  essential,  if  we  are  not  to  throw  the  financial  struc- 
ture of  this  country  into  a  weakened  condition,  and  to  undermine  its 
foundation,  that  there  should  be  a  quick  settlement  of  this  matter, 
and  that  it  should  be  by  agreement  wherever  an  agreement  is  possible. 

Now,  we  believe  this  to  be  the  case.  We  believe  there  is  no  rule 
which  would  be  universally  applicable.  There  are  many  situations 
that  will  be  presented  where  every  reasonable  man  must  come  to  the 
conclusion  that  there  are  exceptional  cases  which  must  be  dealt  with 
in  an  exceptional  way. 

I  will  illustrate  in  this  way :  Here  is  a  basis  proposed  by  the  Presi- 
dent, which  is  a  compensation  arrived  at  by  reference  to  the  value  of 
the  use  of  this  property  in  the  hands  of  its  owners  over  a  period  of 
years.  Suppose  it  is  new  property,  where  there  has  been  no  use, 
where  during  these  years  the  property  has  not  been  in  existence. 
Manifestly  there  must  be  some  other  way  of  finding  that  out. 

I  will  illustrate  again.  Here  is  a  property  which  in  the  last  six 
months  has  so  improved  its  plant  that  it  has  become  capable  of 
greatly  increased  and  more  valuable  use.  It  has  put  a  lot  of  money  in 
it.  It  is  able  to  handle  a  largely  increased  volume  of  traffic.  It  has 
removed  curves;  it  has  reduced  grades;  it  has  done  the  thing  to 
make  an  economical  use  of  its  property,  as  economical  a  use  as  pos- 
sible over  what  it  was  in  the  test  period.  Now,  manifestly,  what 
the  Government  takes  over  is  that  plant  as  it  existed  on  the  28th 
day  of  December,  1917,  not  the  plant  as  it  existed  on  the  30th  day 
of  last  June.  If  the  plant  has  changed  in  all  that  time  so  as  to  be 
a  different  thing  from  what  it  was  during  this  test  period,  an  excep- 
tional situation  arises  at  once  in  respect  of  which  there  must  be  some 
discretion  for  dealing  with  it  in  an  exceptional  way  in  order  to 
arrive  at  it  justly.     Have  you  any  more  questions? 

Senator  Kellogg.  Mr.  Chairman,  I  suggest  that  there  is  only  one 
question  in  section  1  of  this  bill  before  this  committee. 

Senator  Robinson.  I  move  that  we  proceed  to  the  consideration 
of  Senate  bill  8385. 

The  motion  was  agreed  to. 

The  Chairman.  Mr.  Thorn,  if  you  are  ready,  or  any  of  the  gentle- 
men you  wish  to  present  are  ready  to  be  heard,  we  shall  be  glad  to 
hear  vou. 

Mr.  Thom.  Mr.  Chairman  and  gentlemen,  at  the  outset  we  desire 
to  be  understood  that  we  are  in  no  obstructive  attitude  in  regard  to 
this  legislation.  We  recognize  that  this  is  a  time  when  every  interest 
m  the  country  must  be  willing  to  make  the  sacrifices  that  are  legiti- 
mately required  of  it  in  respect  to  the  successful  prosecution  of  this 
war,  and  we  shall  attempt  in  the  presentation  that  we  shall  make  to 
avoid  in  every  way  an  attitude  of  obstructiveness.  We  are  con- 
fronted, however,  with  the  most  monumental  industrial  transaction 
that  has  occurred  in  the  history  of  mankind.  A  great  deal  of  the 
future  of  this  country  will  depend  upon  the  wisdom  with  which  this 
situation  is  met.  There  are  many  hundreds  of  thousands  of  people 
that  are  interested  in  it.  As  I  stated  before,  there  is  not  an  institu- 
tion in  our  land  that  is  not  founded  upon  these  very  securities.  In 
view  of  the  seriousness  of  the  situation,  in  view  of  its  far-reaching 
effect,  in  view  of  its  influence  upon  the  future  and  upon  the  for- 
tunes of  so  many  people,  we  have  tried  to  consider  what  the  duties 
of  the  railroads  are  in  respect  to  this  matter. 


184        GOVERNMENT  CONTROL  AND  OPERATION   OF  RAILROADS. 

The  President  of  the  United  States,  in  the  performance  of  what 
he  conceived  to  be  his  duty,  has  taken  over  these  railroads.  Likewise. 
in  conformity  with  what  he  conceived  to  be  his  duty,  he  has  made  a 
suggestion  to  Congress  as  to  the  measure  of  compensation.  How  are 
we  to  meet  that? 

If  we  think  that  an  inadequate  basis  of  compensation,  are  we  to 
say  so  in  a  proper  spirit  of  submission  to  governmental  authority  or 
are  we  to  remain  sullen  and  say  nothing?  We  have  arrived  at  the 
decision ;  we  have  reached  this  conclusion,  that  it  is  our  duty  to  lay 
before  you  the  facts  as  we  see  them.  As  I  said  before,  and  I  now 
repeat,  in  no  obstructive  spirit  but  with  a  desire  to  help  along  to 
the  end  of  a  just  and  helpful  solution  of  this  whole  matter,  so  that 
in  anything  we  say  and  in  any  facts  we  present  I  trust  that  the  com- 
mittee will  understand  that  they  are  presented  in  that  spirit.  Bear 
in  mind,  we  have  arranged  to  take  up  the  basis  which  has  been  sug- 
gested for  compensation  and  to  present  our  views  about  that. 

In  our  judgment,  that  is  an  inadequate  basis.  While  at  a  later 
stage  of  your  deliberations  I  shall  probably  ask  the  privilege  of 
making  before  you  a  legal  argument  on  these  questions,  I  shall 
assume  for  the  present  purpose  that  what  you  are  trying  to  do,  and 
what  under  the  Constitution  of  this  country  you  must  do,  is  to  arrive 
at  a  fair  equivalent  of  the  thing  you  take. 

You  take  the  use  of  these  properties.  Your  duty,  as  we  understand 
it,  is  to  ascertain  what  is  the  fair  equivalent  of  that  use.  We  shall 
undertake  to  sustain  the  view  that  the  fair  equivalent  of  the  use 
must  be  arrived  at  by  determining  what  the  use  was  worth  in  the 
hands  of  these  companies  themselves  at  the  time  that  you  took  the  use, 
or  as  near  to  that  time  as  is  reasonable  and  just. 

As  I  have  said,  we  appreciate  that  that  will  not  be  possible  in  all 
cases,  and  that  there  must  be  some  exceptional  method  devised  of 
dealing  with  exceptional  cases,  but  taking  the  proposition  as  applica- 
ble to  most  of  these  carriers,  we  believe  that  the  only  fair  and  just, 
and  the  only  legal  method  of  proceeding  is  to  find  out  what  was  the 
value  of  the  use  of  these  properties  at  the  time  you  took  them  over, 
or  as  near  that  time  as  is  reasonable  and  just.  We  think  that  all  the 
more  true  because  what  the  use  of  these  properties  was  at  that  time 
is  limited  by  law.  The  earnings  of  these  companies  was  not  a  matter 
within  thir  own  discretion,  but  the  earnings  were  limited  by  a  system 
of  regulation  in  this  country,  so  that  there  can  be  no  doubt  upon  the 
proposition  that  what  the  properties  showed  in  the  way  of  the  value 
of  the  use  was  legal  and  proper.  If  we  are  right  in  that — and  I  say 
I  want  to  make  a  more  extended  argument  on  that  point — if  we  are 
right  in  that  conclusion,  then  the  question  before  you  is  how  must 
you  determine  what  the  value  of  this  was  to  these  companies.  Are 
you  to  attempt  to  find  it  at  a  particular  moment,  or  are  you  to  at- 
tempt to  find  it  bv  reference  to  a  certain  period?  And  if  so,  what 
is  the  proper  perfod  for  you  to  examine  in  order  to  find  out  what 
the  value  of  this  use  is? 

That  brings  me  to  the  first  point  that  we  want  to  present  in  our 
evidence.  The  period  suggested  in  this  bill  is  three  years  ending  June 
30, 1917,  embracing  the  fiscal  years  1915, 1916,  and  1917.  In  England 
they  have  taken  one  year.  Here  it  is  proposed  to  take  three  year?. 
Now,  we  shall  attempt  to  show  you  that  the  inclusion  of  the  year 
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1915  produces  a  result  that  makes  the  final  figures  of  compensation 
entirely  inadequate  and  we  shall  present  our  evidence  first  upon  that 
subject 

Then,  there  is  another  question  which  we  will  present  testimony 
upon.  You  took  over  on  the  28th  of  December,  1917,  a  certain  plant. 
The  proposal  is  to  find  out  during  the  years  1915,  1916,  and  1917, 
the  earnings  of  each  railroad.  Manifestly,  if  you  are  to  arrive  at  a 
just  conclusion  as  to  the  value  of  the  use  of  the  thing  you  took  over, 
you  must  know  what  the  earning  capacity  of  that  thing  is,  not  of 
something  else.  If  you  found  on  December  28,  1917,  that  the  lines 
of  a  certain  system  were  twice  in  length  and  extent  that  they  were 
in  the  year  1915,  why,  manifestly,  you  could  not  say  that  the  value 
of  the  thing  as  it  existed  in  1917,  when  you  took  it  over,  is  to  be  de- 
termined by  the  value  of  the  thing  that  is  only  half  as  great,  only 
half  as  valuable  in  the  year  1915. 

If  you  found  that  the  thing  you  took  over  was  a  different  thing 
than  what  it  was  in  1916,  manifestly  you  can  not  conclude  that  the 
value  of  the  use  of  what  you  took  over  must  be  governed  by  the  value 
of  the  different  thing  that  existed  in  1916.  Manifestly  again,  when 
you  take  over  on  the  28th  day  of  December  a  certain  plant,  you  can 
not  determine  the  value  of  the  use  of  that  plant  by  what  a  different 
plant  earned  the  year  ending  June  30,  1917. 

Now,  the  suggestion  in  this  bill  is  that  the  value  of  what  you  take 
over  shall  be  determined  by  the  earnings  of  certain  plants  during  the 
years  1915,  1916,  and  1917.  We  shall  attempt,  in  our  evidence,  to 
show  you  that  the  plant  you  took  over  was  a  different  thing  from 
what  it  was  in  any  of  those  years.  That  the  plant  you  took  over  was 
greatly  enlarged  and  greatly  more  valuable  than  that,  and  that  there- 
fore when  you  adopted  an  average  of  those  years  for  the  much  larger 
and  more  valuable  and  more  capable  plant  which  you  actually  took 
over  you  are  granting  us  an  inadequate  compensation. 

I  will  confine  my  remarks  at  the  present  moment  to  section  1.  I 
do  not  suppose  you  gentlemen  want  me  to  confuse  the  issues  under 
that  section  with  remarks  on  any  other  section  of  the  bill,  but  we  pro- 
pose to  introduce  our  evidence  now  on  the  two  points  I  have  alluded 
to.  and  as  the  other  sections  of  the  bill  are  reached  I  will  ask  the 
privilege  to  present  to  you  views  with  respect  to  some  of  them. 

Senator  Underwood.  Your  proposition,  as  I  understand  it,  Mr. 
Thorn,  is  that  the  just  compensation  should  be  the  net  earning  capac- 
ity of  the  railroads  at  the  time  of  the  taking  over? 

Mr.  Thom.  Or  as  near  to  it  as  reasonable. 

Senator  Pomerene.  Of  course  these  railroads,  when  taken  over, 
are  subject  to  the  regulatory  provisions  of  the  commerce  act.  Now, 
assume,  for  the  sake  of  the  argument,  that  one  of  these  roads  was 
earning  for  its  stockholders  a  compensation  100  per  cent  in  excess 
of  what  would  be  a  fair  and  just  return  for  that  road.  When  the 
Government  takes  that  road  over,  in  determining  a  reasonable  com- 
pensation for  the  use  of  that  road  in  the  future  ought  we  not  to  have 
in  mind  at  the  same  time  the  regulatory  provisions  of  the  commerce 
act,  under  which  the  Interstate  Commerce  Commission  could  reduce 
fhe  traffic  rates  to  a  point  which  would  be  just  and  reasonable? 

Mr.  Thom.  Senator,  I  have  very  firm  convictions  on  that  point, 
and  my  convictions  are  that  you  have  no  power  whatever  and  should 
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not  exercise  any  power  whatever  in  respect  to  that  matter.  I  should 
like  to  present  with  a  little  fullness  the  views  which  I  entertain  in 
respect  to  that,  as  the  matter  has  been  brought  up. 

Senator  Pomerene.  At  any  time  you  suggest.  The  question  has 
occurred  to  me  as  a  very  serious  one,  and  I  would  be  glad  to  have 
you  do  it. 

Mr.  Thom.  Here  is  a  power  which  is  being  exercised  for  the  pur- 
pose of  this  war  to  take  over  certain  properties.  Now,  during  30 
years,  with  different  grades  and  degrees  of  power,  the  earning 
capacity  of  these  companies  have  been  regulated  by  Government 
authority.  You  have  a  report  before  you  of  the  regulating  body, 
the  Interstate  Commerce  Commission,  which  suggests  to  you  that 
after  all  these  years  it  is  now  safe  for  Congress  to  assume  that  the 
body  of  rates  is  a  reasonable  adjustment  of  charges,  and  should  be 
so  declared  by  act  of  Congress.  If,  in  the  taking  over  of  the  roads 
and. in  determining  the  amount  of  compensation  to  which  they  are 
entitled,  you  can  exercise  the  power  of  beating  down  the  value  of 
these  properties,  you  would  be  subject  to  a  temptation  which  is  at 
war  with  every  principle  of  morality. 

Senator  Pomerene.  Will  it  interrupt  you  if  I  ask  you  a  question? 

Mr.  Thom.  No;  not  at  all. 

Senator  Pomerene.  Then  do  I  understand  that  it  is  your  thought 
that  when  the  Government  takes  over  these  roads  that,  ipso  facto,  the 
regulatory  provisions  of  the  commerce  act  are  suspended? 

Mr.  Thom.  Oh,  no;  I  do  not  think  so.  But  I  think  that  if  Con- 
gress can  take  over  these  roads,  and  in  the  act  of  taking  them  over 
say  they  can  not  be  worth  what  they  have  permitted  them  to  be 
worth  up  to  this  moment,  that  Congress  would  be  in  a  position,  con- 
demned by  the  act  of  Congress,  which  prevents  a  railroad  officer  from 
purchasing  from  a  concern  in  which  he  has  a  private  interest. 

Senator  Underwood.  Does  that  not  all  go  back  to  the  original 
question  that  I  asked  you  as  to  the  constitutional  status  of  this  case, 
that  we  can  not  take  private  property  without  just  compensation,  and 
that  that  is  a  question  that  a  judicial  tribunal  must  find,  and  the 
preliminary  foundation  on  the  terms  of  which  we  can  make  an 
agreement  rests  fundamentally  upon  the  basis  of  the  court  and  the 
fundamental  proposition  that  they  can  only  be  taken  for  just  com- 
pensation, and  that  a  court  must  determine  that  in  the  last  analysis? 

Mr.  Thom.  They  must  determine  it,  if  it  can  not  be  determined 
by  agreement. 

Senator  Underwood.  Therefore  the  Congress  has  no  power  in  itself 
to  fix  what  is  just  compensation? 

Mr.  Thom.  No;  it  has  not.  Nor  has  Congress  the  right  to  sav: 
u  We  are  about  to  take  over  these  properties  now,  and  we  will  make 
them  less  valuable  because  we  are  going  to  take  them  over."  Now, 
Congress  attempted  that  once.  Congress  wanted  to  obtain  for  the 
Government  a  lock  in  the  Monongahela  River,  and  in  order  to  get  it 
cheap  it  said :  "  Nothing  should  be  allowed  for  the  franchises."  And 
the  case x  went  up  to  the  Supreme  Court,  and  the  Supreme  Court  said 
Congress  could  not  do  it;  that  that  was  a  piece  of  property;  and 
that  that  could  not  be  taken  away  by  Congress  taking  the  position 
that  that  element  of  property  should  not  be  considered.     Now,  if 

1  Monongahela  Navigation  Co.  v.  United  States  (148  U.  S.,  312). 
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Congress  could  not  prevent  the  consideration  of  an  element  of  prop- 
erty which  was  a  legitimate  element  of  property  in  the  act  of  taking 
over,  in  what  position  will  Congress  be  if  they  had  permitted  in  all 
these  years  a  certain  standard  01  earnings  to  be  recognized  as  legiti- 
mate and  reasonable  and  proper  and  legal,  and  then  when  you  want 
to  take  over  the  properties  you  will  say :  "  We  will  make  them  cheaper 
by  destroying  their  value?  " 

My  judgment  is  that  that  proposition  can  not  be  sustained  either  in 
law  or  in  morals.  You  are  engaged  in  the  one  act  of  taking  over 
these  properties  and  paying  for  them  what  is  a  reasonable  compensa- 
tion. And  you  say:  "Weliave  also  power  under  the  act  to  regulate 
commerce  of  reducing  the  value  of  these  properties,  and  we  will  do 
that  in  order  that  we  can  take  them  over  cheaper."  In  my  judgment 
that  would  be  a  violation  of  both  the  Constitution  of  the  United 
States  and  of  the  moral  principles  which  control  this  Government. 

So  I  shall  contend  before  you  that  your  function  here  is  a  single 
function  of  ascertaining  whatthe  use  of  these  properties  is  worth  under 
the  existing  conditions,  and  that  you  can  not  change  those  conditions 
in  order  to  make  them  appear  to  be  worth  less. 

Senator  Cummins.  To  clear  up  some  doubt  in  my  mind,  I  think 
every  lawyer  will  agree  with  you  that  if  the  Government  takes  this 
property  it  must  pay  just  compensation  for  its  use  during  the  time 
ihat  the  Government  is  in  possession  of  it.  And  I  think  every  law- 
yer would  agree  with  you  that  Congress  can  not  fix  that  just  com- 
pensation; that  that  is  a  judicial  question.  But  what  I  want  to  be 
clear  about  is  this:  In  the  first  place,  have  we  taken  over  the  prop- 
erty? Has  the  Government  taken  over  the  property,  and  does  this 
oill  provide  for  taking  over  the  property  in  the  sense  of  taking  pri- 
vate property  for  public  use  ? 

Mr.  Thom.  It  seems  to  me,  as  I  understand  it,  this  is  an  adminis- 
tration bill,  is  it  not? 

Senator  Cummins.  It  may  be  assumed  so,  I  believe. 

The  Chairman.  I  think  that  is  a  very  safe  assumption. 

Senator  Cummins.  The  bill  came  in  immediately  following  the 
President's  message. 

Mr.  Thom.  All  I  can  do  is  to  address  myself  to  the  bill. 

Senator  Cu3Imins.  What  I  want  to  know  is  from  your  standpoint. 

Senator  Towtnsend.  Then  you  are  addressing  yourself  to  the  same 
bill? 

Senator  Cummins.  The  same  bill,  of  course.  Has  the  Government 
taken  over  the  property  and  is  it  operated,  or  is  the  Government 
simplv  exercising  a  larger  measure  and  control  and  direction  for  the 
use  of  the  property  by  the  companies  which  own  it? 

Mr.  Thom.  I  think  that  is  an  entirely  substantial  question,  Sen- 
ator. 

Senator  Cummins.  In  other  words,  I  should  like  to  know,  for 
instance,  whether  the  men  who  are  operating  this  property  now, 
since  the  29th  of  December,  are  Government  employees.  I  should 
like  to  know  whether  the  money  which  has  come  in  since  that  time 
for  the  service  that  has  been  rendered  is  Government  money  and 
whether  the  expenditures  that  have  been  made  from  time  to  time 
since  the  29th  of  December  are  Government  expenditures.  In  other 
words,  I  want  your  idea  upon  whether  we  are  taking  this  property  in 
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the  sense  that  a  Government  exercises  its  power  of  eminent  domain. 
I  supposed  we  were,  but  there  is  very  much  in  this  bill  and  some- 
thing in  the  communication  of  the  President  which  lead  me  to  doubt 
just  our  attitude  now  toward  that  property  as  set  forth  in  this  bill. 

Mr.  Thom.  In  the  bill  itself  you  will  find  a  recital  in  the  first 
line  that  the  President,  having  in  a  time  of  war  taken  over  the 
possession,  use,  and  control. 

Senator  Cummins.  I  know  that  is  the  recital  in  the  first  clause. 

Mr.  Thom.  Now,  of  course,  I  have  no  way  of  determining  what 
the  administration's  interpretation  of  the  act  which  it  has  done  is. 
I  do  not  know.  I  think  there  is  a  great  deal  of  uncertainty  as  to 
the  extent  of  what  has  been  done,  but  this  is  done  beyond  dispute, 
the  management  of  these  properties  has  been  taken  away  from  these 
companies.  The  policies  of  these  companies  are  no  longer  dictated 
by  them. 

Senator  Poindexter.  May  I  ask  you  right  there,  not  only  the  man- 
agement but  the  possession  ?  Now,  if  the  possession  and  the  manage- 
agement  have  been  taken  over,  what  is  there  left  for  the  railroad 
company? 

Senator  Cummins.  That  is  just  the  question  I  asked  him,  whether 
possession  has  been  taken  over  or  not. 

Mr.  Thom.  I  will  tell  you  why  I  am  answering  in  the  manner  I  am 
answering. 

Senator  Cummins.  Let  me  put  another  question  so  you  will  have 
my  full  idea.  I  want  to  premise  it  by  saying  I  thinK  we  ought  to 
take  possession  of  the  property  and  ought  to  operate,  and  ought  to 
pay  the  companies  which  own  them  just  compensation  for  its  use; 
but  it  would  seem  to  me  that  it  might  bear  this  interpretation,  that 
your  use,  your  direction,  your  management  is  being  interfered  with 
only  to  the  extent  that  the  Director  General  issues  a  particular  regu- 
lation or  order,  and  that  the  Government  is  not  attempting  to  oper- 
ate the  properties,  and  the  order  of  the  Director  General  in  any  par- 
ticular matter  bears  about  the  same  relation  to  the  use  of  the  prop- 
erty that  the  order  of  the  Interstate  Commerce  Commission  has 
heretofore  borne  to  the  property  when  it  has  issued  an  order  regu- 
lating or  directing  a  particular  thing  to  be  done. 

Mr.  Thom.  I  do  not  at  all  think  that  what  has  been  done  can,  in 
any  interpretation,  be  limited  as  the  authority  of  the  Interstate  Com- 
merce Commission  is  limited. 

Senator  Cummins.  That  ought  to  be  made  perfectly  certain,  should 
it  not? 

Mr.  Titom.  I  agree  that  everything  about  these  properties  ought 
to  be  made  certain.  The  situation  is  too  important  to  leave  any  field 
of  real  uncertainty  on  any  important  matter  connected  with  them. 
But  at  any  rate,  Senator,  I  was  going  to  answer  Senator  Poindexter's 
question  by  reference  to  the  situation  in  England.  The  language  of 
<he  English  law  is  very  much  like  the  language  of  the  law  under 
which  the  President  acted. 

The  Chairman.  Will  you  add  that  to  your  statement,  the  language 
of  the  English  statute? 

Mr.  Thom.  I  think  I  have  it  in  my  pocket. 

Senator  Robinson.  And  in  that  connection  also,  if  you  have  it, 
put  in  the  paragraph  of  the  act  of  August  29,  1916,  authorizing  the 
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President  to  take  over  these  properties  and  under  which  he  took 
them  over.    If  you  do  not  have  it,  we  can  supply  it  here. 

Senator  Kellogg.  That  is  the  exact  language  of  the  proclamation 
which  is  before  the  committee. 

Mr.  Thom.  Have  you  the  proclamation  there?  I  will  read  the 
two  together.  I  have  it  here,  leaving  out  a  few  things  which  are  not 
very  essential.1 

Senator  Poindexter.  May  I  read  just  a  line  there  into  the  record, 
Mr.  Thom  ? 

Mr.  Thom.  Yes. 

Senator  Poindexter.  This  is  the  language  of  the  proclamation. 

It  is  hereby  directed  that  the  possession  and  operation  and  utilization  of  such 
transportation  systems  as  hereby  by  me  undertaken,  shall  be  exercised  by  and 
through  William  G.  McAdoo,  who  is  hereby  appointed  and  designated  Director 
General  of  Railroads. 

I  just  wanted  to  get  that  into  the  record. 

Mr.  Thom.  Now,  the  English  law,  leaving  out  a  few  things  non- 
essential, and,  of  course,  you  can  supply  them  by  a  full  copy  of  it — - 

Senator  Cummins.  I  have  it.  I  have  it  at  my  office,  not  with  me 
just  now. 

Mr.  Thom.  These  are  the  essential  parts  of  the  English  law : 

There  shall  be  paid  to  any  person  or  body  of  persons  whose  railroad  or  plant 
may  be  taken  possession  of  *  *  *  such  full  compensation  for  any  loss  or 
injury  that  may  be  sustained  *  *  *  under  this  section  as  may  be  agreed 
upon  between  the  Secretary  of  State  and  the  said  person  or  bodv  of  persons; 
or,  in  case  of  difference,  may  be  settled  by  arbitration. 

That  is  the  important  part  of  the  English  law. 

Senator  Cummins.  That  is  the  law;  that  is  the  order  in  council? 

Mr.  Thom.  No;  that  is  the  law ;  that  is  a  quotation  from  the  act  of 
Parliament. 

Senator  Cummins.  Of  1871? 

Mr.  Thom.  Yes;  that  is  a  quotation  from  the  act  of  Parliament. 

Senator  Cummins.  I  knew  it  was  in  the  order  of  council,  but  I  had 
forgotten  it  was  in  the  law. 

Mr.  Thom.  Yes;  that  is  the  authority  under  which  the  English 
Government  took  possession  of  the  railroads  of  Great  Britain. 

Senator  Cummins.  I  have  a  copy  of  the  law,  verv  kindly  given  me 
by  Mr.  Thom. 

Senator  Kellogg.  Can  you  hand  it  to  the  stenographer? 

Senator  Cummins.  I  shall  be  very  glad  to  do  so. 

Senator  Kellogg.  There  were  two  statutes,  one  passed  in  1871  and 
one  in  the  eighties,  as  I  understand  ? 

Senator  Cummins.  Yes.  Mr.  Thom  has  begun  in  the  later  part  of 
the  law.  The  early  part  of  the  law  defined  what  can  be  done  by  the 
council  in  case  of  emergency,  and  that,  I  think,  is  the  part  that  was 
really  asked  for.    I  will  furnish  the  full  copy. 

Mr.  Thom.  I  should  like  to  read  into  the  record  the  paragraph  in 
our  law  authorizing  the  President.    It  is  as  follows: 

The  President,  in  time  of  war,  is  empowered,  through  the  Secretary  of  War, 
to  take  possession  and  assume  control  of  any  system  or  systems  of  transporta- 
tion, or  any  part  thereof,  and  to  utilize  the  same,  to  the  exclusion  as  far  as 
may  be  necessary  of  all  other  traffic  thereon,  f<v  the  transfer  or  transportation 
of  troops,  war  material,  and  equipment,  or  for  such  other  purposes  connected 
with  the  emergency  as  may  be  needful  or  desirable. 
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I  think  that  section  which  Senator  Poindexter  has  read  from  the 
proclamation  ought  to  be  considered. 

Now,  how  all  that  may  be  interpreted  is  a  matter,  of  courses,  beyond 
my  control.  I  think,  at  least,  this  is  so:  That  the  management  and 
use  of  these  properties  for  their  owners'  purposes  to  the  extent  that 
is  permissible  under  existing  law  has  now  been  interfered  with,  and 
the  discretion  with  respect  to  this  management  has  been  turned  over 
to  the  Government  of  the  United  States.  Without  that  discretion 
the  power  to  control  the  earning  capacity  of  these  properties  dis- 
appears. We  are  deprived  of  the  power  to  control  the  earning  ca- 
pacity of  our  properties,  because  we  no  longer  have  the  discretion  as 
to  their  management.  ! 

Senator  Cummins.  You  had  not  full  discretion  before. 

Mr.  Thom.  But  we  no  longer  have  it  to  the  extent  we  had  it  before.  \ 
The  question  now  comes  up:  Granting  that  we  did  not  have  it  before  ! 
to  the  full  extent,  granting  that  now  we  do  not  have  it  at  all,  what  ! 
is  the  value  of  the  thing  of  which  we  have  been  deprived?  We  know 
what  it  was  to  us  under  the  limited  authority  we  had  before  under 
existing  law;  that  is  a  matter  which  can  be  stated  in  figures — in 
official  reports  we  know  what  that  value  was.  We  now  have  no  power 
to  exercise  that  portion  of  our  proprietary  functions  which  we  had 
before  the  President  acted.  The  whole  earning  capacity  of  our  prop- 
erties, the  whole  initiative  in  respect  to  them,  the  whole  use  of  them 
as  separate  entities,  which  was  permissible  under  the  law,  the  whole 
power  of  attempting  to  control  business  and  to  send  it  over  our  lines 
according  to  what  the  law  permitted,  is  taken  away.  The  properties 
have  been  unified,  and  the  rolling  stock  and  the  motive  power  of  one 
have  been  given  to  another.  The  terminals  of  one  company,  built  at 
great  expense  and  of  great  value  as  an  earning  asset  have  been  taken 
away  and  coordinated  so  as  to  be  open  to  all  others.  There  is  no 
longer  the  capacity  to  use  these  properties  in  accordance  with  the 
discretion  of  their  executives  or  their  boards  of  directors  or  their 
stockholders.  What  they  shall  earn  is  no  longer  a  matter  of  private 
initiative  or  private  control,  but  it  is  a  matter  of  governmental  con- 
trol and  that  governmental  control  is  being  exercised. 

Now,  what  is  proposed  in  respect  to  it  ?  It  is  proposed  to  recognize 
that  change  in  conditions.  It  is  proposed  to  guarantee  a  certain 
earning  capacity  and  for  the  Government  to  take  everything  over 
that.  If  the  Government  manages  them,  well  enough ;  if  the  volume 
of  traffic  is  great  enough,  if  the  earnings  go  beyond  the  level  of  the 
guarantees,  why  it  becomes  the  Government's  money.  What  is  left 
to  us?  No  matter  what  you  call  it,  whether  you  call  it  the  modified 
possession  that  exists  in  England,  where  the  current  money  is  left 
m  the  hands  of  the  carriers  and  the  employees  are  not  Government 
employees,  or  whether  in  this  country  the  plan  shall  be  adopted 
that  all  money  is  Governmental  money,  that  all  employees  are  Fed- 
eral employees,  that  the  Government  recognizes  each  individual  em- 
ployee as  an  agent,  and  does  not  recognize  merely  the  corporation 
as  an  agent,  whatever  it  may  be,  the  very  substance  of  ownership 
has  been  taken  away  from  -us,  and  we  can  no  longer  control  and  we 
can  no  longer  influence  the  earning  capacity  of  those  properties. 
Now  the  President  says,  in  his  proclamation,  the  way  to  deal  with 
that  is  to  guarantee  to  these  railroads  the  value  of  their  use  as  it 
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has  been  heretofore  demonstrated  to  be,  and  for  the  Government 
to  take  all  above  that.  Shall  we  not  be  deluding  ourselves  if  we  at- 
tempt to  settle  that  question  by  determining  whether  or  not  the  pos- 
session is  a  full  possession,  whether  or  not  the  status  of  the  money 
as  it  comes,  is  that  of  Government  money  or  private  money,  and 
whether  or  not  the  representatives  of  the  railroads  are  Federal  em- 
ployees or  railroad  employees?  The  Government  has  put  an  end 
to  our  private  use  of  these  properties.  It  has  put  an  end  to  our 
earnings  from  them,  what  heretofore,  under  the  law,  we  had  been 
authorized  and  permitted  to  earn,  and  have  as  our  own,  and  what- 
ever form  it  is,  however  it  may  be  interpreted,  the  dominion  over 
rhese  properties  has  been  taken  from  us,  tne  capacity  to  utilize  them 
as  private  property  is  withdrawn,  and  the  question  is,  is  there 
anything  of  value  remaining  in  the  use  after  you  take  that  away? 

Senator  Kellogg.  Legally  all  we  can  do  then  is  to  create  a  com- 
mission to  assess  the  value  of  the  use  and  give  an  opportunity  to 
review  that  in  some  court? 

Mr.  Thom.  I  do  not  think  that  is  legally  all  you  can  do.  I  think 
that  you  can  grant  a  discretion  to  some  Governmental  body  to  make 
a  voluntary  agreement  with  these  carriers. 

Senator  Kellogg.  I  mean  outside  of  that? 

Mr.  Thom.  And  you  can  not  force  a  carrier  to  accept  that,  and 
therefore  you  must  have  a  tribunal  which  will  settle  the  question, 
if  it  enters  into  the  reign  of  disagreement. 

Senator  Kellogg.  That  is  what  I  assumed,  of  course. 

Mr.  Thom.  Yes. 

Senator  Cummins.  My  only  suggestion  in  that  regard  is  it  ought 
to  be  made  perfectly  clear.  The  people  who  are  operating  the 
railroads  should  be  either  responsible  to  the  Government  for  fidelity 
and  efficiency,  or  they  should  be  responsible  to  their  respective  com- 
panies for  the  same  result.  It  is  a  matter  of  indifference  to  the 
railroads,  because  under  this  bill  they  have  a  certain  income  guar- 
anteed. And  I  assume  they  are  patriotic  and  zealous  men,  ands 
they  will  do  the  best  they  can,  but  they  ought  to  be  responsible  to 
one  head  or  the  other. 

Mr.  Thom.  The  question  of  power,  it  seems  to  me,  should  be  made 
perfectly  clear,  Senator. 

Senator  Cummins.  Certainly. 

Mr.  Thom.  But  as  to  whether  or  not  the  full  power  should  be 
exercised  by  the  Government  is  a  matter  of  discretion,  it  seems  to  me. 

Senator  Cummins.  The  Government  ought  to  exercise  it  through, 
of  course,  the  existing  organizations.  I  agree  to  that.  We  could  not 
organize  another  body  of  railway  operatives.  It  would  be  too  long 
and  too  fatal  an  undertaking,  but  it  ought  to  be  made  perfectly  clear, 
ought  it  not,  that  the  Government  is  in  possession  of  this  property 
and  that  the  people  operating  it  are  working  for  the  Government 
and  nobody  else? 

Mr.  Thom.  It  ought  to  be  made  perfectly  clear  by  the  statute  what 
the  limited  governmental  authority  is,  but  whether  the  statute  should 
go  into  details  we  would  question — there  ought  to  be  the  power  some- 
where to  deal  with  that  question. 

What  made  me  say  that  is  the  working  of  the  English  system. 
Fnder  this  extract  from  the  law,  which  I  have  read  to  you,  you  see 
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under  the  English  system  there  has  been  a  proposal  to  take  posses- 
sion. The  English  Government  acted  under  that  and  interpreted  it 
to  mean  that  the  power  to  take  possession  included  the  power  to  take 
a  qualified  possession,  and  so  far  they  have  found  it  most  to  the  pub- 
lic interest,  as  the  English  Government  was  constituted  then,  to  make 
it  a  qualified  possession.  It  was  not  found  necessary  to  make  it  clear 
in  the  statute  of  England,  in  the  act  of  Parliament,  exactly  what  the 
character  of  that  possession  was,  because  it  is  a  big  economic  question. 
It  is  exceedingly  difficult  to  deal  with  economic  questions,  which  may 
vary  as  situations  vary,  by  an  absolute  and  unyielding  statute,  and 
therefore  in  England  what  they  have  done  is  to  take  a  qualified 
possession  capable  at  any  time  of  being  passed  into  an  absolute  pos- 
session. They  have  left  the  money,  the  current  earnings  of  the  rail- 
roads, as  railroad  money,  subject,  of  course,  to  complete  govern- 
mental control.  They  have  left,  as  I  understand  it,  the  railroad  op- 
eratives as  employees  of  the  railroads  themselves  and  have  not  made 
them  governmental  employees.  Now,  any  moment  the  English  may 
extend  that  authority.  They  may  take  absolute  possession.  They 
may  take  every  cent  of  current  earnings ;  they  may  make  every  man 
in  the  employment  of  the  railroads  wear  a  uniform. 

Senator  Cummins.  They  do  now.    I  do  not  mean  all  the  operatives. 

Mr.  Thom.  Wear  a  uniform  and  be  responsible  as  governmental 
employees.  The  question  is  here,  whether  it  is  best  to  have  a  power 
in  the  Government  capable  of  being  exercised  to  the  furthest  extent 
or  whether  it  is  best  to  have  them  exercise  it  to  the  fullest  extent  at 
once.  That  is  a  matter  of  governmental  policy  with  which  you  gen- 
tlemen will  have  to  deal. 

Senator  Cummins.  You  have  not  probably  stated  fully  the  Eng- 
lish situation.  This  act  was  passed  in  1871,  supplemented,  I  think,  in 
1888.  The  railway  executive  committee,  composed  of  members  of 
certain  of  the  principal  railways  of  Great  Britain,  were  Government 
employees  before.  They  held  a  rank  and  now  hold  a  rank  in  the 
British  Army ;  they  are  all  Government  officers,  every  one  of  them. 

Mr.  Tiiom.  That  executive  committee;  yes. 

Senator  Cummins.  And  they  are  running  the  railroads  of  Great 
Britain  for  the  Government.  As  to  the  physical  possession  of  the 
money  that  comes  in  and  is  paid  out,  that  is  a  mere  matter  of  book- 
keeping. 

Mr.  Thom.  They  are  Government  officers,  just  as  the  Director  Gen- 
eral and  the  Railroad  Board  around  him  are  Government  officers, 
but  what  I  am  looking  to  are  the  people  who  are  running  the  rail- 
roads in  England.  Now,  they  are  not  Government  officers,  if  I  un- 
derstand it  correctly. 

Senator  Kellogg.  They  are  elected  by  their  various  companies. 

Senator  Cummins.  The  railway  executive  employees  and  the  rail- 
way executive  committee  are  working  for  the  Government. 

Mr.  TnoM.  As  I  understand  it,  the  railway  executive  committee  in 
England  exercises  control  merely  in  questions  of  policy,  and  gives 
orders  to  be  carried  out  by  the  various  companies  themselves,  milking 
them  the  agencies  of  the  Government,  not  the  various  employees  of 
the  railroad,  but  the  corporations.  Those  are  the  governmental  agen- 
cies in  England,  all  the  different  corporations.  While,  as  you  sug- 
gest, it  is  of  course  of  the  first  importance  that  the  extent  of  the 
power  which  the  Government  possesses  and  exercises  shall  be  made 
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clear,  it  is  not,  it  seems  to  me,  essential  that  it  should  be  made  clear  that 
the  Government  must  exercise  its  entire  power  at  any  given  moment. 

Senator  Cummins.  It  makes  just  this  difference,  as  I  look  at  it. 
If  we  have  simply  appointed  a  Director  General  to  give  orders  when- 
ever he  sees  fit  to  do  so  to  the  railway  companies  as  to  the  manage- 
ment and  operation  of  their  property,  and  in  all  other  respects  than 
those  orders,  the  operation  goes  on  lust  the  same,  then  if  any  given 
railway  company  is  injured  beyond  tne  point  of  fair  regulation  by  an 
order,  a  specific  order  of  the  Director  General,  that  railway  company 
would  be  entitled  to  recover  damages  from  the  United  States,  would 
be  entitled  to  have  its  loss  made  good.  That  is  one  thing.  The  other 
thing  is,  that  if  we  have  taken  possession  of  the  property  and  with- 
drawn it  entirely  from  the  management  of  the  company,  just  as  a 
lessee  withdraws  his  property  as  his  property  is  withdrawn  entirely 
from  the  management  of  the  lessor,  tnen  we  must  pay  the  just  com- 
pensation for  use  of  the  whole  property.  There  is  a  difference,  Mr. 
Thorn,  in  those  things. 

Mr.  Tiiom.  Is  it  not  fair  to  look  at  that  proposition  this  way :  With 
a  railroad  subject  to  somebody  else's  orders,  the  extent  of  the  exercise 
of  which  can  not  be  foreseen,  but  with  a  Knowledge  that  the  whole 
policy  of  that  railroad  is  to  be  controlled  by  this  outside  authority, 
is  it  possible  to  conceive  that  that  railroad  is  capable  of  private 
management? 

Senator  Cummins.  That  would  be  a  very  undesirable  situation  and 
one  we  want  to  avoid. 

Mr.  Thom.  I  mean  if  the  power,  even  if  at  the  moment  not  exer- 
cised, exists,  can  the  railroad  then  go  on  and  make  its  plans  for  the 
future  use  of  its  property  in  such  a  way  as  to  get  the  value  of  that 
use  to  the  extent  it  could  if  it  did  not  nave  this  outside  controlling 
authority  in  respect  to  it?  It  seems  to  me  in  either  event  the  same 
duty  arises  to  find  out  what  the  value  of  the  use  is  and  to  have  the 
Government  take  over  all  above  the  guaranteed  amount,  and  the  rail- 
load  to  have  everything  under  and  up  to  the  guaranteed  amount, 
und  to  determine  that  value  on  the  basis  of  dealing  with  the  subject 
as  it  is  in  substance,  namely,  on  the  theory  that  the  whole  dominion 
of  the  owner  over  the  property  is  gone,  and  he  can  not  longer  control 
the  earnings. 

Senator  Watson.  Suppose  this-  bill  was  passed  just  as  it  is  here, 
Mr.  Thom,  and  a  personal  injury  occurred,  who  is  to  be  sued? 

Mr.  Thom.  It  provides  that  the  company  is  to  be  sued. 

Senator  Watson.  Yes;  the  railroad  company.  Then,  have  you  run 
it  out  to  find  who  is  to  pay  the  damages  ultimately ;  how  it  is  to  be 
l^aid,  and  the  whole  system  of  accounting? 

Mr.  Thom.  I  think  all  those  things  are  left  indefinite. 

Senator  Kellogg.  Is  the  committee  going  to  sit  during  the  after- 
noon?   There  is  a  special  order  in  the  Senate,  I  believe,  to-day. 

The  Chairman.  That  will  be  determined  by  the  committee. 

Senator  Underwood.  I  move  that  the  committee,  at  12  o'clock,  take 
a  recess  until  to-morrow  at  10  o'clock,  after  which  time  the  meetings 
of  the  committee  will  be  continuous  until  this  matter  is  disposed  of. 

Senator  Watson.  I  move  to  amend  that  motion  by  saying,  when 
we  recess  at  12  o'clock,  we  shall  recess  until  2  o'clock,  and  then  pre 
e<*d,  as  suggested,  with  continuous  sessions. 
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Senator  Underwood.  That  really  voice  my  sentiment  in  the  matter. 
The  motion  was  agreed  to,  and  at  12  o'clock  m.  recess  was  taken 
until  2  o'clock  p.  m. 

AFTER  RECESS. 

The  committee  reassembled  at  the  conclusion  of  the  recess,  at  2 
o'clock  p.  m.,  Senator  Smith  of  South  Carolina  (chairman)  pre- 
siding. 

Senator  Cummins.  Mr.  Chairman,  before  we  begin  I  desire  to 
furnish,  as  I  said  I  would,  a  copy  of  the  British  act  of  1871,  to 
which  Mr.  Thorn  referred  this  morning.  I  ask  that  that  be  inserted 
in  the  record. 

(The  paper  referred  to  is  here  printed  in  full,  as  follows:) 

Regulation  of  the  Forces,  1871. 

[34  and  35  Vict.  cap.  86.  An  act  for  the  better  regulation  of  the  regular  and  auxiliary 
land  forces  of  the  Crown ;  and  for  other  purposes  relating  thereto  (so  far  as  relates 
to  railways).     Aug.  17,  1871.] 

POWER  OF  GOVERNMENT  ON  OCCASION  OF  EMERGENCY  TO  TAKE  POSSESSION  OK 

RAILROADS. 

16.  When  Her  Majesty,  by  order  in  council,  declares  that  an  emergency  has 
arisen  in  which  it  is  expedient  for  the  public  service  that  Her  Majesty's  Gov- 
ernment should  have  control  over  the  railroads  in  the  United  Kingdom,  or  any 
of  them,  the  secretary  of  state  may,  by  warrant  under  his  hand,  empower  any 
person  Or  persons  named  In  such  warrant  to  take  possession  in  the  name  or  on 
behalf  of  Her  Majesty  of  any  railroad  in  the  United  Kingdom,  and  of  the  plant 
belonging  thereto,  or  of  any  part  thereof,  and  may  take  possession  of  any  plant 
without  taking  possession  of  the  railroad  itself,  and  to  use  the  same  for  Her 
Majesty's  service  at  such  times  and  in  such  manner  as  the  secretary  of  state 
may  direct ;  and  the  directors,  officers,  and  servants  of  any  such  railroad  shall 
obey  the  directions  of  the  secretary  of  state  as  to  the  user  of  such  railroad  or 
plant  as  aforesaid  for  Her  Majesty's  service. 

Any  warrant  granted  by  the  said  secretary  of  state  in  pursuance  of  this 
section  shall  remain  in  force  for  one  week  only,  but  may  be  renewed  from  week 
to  week  so  long  as,  in  the  opinion  of  the  said  secretary  of  state,  the  emergency 
continues. 

There  shall  be  paid  to  any  person  or  body  of  persons  whose  railroad  or  plant 
may  be  taken  possession  of  in  pursuance  of  this  section,  out  of  moneys  to  be 
provided  by  Parliament,  such  full  compensation  for  any  loss  or  injury  they 
may  have  sustained  by  the  exercise  of  the  powers  of  the  secretary  of  state 
under  this  section  as  may  be  agreed  upon  between  the  said  secretary  of  state 
and  the  said  person  or  body  of  persons,  or,  in  case  of  difference,  may  be  settled 
by  arbitration  in  manner  provided  by  the  "  lands-clauses  consolidation  act,  1845." 

Where  any  railroad  or  plant  is  taken  possession  of  in  the  name  or  on  behalf 
of  Her  Majesty  in  pursuance  of  this  section,  all  contracts  and  engagements  be- 
tween the  person  or  body  of  persons  whose  railroad  is  so  taken  possession  of, 
and  the  directors,  officers,  and  servants  of  such  person  or  body  of  persons,  or 
between  such  person  or  body  of  persons  ?ind  any  other  persons  in  relation  to 
the  working  or  maintenance  of  the  railroad,  or  in  relation  to  the  supply  or  work- 
ing of  the  plant  of  such  railroad,  which  would,  if  such  possess" on  had  not  been 
taken,  have  been  enforceable  by  or  against  the  said  person  or  body  of  persons, 
shall  during  the  continuance  of  such  possession  be  enforceable  by  or  against 
Her  Majesty. 

For  the  purpose  of  this  section  "  railroad "  shall  include  any  tramway, 
whether  worked  by  animal  or  mechanical  power,  or  partly  in  one  way  and 
partly  in  the  other,  and  any  stations,  works,  or  accommodation  belonging  to  oi 
acquired  for  the  working  of  such  railroad  or  tramway. 

"  Plant "  shall  include  any  engines,  rolling  stock,  horses,  or  other  animal  or 
mechanical  power,  and  all  things  necessary  for  the  proper  working  of  a  railroad 
or  tramway  which  are  not  included  in  the  word  "  railroad." 

Senator  Cummins.  Mr.  Thorn  also  referred  to  the  British  order  in 
council. 
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Mr.  Thom.  No  ;  I  did  not  make  reference  to  that. 
Senator  Kellogg.  But  I  think  it  would  be  a  good  idea  to  put  it  in 
the  record. 
Senator  Cummins.  I  have  a  copy  of  it  here. 
The  Chairman.  Without  objection,  it  will  be  so  ordered. 
(The  paper  referred  to  is  here  printed  in  full,  as  follows:) 

An  order  in  council  has  been  made  under  section  16  of  the  regulation  of  the 
forces  act,  1871,  declaring  that  it  is  expedient  that  the  Government  should  have 
control  over  the  railroads  In  Great  Britain.  This  control  will  be  exercised 
through  an  executive  committee  composed  of  general  managers  of  railways 
which  has  been  formed  for  some  time  and  lias  prepared  plans  with  a  view  to 
facilitating  the  working  of  these  provisions  of  the  act. 

Although  the  railway  facil!ties  for  other  than  naval  and  military  purposes 
may  for  a  time  be  somewhat  restricted,  the  effect  of  the  use  of  the  powers 
under  this  act  will  be  to  coordinate  the  demands  on  the  railways  of  the  civil 
community  with  those  necessary  to  meet  the  special  requirements  of  the  naval 
and  military  author' ties. 

More  normal  conditions  will  in  due  course  be  restored,  and  it  is  hoped  that 
the  public  will  recognize  the  necessity  for  tlio  special  conditions  and  will  in  the 
general  interest  accommodate  themselves  to  the  inconvenience  involved. 

The  railway  executive  committee's  own  announcement  was  as  follows : 

"  In  view  of  the  announcement  made  that  the  Government  have  taken  over 
the  control  of  the  railways,  it  is  desirable  that  the  public  should  understand 
exactly  what  this  means. 

"  The  control  of  the  railways  has  been  taken  over  by  the  Government  for  the 
purpose  of  insuring  that  the  railways,  locomotives,  rolling  stock,  and  staff  shall 
be  used  as  one  complete  unit  in  the  best  interests  of  the  State  for  the  movement 
of  troops,  stores,  and  food  supplies. 

"The  necessity  for  this  action  must  at  once  become  apparent  when  it  is 
realized  that  certain  ports,  through  which  the  bulk  of  our  food  supplies  enter 
this  country,  may  be  closed  for  the  purpose  of  such  food  supplies,  and  in  that 
event  the  rolling  stock,  locomotives,  etc.,  may  have  to  be  diverted  to  other  lines 
for  the  purpose  of  serving  other  ports. 

"The  staff  of  each  railway  will  remain  under  the  same  control  as  heretofore, 
and  will  receive  their  instructions  through  the  same  channels  as  In  the  past. 

"  On  behalf  of  the  Government  the  control  of  the  railways  in  Great  Britain 
has  been  vested  in  a  committee  composed  of  the  following  general  managers : 
Mr.  D.  A.  Matheson,  Caledonian  Railway;  Sir  Sam  Fay,  Great  Central  Rail- 
way; Mr.  C.  H.  Dent,  Great  Northern  Railway;  Mr.  F.  Potter,  Great  Western 
Railway ;  Sir  Robert  Turnbull,  London  &  Great  Western  Railway ;  Mr.  J.  A.  F. 
Aspinwall,  Lancashire  &  Yorkshire  Railway ;  Mr.  H.  A.  Walker,  London  &  South 
Western  Railway;  Sir  Guy  Granet,  Midland  Railway;  Sir  A.  K.  Butterworth, 
North  Eastern  Railway ;  Mr.  F.  H.  Dent,  South  Eastern  &  Chatham  Railway. 

"The  official  chairman  of  this  committee  is  the  president  of  the  board  of 
Trade,  and  the  acting  chairman  is  Mr.  H.  A.  Walker,  general  manager  of  the 
London  &  South  Western  Railway. 

"The  railway  secretary  to  the  committee  is  Mr.  Gilbert  S.  Szlumper. 

"  We  are  officially  advised  that  in  order  to  give  due  effect  to  the  instructions 
received  from  the  war  office  and  Admiralty  for  the  movement  of  troops,  etc.,  it 
may  be  necessary  to  discontinue  at  short  notice  a  portion  of  the  advertised 
service  or  to  close  certain  of  the  lines  against  ordinary  traffic.  Under  these 
circumstances  no  responsibility  can  be  accepted  for  any  delay  or  loss  that  may 
arise." 

President  Walter  Runclman,  of  the  board  of  trade,  said \ 

"His  Majesty's  Government  have  assumed  the  control  of  the  railways  of 
Great  Britain.  •  •  •  The  individual  companies  retain  the  management 
of  their  lines  subject  to  restrictions  issued  by  or  through  the  executive  com- 
mittee.    *     *     *    No  present  payments  are  being  made  for  services  rendered  to 

the  Government." 
The  announcement  of  the  board  of  trade  read,  in  part,  as  follows : 
"Subject  to  the  undermentioned  condition,  the  compensation  to  be  paid  (the 
railways)  shall  be  the  sum  by  which  the  aggregate  net  receipts  for  the  period 
during  which  the  Government  are  in  possession  fall  short  of  the  aggregate  net 
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receipts  for  the  corresponding  period  of  1913.  If,  however,  the  net  receipts 
of  the  companies  for  the  first  half  of  1914  were  less  than  the  net  receipts  for 
the  first  half  of  1913,  the  sum  payable  is  to  be  reduced  in  the  same  proportion. 

"  Distribution  among  the  several  companies  is  to  be  made  in  proportion  to 
the  net  receipts  of  each  company  during  the  period  with  which  comparison  is 
made. 

"  The  compensation  to  be  paid  under  this  agreement  will  cover  all  special 
services,  such  as  those  in  connection  with  military  and  naval  .transport,  *  •  • 
and  it  will  therefore  be  unnecessary  to  make  any  payments  in  respect  to  such 
transport  on  the  railways  taken  over." 

STATEMENT  OF  JULIUS  KBUTTSCHNITT,  CHAIRMAN  OF  THE  EX- 
ECUTIVE COMMITTEE  OF  THE  BOAED  OF  DIBECTOES  OF  THE 
SOUTHERN  PACIFIC  RAILWAY  CO. 

The  Chairman.  Mr.  Kruttschnitt,  give  your  full  name  and  official 
connection. 

Mr.  Kruttschnitt.  My  name  is  J.  Kruttschnitt.  I  am  chairman 
of  the  executive  committee  of  the  board  of  directors  of  the  Southern 
Pacific  Railway  Co. 

The  Chairman.  You  understand,  Mr.  Kruttschnitt,  that  we  are 
now  discussing  th6  bill  S.  3385,  to  provide  for  the  operation  of  trans- 
portation systems  while  under  Federal  control  for  the  just  compensa- 
tion of  their  owners,  and  for  other  purooses,  and  you  will  address 
yourself  to  any  of  the  terms  of  that  bill  that  you  see  proper. 

Mr.  Kruttschnitt.  Mr.  Chairman  and  gentlemen,  I  will  refer  to 
the  first  section  of  the  bill  that  prescribes  the  basis  recommended  by 
the  President  in  his  proclamation  and  in  his  message  as  the  basis  of 
compensation. 

It  seems  to  me  that  the  basis,  as  prescribed  by  him,  as  a  guaranty 
of  net  operating  income  of  the  carriers  is  altogether  sound  and  fair. 
But  when  it  comes  to  the  details  as  to  the  periods  to  be  taken,  it  is  un- 
fair to  the  carriers  in  including  the  year  1915,  which  was  altogether 
an  exceptional  year. 

The  year  ending  June  30, 1915,  embraced  the  first  11  months  of  the 
European  war.  It  was  a  period  of  unusual  depression.  Business 
was  at  a  low  ebb ;  commerce  had  been  paralyzed  by  the  vessels  being 
driven  off  the  ocean  by  the  depredations  of  the  Germans,  and  in  every 
wav  that  I  have  looked  at  it  I  find  that  it  was  an  exceptional  year  as 
to  business  conditions.  Some  of  the  reasons  for  so  believing  I  will 
try  to  give  you  in  detail. 

The  Interstate  Commerce  Commission  in  their  statistics  for  the 
year  ending  June  30, 1917,  have  a  paragraph  relating  to  receiverships 
of  railroads  in  that  year.  There  were  85  roads  in  the  hands  of  re- 
ceivers, representing  23,800  miles,  an  increase  of  57  per  cent  in  mile- 
age of  roads  that  were  in  the  receivers'  hands  in  the  previous  year, 
1914.  Twelve  roads;  embracing  20,143  miles,  actually  were  put  into 
the  receivers'  hands  m  that  year.  There  were  less  miles  of  railroads 
built  in  1915  than  in  any  year  since  1849.  The  mileage  built  in  1849 
was  1,375  miles;  in  1865,  just  after  the  close  of  the  Civil  War,  1,187 
miles;  and  in  1915, 1,000  miles. 

In  1915  the  scarcity  of  ships  affected  the  export  traffic  of  the  coun- 
try. Take,  for  instance,  the  item  of  cotton  alone.  Only  55  per  cent 
of  the  cotton  crop  of  that  year  was  exported,  as  against  67  per  cent 
in  the  previous  three  years.    There  was  a  great  dearth  of  ships;  they 
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could  not  be  obtained  to  send  cotton  abroad.  That  was  brought  home 
to  us,  as  our  company  owns  from  26  or  27  ships.  It  was  possible  to 
secure  three  of  four  for  the  exportation  of  cotton  from  the  southern 
ports,  which  were  loaded  and  sent  abroad  at  rates  that  were  much 
greater  than  anything  that  had  ever  been  dreamed  of  in  this  country. 
I  think  at  that  time  ships  could  get  almost  anything  they  asked.  In 
that  year  the  exports  or  pig  iron  were  130,000,  against  an  average  of 
228,000  tons  for  the  preceding  three  years.  Steel  rails,  159,000,  as 
against  an  average  of  403,000  for  the  preceding  throe  years.  The 
tonnage  of  sailing  vessels  and  steamships  that  cleared  from  thfc 
United  States  in  that  year  was  46,700,000  tons,  against  an  average  of 
over  50,000,000  in  the  preceding  three  years. 

Take  traffic  carried  by  the  railroads ;  passenger  miles  was  the  small- 
est since  1910,  being  32,384,000,000,  as  against  32,338,000,000  in  1910. 
The  ton-miles  amounted  to  276,000,000,000,  against  255,000,000,000  in 
1910,  301,000,000,000  in  1913,  and  288,000,000,000  in  1914.  In  other 
words,  it  was  smaller  than  in  any  of  the  preceding  three  years  except 
one. 

The  income  from  operation  of  the  roads  in  the  United  States  in 
1915  was  $728,000,000,  only  $14,000,000,  or  2  per  cent,  more  than  in 
1906,  nine  years  earlier,  and,  with  two  exceptions,  the  lowest  in  the 
period,  although  the  book  value  of  the  roads  and  equipment  had  in- 
creased 40  per  cent  in  the  interim.  The  operating  ratio  of  railroads 
in  1917  was  the  highest  in  the  table  given  by  the  Interstate  Commerce 
Commission  since  the  year  1891. 

Take  the  car  surplus  and  shortage.  The  American  Railway  As- 
sociation, in  its  circular  issued  in  the  middle  of  1915,  used  this 
language : 

From  October  15,  1914,  to  February  1,  1915.  the  net  car  surplus  was  so 
large  and  the  railroad  business  depressed  so  much  that  the  American  Railway 
Association,  as  a  means  of  economy,  temporarily  discontinued  the  compilation 
of  these  statistics.  On  July  1,  1914.  there  was  a  surplus  of  cars  of  220,000, 
which  had  grown  on  April  1,  1915,  to  327,000.  and  on  June  30.  1915,  to  270,000. 
The  bank  clearances  of  that  year  were  $163,000,000,000,  the  smallest  since 
1910,  with  a  single  exception. 

Senator  Pomerene.  May  I  ask  of  what  year  you  are  speaking? 

Mr.  Kruttschnitt.  The  year  ending  June  30,  1915.  The  receipts 
of  the  Government  showed  a  deficit  of  nearly  $27,000,000,  against  a 
surplus  in  every  year  since  1910.  There  was  a  deficit  in  the  Post 
Office  Department  receipts  of  $11,000,000,  versus  net  receipts  in  every 
year  since  1913.  There  were  more  commercial  failures  than  in  any 
year  since  1860,  the  number  being  22,156. 

I  give  you  these  facts,  selected  from  the  Statistical  Abstract  of 
the  United  States,  to  show  that  that  year  was  altogether  exceptional 
in  the  amount  of  business  done,  and,  necessarily,  in  the  amount  of  in- 
come coming  to  the  carriers.  So  that  its  inclusion  in  the  period  of 
three  years  contemplated  in  this  proposed  guaranty  in  the  bill  is 
unfair  to  the  carriers.    It  was  altogether  an  exceptional  year. 

Senator  Poindexter.  What  were  the  exceptional  circumstances 
that  caused  this  depression? 

Mr.  Kruttschnitt.  The  European  war  and  the  effect  of  it  on  the 
business  of  this  country,  and  the  trans- Atlantic  export  business. 

Senator  Poindexter.  Well,  the  European  war  started  in  the  sum- 
mer of  1914. 
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Mr.  Kruttschnitt.  Yes,  sir. 

Senator  Poindexter.  So  that  it  operated  to  affect  the  preceding 
year  as  well  as  that  ending  June  30 — well,  that  was  the  year  that  you 
were  speaking  of? 

Mr.  Kruttschnitt.  Yes^  sir. 

Senator  Poindexter.  It  included  the  first  year  of  the  war  ? 

Mr.  Kruttschnitt.  Yes;  the  war  opened  August  1,  1914 — the 
whole  year  was  covered  by  the  war. 

Senator  Poindexter.  What  changed  the  situation,  then,  in  the  year 
ending  June  30,  1916,  while  the  European  war  was  «till  in  progress? 

Mr.  Kruttschnitt.  The  change  was  brought  about  by  the  enor- 
mous purchases  made  by  the  Allies  of  supplies  of  all  descriptions  in 
this  country.  Those  purchases  were  not  made  immediately  after 
the  war  broke  out,  but  began  about  the  middle  of  1915,  so  that  the 
last  half  of  the  calendar  year  showed  an  improvement,  and  that  im- 
provement continued  in  1916  and  was  reflected  in  the  operations  for 
the  year  ending  June  30,  1916. 

Mr.  Thom.  Before  you  pass  from  that,  Mr.  Kruttschnitt,  I  would 
like  to  call  attention  especially  to  the  conditions  with  respect  to  the 
cotton  crops  of  the  South  during  those  first  11  months — during  the 
first  11  months  of  the  wTar — which  were  included  in  the  year  ending 
June  30,  1915.  Is  it  not  true  that  it  was  impossible  to  market  the 
cotton  crop  for  that  year  to  the  extent  that  the  universal  movement 
throughout  the  South  was  to  get  people  to  buy  a  bale  of  cotton  ? 

Mr.  Kruttschnitt.  Yes,  sir ;  there  was  sucn  a  movement,  and  the 
difiiculty  in  marketing  was  no  doubt  due  to  the  difficulty  of  export- 
ing.   They  could  not  get  rid  of  it. 

Mr.  Thom.  And  not  being  able  to  sell  the  cotton  crop,  there  was 
a  very  small  relative  movement  to  purchase  the  merchandise  that 
should  come  back  into  the  South? 

Mr.  Kruttschnitt.  Very  little.  Take  it  on  the  western  lines,  for 
instance,  the  difficulty  in  exporting  copper,  which  is  one  of  the  great 
products  west  of  the  Rocky  Mountains.  It  closed  all  the  copper 
mines,  and  the  closing  of  the  copper  mines  closed  a  great  many  of 
the  oil-producing  districts  in  California  and  checked  the  movement 
of  fuel.  The  failure  to  sell  the  copper  reacted,  of  course,  to  ihe 
'amount  of  money  that  the  copper  people  had  to  spend  on  fuel  and 
checked  lumber  shipments  on  the  western  roads  to  a  very  marked 
extent. 

The  Chairman.  Is  there  any  other  feature  of  the  bill  that  you 
would  care  to  address  yourself  to,  Mr.  Kruttschnitt? 

Mr.  Kruttschnitt.  I  was  going  to  mention  the  difference  in  in- 
vestment in  the  three  periods.  Between  1915  and  1917,  both  years 
ending  June  30,  there  was  an  increase  in  the  investments  in  the  book 
cost  of  road  and  equipment  of  nearly  $2,000,000,000— $1,753,000,000. 
The  Interstate  Commerce  Commission,  in  its  report  dated  December 
1, 1917,  gives  in  a  table  on  pages  36  and  37  the  rates  of  return  on  the 
book  cost  of  road  and  equipment,  and  that  confirms  the  figures 
which  I  have  just  given.    It  is  the  lowest  since  1901. 

I  have  shown  on  a  chart  here  the  facts  that  I  have  given  orally. 
This  chart  shows  for  each  jrear  from  1900  to  1917  the  rate  of  return 
on  the  cost  of  road  and  equipment  of  all  roads  in  the  United  States, 
and  I  have  drawn  a  line  in  ink  which  is  rather  indistinct  but  which 
can  nevertheless  be  made  out,  giving  the  average  that  would  result 
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from  using  the  figures  for  1915,  1916,  and  1917.  You  will  see  that 
the  average  is  not  only  far  below  the  earnings  for  1916  and  1917  but 
also  far  below  the  earnings  of  previous  years. 

Senator  Kellogg.  How  many  years  does  that  cover? 

Mr.  Kruttschnitt.  From  1900  to  1917 ;  the  figures  taken  from  this 
report  of  the  Interstate  Commerce  Commission;  and  in  that  con- 
nection I  would  call  your  attention  to  some  misleading  figures. 

Take,  for  instance,  the  line  for  1916  in  the  report  of  the  Interstate 
Commerce  Commission  for  1917.  The  income  from  operation  is 
divided  by  the  mileage — 257,544 — to  deduce  columns  I  and  J,  the 
average  income  per  mile — adjusted. 

The  book  cost  of  road  and  equipment  is  divided  by  a  mileage  of 
239,392  to  obtain  the  average  cost  per  mile  of  $73,209.  The  mileage 
used  in  this  case  is  nearly  20,000  less  than  that  first  used  and  must 
therefore  give  too  large  a  result  when  the  rate  of  return  is  computed. 
The  difference  in  mileage  seems  to  be  due  to  the  omission  of  class  II 
and  class  III  roads,  which  embrace  a  mileage  of  about  27,000.  They 
constitute  12  per  cent  of  the  mileage  of  class  I  roads  but  produce  but 
2.7  per  cent  of  the  revenue. 

That  may  seem  unintelligible  orally,  but  with  these  statistics  be- 
fore you,  I  think  it  will  become  clear;  1  think  all  the  members  of  the 
committee  have  this  report,  or  will  have  it. 

The  other  feature  to  which  I  desire  to  direct  attention  is  this: 
That  if  the  guaranty  is  based  on  the  net  income  for  the  three  years 
ending  June  30,  1917,  much  of  the  additional  money  put  into  the 
properties  since  1915  will  not  be  allowed  any  return  unless  the  bill  be 
modified ;  nor  will  there  be  any  return  from  the  money  put  into  the 
properties  since  the  30th  of  June,  1917,  up  to  the  28th  of  December, 
when  the  roads  were  taken  over  by  the  Government;  that  is,  the 
roads  taken  over  by  the  Government  on  the  28th  of  December  had  a 
mileage  of  between  two  and  three  thousand  miles  more  than  they  had 
in  1915,  and  had  an  investment  of  about  $750,000,000  of  money  more 
on  the  30th  of  June,  1917,  than  they  had  in  1915  plus  the  additional 
monev  put  in  since  the  30th  of  June,  1917,  up  to  the  28th  of  Decem- 
ber, 1917. 

Senator  Poindexter.  Have  vou  estimated  how  much  that  was,  that 
last  item  ? 

Mr.  Kruttschnitt.  Not  yet.  The  reports  of  the  roads  are  not  in 
for  December.  I  think  the  roads  do  not  have  their  accounts  in  for 
from  25  to  30  days  after  the  close  of  the  month;  so  it  would  be  very 
nearly  the  1st  of  February  before  the  most  diligent  roads  would  have 
their  returns  in. 

Senator  Poindexter.  And  you  have  not  estimated  that  approxi- 
mately— the  amount? 

Mr.  Thom.  May  I  answer  that?  We  have  a  witness  here  who  will 
appear  before  you,  who  has  estimated  that,  or  approximated  it. 

Mr.  Kruttschnitt.  This  [indicating]  would  not  approximate  it. 
I  was  going  to  say  I  had  multiplied  the  commission's  estimate  of  the 
cost  of  the  roads  by  the  mileage.  That  is  only  up  to  the  30th  of  June, 
?o  my  answer  to  your  question  may  stand — I  have  not  made  any  ap- 
proximation. 

The  Chairman.  Is  there  any  other  feature  of  the  bill  that  you  care 
to  discuss? 
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Mr.  Kruttschnitt.  I  do  not  think  of  anything  else. 

Senator  Poindexter.  May  I  ask  you  a  question?  I  was  not  in 
when  you  began  your  testimony,  and  perhaps  you  have  already 
touched  upon  it.  Your  objection  is  to  the  taking  of  the  three  years 
1915, 1916,  and  1917  as  a  basis  of  compensation? 

Mr.  Kruttschnitt.  Rather  to  the  inclusion  of  1915  as  one  of  the 
three  years. 

Senator  Pomerene.  I  was  going  to  ask  what  method  of  compensa- 
tion you  would  propose  in  lieu  of  this  ? 

Mr.  Kruttschnitt.  The  method  is  all  right;  quite  all  right,  with 
the  omission  of  1915,  which  was  abnormal. 

Senator  Pomerene.  How  would  the  earnings  of  1915  and  1916 
compare  with  the  three  or  four  years  immediately  preceding  1915,  to 
which  you  object? 

Mr.  Kruttschnitt.  I  do  not  object  to  the  years  preceding  1915.  I 
objected  to  the  year  1915  being  included  in  the  group  of  three  years 
on  which  the  guaranty  was  to  be  based.  I  said  nothing  about  the 
years  preceding  1915. 

Senator  Pomerene.  Do  I  understand,  then,  that  you  would  be 
satisfied  with  some  of  those  years  preceding  1915  as  a  basis? 

Mr.  Kruttschnitt.  No;  the  guaranty  ought  to  be  made  as  nearly 
as  possible  to  cover  the  period  immediately  preceding  the  time  of 
taking  over  the  properties  by  the  Government.  If  you  take  a  period 
too  far  back,  and  then  study  the  property,  it  will  be  a  different,  a 
very  different,  property  from  the  one  which  you  took  over.  If  you 
took  the  two  years  I  suggest,  they  would  run  oack  to  two  and  a  half 
years  preceding  the  taking  over  by  the  Government. 

Senator  Pomerene.  Now  then  it  is  your  thought,  I  take  it,  that  the 
method  of  compensation  should  be  based  entirely  upon  the  earnings 
immediately  preceding  the  taking  over  by  the  Government? 

Mr.  Kruttschnitt.  I  would  discriminate  between  methods  and 
details  of  the  method.  I  started  out  by  saying  that  the  President's 
method  seemed  to  me  quite  all  right  and  not  to  be  criticized,  but  I 
thought  the  inclusion  of  1915  in  the  test  period  that  he  takes,  would 
be  unfair  to  the  carriers. 

Senator  Pomerene.  Have  you  made  a  computation  which  would 
enable  you  to  state  to  the  committee  what  would  be  the  difference  in 
the  compensation  based  upon  the  President's  plan  and  that  plan  as 
modified  by  the  elimination  of  the  year  1915  ? 

Mr.  Kruttschnitt.  I  can  show  you  that  on  that  diagram,  I  think. 

Senator  Pomerene.  I  mean  in  figures — or  go  ahead  in  your  own 
way  and  answer  the  question. 

Mr.  Kruttschnitt.  I  will  answer  first  by  reference  to  this  diagram 
and  then  I  will  give  you  the  figures  from  the  Interstate  Commerce 
Commission  report.  These,  as  I  said,  are  the  rates  of  return  on  the 
cost  of  road  and  equipment  for  those  years  from  1900  to  1917,  taken 
from  the  commission's  report,  this  last  one  being  corrected  only  be- 
cause of  the  fact  that  they  have  omitted  class  2  and  class  3  roads 
from  the  mileage  in  their  divisor;  in  other  words,  their  divisor  was 
much  too  small.  Here  is  the  average  of  the  three  years;  here  i*  101.*), 
1916.  ami  1917.  The  period  would  be  5.26.  This  is  5.2  and  thi*  is 
5.3 — 5.26  is  the  average.  This  average  is  much  less  than  1916  ami 
1917  and  it  is  verv  much  less  vou  .see  than  in  1910  and  1909,  than 
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1907,  than  1906,  and  it  is  very  little  more  than  1903,  which  is  about 
5.2    This  line  [indicating]  is  the  average  line. 

Now,  to  answer  your  question  in  figures,  the  income  from  operation 
as  piven  by  the  commission  in  1915,  was  $728,000,000;  in  1916,  $1,043,- 
000,000;  in  1917,  $1,069,000,000. 

The  average  is  947. 

Mr.  Thom.  The  Senator  wants  to  know  how  much  less  that  is  than 
the  average  for  two  years. 

Mr.  Kruttschnitt.  $109,000,000. 

The  Chairman.  How  would  the  net  earnings  in  1914  in  relation  to 
capital  invested,  compare  with  the  capital  and  earnings  of  1916  and 
1917? 

Mr.  Kruttschnitt.  Do  you  say  in  1914? 

Senator  Pomerbne.  Yes;  the  prewar  years,  to  June  30,  1914. 

Mr.  Kruttschnitt.  These  figures,  of  course,  are  all  for  the  year 
ending  June  30. 

Senator  Pomerene.  I  said  June  30, 1914,  which  would  be  the  fiscal 
year  1913  to  1914. 

»  

Mr.  Kruttschnitt.  The  income  from  operation  is  given  at  $704,- 
000,000  against  $728,000000  for  1915. 

Senator  Poindexter.  What  is  it  for  1916? 

Mr.  Kruttschnitt.  $1,043,000,000. 

Senator  Poindexter.  What  year  did  the  British  Government  take 
as  the  basis  for  compensation! 

Mr.  Kruttschnitt.  The  year  immediately  preceding  the  war.  The 
war  broke  out,  as  I  say,  substantially  on  the  1st  of  August,  1914,  and 
they  took  the  calendar  year,  as  I  remember  it,  1913. 

The  Chairman.  Have  you  any  further  information  that  you  would 
like  to  give  the  committee  ? 

Mr.  Kruttschnitt.  I  think  not. 

The  Chairman.  Does  any  member  of  the  committee  desire  to  ask 
questions  ? 

Senator  Cummins.  Mr.  Chairman,  I  have  some  questions  that  I 
want  to  ask.  Mr.  Kruttschnitt,  the  President  in  his  message,  and  the 
bill  we  have  before  us,  use  the  phrase,  "Net  railway  operating  in- 
come." Do  you  understand -that  that  is  the  equivalent  of  the  phrase, 
"Railway  operating  income,"  as  used  by  the  Interstate  Commerce 
Commission  in  its  reports  and  computations? 

Mr.  Kruttschnitt.  No,  sir;  the  net  railway  operating  income  is 
quite  well  understood  from  the  blanks  that  the  commission  sends  out 
for  the  railroads  to  report  upon.  The  net  railway  operating  income 
is  the  gross  revenue  less  the  operating  expenses,  less  taxes,  and  phi? 
or  less  a  number  of  items,  the  principal  one  of  which  is  rental  of 
equipment. 

Senator  Cummins.  How  do  you  arrive  then,  taking  the  commis- 
sion's report,  at  the  net  railway  operating  income? 

Mr.  Kruttschnitt.  By  the  headings  that  they  use.  The  heading 
used  in  their  annual  report  before  me  is  "Income  from  operation," 
and  that  is  operating  revenue  less  operating  expenses,  less  taxes. 
The  term  "  Net  railway  operating  income,"  my  recollection  is,  is  used 
iii  the  bill  and  is  also  used  by  the  President. 

Senator  Cummins.  The  commission  has  furnished  the  committee 
recently  a  table  showing  the  railway  operating  income,  the  aggregate 
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of  all  the  railways  known  as  class  I,  and  for  the  year  ending  June 
30,  1917,  the  amount  is  stated,  as  $1,061,814,427.  Is  that  the  sum 
which  in  your  opinion  is  referred  to  by  the  President  in  using  the 
phrase,  "Net  railway  operating  income"? 

Mr.  Kruttschnitt.  Without  seeing  the  items  I  could  not  say  for 
certain,  but  I  think  it  is.  The  figure  given  in  the  report  here  for 
"  Income  from  operation,"  which  is  simply  the  revenues  less  expenses 
and  taxes,  is  $1,069,000,000.  That  differs  by  $8,000,000  only  from 
the  figure  that  you  have  read. 

Senator  Cummins.  The  commission  separates  the  corporate  income 
and  makes  part  of  it  the  income  from  operation,  and  part  of  it  the 
income  from  other  sources;  but  if  the  phrase,  "  Net  railway  operating 
income,"  is  understandable  at  all  with  reference  to  the  phraseology 
used  by  the  Interstate  Commerce  Commission,  it  means  the  income 
from  operation,  or  the  revenue  from  operation,  less  the  cost  of  opera- 
tion, maintenance,  and  taxes. 

Mr.  Kruttschnitt.  No;  and  it  is  proven  by  the  figures  which  vou 
read,  which  are  $8,000,000  less  than  the  ones  I  read.  That  $8,000,000 
evidently  covers  car  rentals,  and  these  other  small  items  that  I  have 
spoken  of. 

Senator  Cummins.  Has  the  Interstate  Commerce  Commission  any 
table  in  its  report  which  it  calls  "Net  railway  operating  income"? 

Mr.  Kruttschnitt.  Yes;  this  table  is  the  one  given  to  all  the  roads 
on  which  to  send  in  their  reports,  as  you  can  see  by  reference  to  it. 

Senator  Cummins.  It  is  a  copy  of  the  monthly  report,  or  the 
blank  on  which  the  monthly  report  of  the  railway  companies  is  made? 

Mr.  Kruttschnitt.  Yes,  sir;  they  are  required  to  report  monthly. 
You  will  find  items  numbered  there  1  to  31.  The  items  included  from 
1  to  8  are  operating  revenues;  items  10  to  16  include  operative  ex- 
penses; income  items  are  those  from  19  to  25;  and  the  net  railway 
operating  income  are  items  21  to  25.  You  can  see  that  21  is  railway 
operating  income.    I  think  that  is  the  figure  you  first  mentioned. 

Senator  Cummins.  Will  you  then  state,  with  your  understanding 
of  the  meaning  of  the  term  "  net  railway  operating  income,"  what  the 
net  railway  operating  income  of  all  the  railways  in  the  United  States 
was  for  the  year  ending  June  30,  1917? 

Mr.  Kruttschnitt.  I  do  not  think  I  have  that  before  me,  because 
in  this  commission's  report  they  do  not  give  it.  They  give  simply 
the  income  from  operation,  which  would  be  line  21  on  the  blank  that 
you  have  in  front  of  you. 

Senator  Cummins.  I  am  trying  to  find  out,  if  I  can,  how  much  we 
guarantee  the  railway  companies  in  the  aggregate  if  the  plan  of  the 
bill  is  adopted ;  how  much  in  the  aggregate  do  we  guarantee  the  rail- 
way companies  shall  receive  each  year!  In  order  to  begin  that  in- 
?uiry,  we  have  got  to  know  what  the  net  railway  operating  income 
or  the  year  ending  June  30,  1917,  is. 

Mr.  Kruttschnitt.  They  are  the  figures  given  on  pages  36  and  37 
of  this  annual  report  of  the  commission,  less  about  $8,000,000,  judg- 
ing by  the  figures  that  you  read  out,  as  net  operating  income  for  1917. 
I  can  not  give  you  the  figures  for  the  net  operating  railway  income, 
because  I  have  not  got  them. 

Senator  Cummins.  And  for  the  year  ending  June  30,  1916,  the 
amount  given  us  by  the  commission  as  the  railway  operating  income 
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is  $1,024,381,299.  Now,  how  would  you  treat  that  in  order  to  arrive 
at  the  net  railway-operating  income? 

Mr.  Kruttschnitt.  You  have  given  it  already.  The  net  railway 
operating  income  must  be  meant  as  income  from  operation  is  given 
in  the  report  as  $1,043,839,822. 

Senator  Cummins.  The  commission  has  furnished  it  under  the 
heading  "  Eailway  operating  income,"  and  the  President  and  the  bill 
introduced  the  word  "  net,"  and  I  want  to  know  what  difference,  if 
anv,  that  makes  in  the  total? 

Mr.  Kruttschnitt.  You  will  then  have  to  subtract  from  or  add 
to  the  figures  which  the  commission  gave  you  the  items  which  they 
have  marked  here  22,  23,  24,  and  25 ;  that  is,  equipment  rents,  joint- 
facility  rents,  leased-road  rents,  and  miscellaneous  rents. 

Senator  Cummins.  You  would  have  to  subtract  those  items,  unless 
the  revenues  of  a  particular  railway  company  from  the  same  items 
was  larger  than  its  disbursements;  but  if  it  were,  you  would  add 
instead  of  subtract? 

Mr.  Kruttschnitt.  You  would  add  or  subtract,  as  the  case  might 
be,  if  there  was  a  deficit. 

Senator  Cummins.  Can  you  tell  the  committee  how  much  ought 
to  be  added  or  subtracted  to  or  from  the  item  that  you  have  just 
given  as  the  railway  operating  income  for  the  year  ending  June  30, 
1916? 

Mr.  Kruttschnitt.  I  can  not  with  these  commission  figures  only 
before  me. 

Senator  Cummins.  Whatever  it  may  be,  it  is  not  large  either  way, 
I  assume.  It  bears  about  the  same  relation  to  the  railway  operating 
income  the  same  item  for  1917  bears  to  the  figures  that  you  have 
given  me? 

Mr.  Kruttschnitt.  Taking  the  figures  you  have  given  me,  there 
is  a  difference  of  $8,000,000  in  one  case  and  $20,000,000  in  another. 

Senator  Poindexter.  I  would  like  this  table,  Mr.  Chairman,  put 
in  the  record — the  one  that  the  witness  has  been  testifying  about. 

Senator  Cummins.  It  is  simply  a  blank  on  which  the  railway 
companies  make  their  monthly  reports. 

Senator  Poindexter.  Mr.  Kruttschnitt  has  testified  to  a  series  of 
items  on  that  blank,  and  his  testimony  would  be  unintelligible  unless 
that  statement  is  printed. 

The  Chairman.  Without  objection,  that  will  be  incorporated  in 
the  record. 

43202—18 14 
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(The  blank  is  here  printed  in  full,  as  follows:) 

Bureau  of  Railway  Economics,  Washington,  D.  C. 
Monthly  report  of  revenues  and  expenses. 
Name  of  Company 


Month 


Item. 

For  the months  ending 

with  .. 

1917 

1918 

Increase 
(in  black) 

or 
decrease 
(in  red). 

1917 

1916 

Increase 
(in  black) 

or 
decrease 
(in  red). 

OPERATING  REVENUES.* 

1 .  Freight  (Accounts  101  and  121) 

2.  Passenger  (Accounts  102  and  122) 

3.  Mail  (Accounts  106  and  125) 

4.  Express  (Accounts  107  and  126) 

6.  Incidental  (Accounts  131  to  143) 

7.  Joint  facility— Or.  (Aocount  151) 

8.  Joint  facility— Dr.  (Account  152) 

9.  Railway  operating  revenues  (Account 

601). 

OPERATING  EXPENSES.* 

10.  Maintenance  of  way  and  structures 

(Accounts  201  to  279). 

11.  Maintenance  of  equipment  (Accounts 

301  to  337). 

13.  Transportation  (Accounts  371  to  420 
and  431  to  433). 
i  14.  Miscellaneous  operations  (Accounts 
441  to  446). 

16.  Transportation  for  investment— Cr. 

(General  account  VIII). 

17.  Railway   operating  expenses  (Ao- 

count 531). 

INCOME  ITEMS. 

18.  Net  revenue  from  railway  operations 

(Item  9  less  Item  17). 

19.  Railway  tax  accruals  (Account  532). . 

20.  Uncollectible  railway  revenues  (Ac- 

count 533). 

21.  Railway  operating  income  (Item  18 

less  Items  19  ana  20). 

22.  Equipment  rents  (Accounts  503  to 

507  and  536  to  540,  net).f 

23.  Joint  facility  rent  (Accounts  508  and 

541,  net).t 

24.  Leased  road  rent  (Accounts  509  and 

542,  net).f                                            | 

25.  Miscellaneous  rents  (Accounts  510 

and  543,  net).f                                 ' 

26.  Net  railway  operating  inoome(Items  i 

21  to  25). 

AVERAGES. 

27.  Average  operating  revenue  per  mile 

of  road  opera  tea.  J 

28.  Average  operating  income  per  mile 

of  road  operated! 

29.  Average  net  operating  income  per 

mile  of  road  operated! 

30.  Average  number  of  miles  of  road 

operated.                                           ! 

31.  Number  of  miles  outside  the  U.  8.,  i 

included  in  Item  30.                        ] 

i 

i 

• 

i  • 

i 

i 

1 

i 

1 

! 

.  _. 

1 

i 

2.  Investment  in  road  and  equipment 
at  beginning  of  month  (Account 
701) S. 


*  Includes  figures  for  water  lines,  if  any. 


33.  Improvements  on  leased  railway 
property  at  beginning  of  month 
(Account  702) $. 


t  Items  9,  21,  and  26,  respectively,  divided  by  item  30. 


t  Entries  in  red  denote  debits. 
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Senator  Cummins.  What  we  have  said  with  regard  to  the  railway 
operating  income  for  1916  and  1917  applies  also  to  the  same  item  for 
tne  year  1915,  of  course? 

Mr.  Kruttschnitt.  Yes. 

Senator  Cummins.  Now,  Mr.  Kruttschnitt,  let  me  ask 

Mr.  Thom.  Before  you  pass  from  that,  Senator,  you  appreciate 
the  provisions  of  the  bill  which  seeks  to  put  other  items  back  into 
that) 

Senator  Cummins.  I  will  come  to  that  presently.  Disregarding 
these  minor  differences  between  net  operating  income  and  railway 
operating  income,  I  find  that  the  railway  operating  income  for  the 
class  I  roads — and  we  all  understand  what  the  class  I  roads  are — 
roads  that  have  a  gross  revenue  above  $1,000,000- 

Mr.  Kruttschnitt.  Yes. 

Senator  Cummins.  And  that  they  constitute  97  per  cent  of  the 
railway  revenues? 

Mr.  Kruttschnitt.  Ninety-eight. 

Senator  Cummins.  The  aggregate  for  the  three  years  to  which  you 
have  referred  is  $2,802,671,912.  Would  it  be  fair  to  add  to  that  ag- 
gregate 3  per  cent  as  representing  the  class  II  and  class  III  roads, 
which  are  not  included  in  the  table? 

Mr.  KRUTTSCHNrrr.  The  commission's  report  gives  that  as  2  per 
cent.  I  know  it  is  not  figured  out  anywhere,  but  by  taking  their 
figures  in  1916,  where  they  give  the  revenues  from  classes  I,  II,  and 
III. 

Senator  Cummins.  The  commission  reports  to  the  committee  as 
follows : 

Class  II  roads  are  roads  having  annual  operating  revenues  over  $1,000,000. 
They  comprise  about  97  per  cent  of  the  total  operating  revenues  and  92  per 
cent  of  the  total  operated  mileage  of  the  United  States. 

Now,  if  I  add  3  per  cent  to  that,  as  being  a  fair  statement,  as  based 
on  the  report  of  the  commission,  we  have  a  total  aggregate  of  rail- 
way operating  income,  $2,886,752,069,  an  average  in  not  over  three 
years,  as  suggested  by  the  President,  the  annual  guaranty  of  payment 
for  the  use  of  the  property  would  be  $962,250,689.  If  that  does  not 
accord  with  your  statement  as  to  the  figures,  I  wish  you  would  point 
out  the  discrepancy. 

Mr.  Kkuttschnitt.  Of  course,  Senator,  you  understand  the  state- 
ment as  to  figures  is  based  altogether  upon  the  printed  report  of  the 
commission.  I  am  only  acting  as  the  mouthpiece  by  reading  out  this 
statement.  The  average  as  read  out  by  you  is  $i5,000,000  greater 
than  the  income  from  operation  given  by  the  commission  in  their 
printed  report  for  the  tnree  years.  That,  as  I  stated  before,  is  of 
course  due  to  taking  account  oi  the  items  that  I  read  out  just  now. 

Senator  Cummins.  This  does  not  include  the  revenues  of  rail- 
way companies  from  sources  other  than  operation? 

Mr.  Kruttschnitt.  So  I  understand;  in  other  words,  it  does  not 
take  in  the  income  from  any  other  source  than  the  operation. 

Senator  Cummins.  I  observe  that  the  bill  under  consideration  pro- 
vides: 

Said  net  raUway  operating  income  for  the  purposes  of  this  act  shall,  as  to 
carriers  making  returns  to  the  Interstate  Commerce  Commission,  be  computed 
from  such  returns,  excluding,  however,  debits  and  credits  arising  from  the  ac- 
counts caUed  in  the  monthly  returned  leased-road  rent  and  miscellaneous  rent. 
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Now,  what  difference,  if  any,  will  that  proviso  make  in  the  aggre- 
gate of  the  figures  that  I  have  presented  to  you? 

Mr.  Kruttschnitt.  It  makes  ]ust  the  difference  that  I  mentioned— 
about  $15,000,000.  There  is  really,  then,  a  contradiction  in  the  bill 
which  I  had  not  noticed,  as  it  says  "  net  railway  operating  income," 
and  afterwards  says  it  is  not  to  take  account  of  leased-road  rents  and 
miscellaneous  rents.  Then  it  is  not  net  railway  operating  income 
as  it  is  considered  by  the  commission. 

Senator  Cummins.  I  was  endeavoring  to  reach  that  point. 

Mr.  Kruttschnitt.  You  are  right  on  that. 

Senator  Cummins.  But  even  ignoring  that  inconsistency,  the  quali- 
fication I  have  just  read  would  make  no  greater  difference  in  the 
aggregate  than  you  have  already  pointed  out? 

Mr.  Kruttschnitt.  No,  sir. 

Senator  Cummins.  So  that,  reduced  to  its  concrete  terms,  the  prop- 
osition of  the  President  and  of  this  bill  means  a  guaranty  of  an  in- 
come to  all  the  railways  after  all  cost  for  maintenance,  operation, 
etc.,  is  paid,  and  also  taxes,  of  somewhere  around  $950,000,000  to 
$960,000,000? 

Mr.  Kruttschnitt.  I  so  understand. 

Senator  Cummins.  You  have  stated  that  you  thought  the  year  1915 
ought  to  be  excluded  from  the  years  over  which  the  average  is  made 
because  it  is  an  exceptional  year;  that  is,  you  mean  by  that  that  the 
business  carried  by  the  railway  companies  was  exceptionally  small! 

Mr.  Kruttschnitt.  And  the  business  of  the  country  was  excep- 
tionally bad. 

Senator  Cummins.  Of  course,  the  final  interest  of  the  committee, 
if  it  has  any  interest  in  this  inquiry,  is  as  it  affects  the  railways,  and 
it  reduces  the  volume  of  business  done  by  the  railway  companies,  and 
your  income  was  correspondingly  decreased. 

Mr.  Kruttschnitt.  Yes,  sir. 

Senator  Cummins.  Do  you  not  think  that  the  reasons  which  3rou 
have  given  for  the  conclusion  that  the  year  1915  was  an  exceptional 
year  apply  with  equal  force  with  1916  and  1917? 

Mr.  Kruttschnitt.  As  being  exceptionally  good? 

Senator  Cummins.  Certainly.  Are  those  years  not  just  as  excep- 
tional as  the  year  1915.  although  in  the  one  case  the  business  was  bad 
and  in  the  other  case  the  business  was  good  ? 

Mr.  Kruttschnitt.  No;  I  tried  to  show  that  on  that  blue-print 
diagram,  as  vou  have  it  there.  You  take  the  general  trend  of  the 
operations  of  the  roads  as  indicated  by  the  best  years.  Take  1906, 
1907,  and  1910.  There  is  a  gradual  increase  in  the  earnings  which, 
if  produced,  would  strike  about  where  1916  and  1917  come.  The 
operations  of  1915  were  exceptionally  low,  but  those  of  the  preceding 
years  were  not  exceptionally  high ;  in  other  words,  during  the  three 
or  four  years  preceding  1915  the  railroad  earnings  were  very  low, 
and  the  general  increase  was  lumped  back  to  what  there  should  be 
in  1916  and  1917.  You  can  see  by  laying  a  sheet  of  paper  on  it,  from 
1917  back  to  this  point,  that  the  rate  of  progress  is  reasonably 
constant. 

Senator  Cummins.  That  chart  will  be  in  evidence,  I  suppose. 

Mr.  Kruttschnitt.  Yes,  sir. 
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The  Chairman.  Without  objection  that  will  be  inserted  into  the 
record. 
(The  chart  referred  to  is  here  printed  in  full,  as  follows:) 
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Senator  Cummins.  Considering  the  years  1912,  1913,  1914,  1915, 
1916,  and  1917,  can  you  name  a  normal  year? 

Mr.  Kruttschnitt.  Starting  with  1912? 

Senator  Cummins.  Yes;  starting  with  1912. 

Mr.  Kruttschnitt.  No;  I  do  not  suppose  you  could  call  any  of 
those  years  normal. 

Senator  Cummins.  Are  they  all,  except  1916  and  1917,  below  the 
normal,  or  are  some  of  them  above  the  normal? 

Mr.  Kruttschnitt.  Well,  they  were  all  pretty  bad  years — 1914  and 
1915  particularly  bad,  1915  worse  than  any. 
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Senator  Cummins.  Well,  I  will  take  1912  as  an  illustration.    In 
1912  the  railway  operating  income,  according  to  the  report  furnished 
by  the  commission,  was  $736,466,326.    Now,  what  was  the  book  value 
of  all  the  railroads  of  the  country  for  that  year? 
Mr.  Kruttschnitt.  $15,874,000,000. 

Senator  Cummins.  Now,  what  was  it  for  the  year  1917 — I  mean, 
always  ending  on  June  30  ? 

Mr.  Kruttschnitt.  That  is  not  given,  but  the  commission  does 
give  the  book  cost  per  mile.    Multiplying  that  backward  by  mile- 
age- 
Senator  Cummins.  You  have  it  for  1916,  have  you  not,  the  book 

value  ? 

Mr.  Kruttschnitt.  Yes,  sir;  that  is  in  here. 

Senator  Cummins.  What  was  it? 

Mr.  KRUTTscHNrrr.  $17,525,000,000. 

Senator  Cummins.  What  was  the  amount  added  to  the  railroad 
properties  from  1912  to  1916,  so  we  will  have  it  in  the  record? 

Mr.  Kruttschnitt.  $1,651,000,000. 

Senator  Cummins.  What  percentage  of  increase  is  that? 

Mr.  KRUTTscHNrrr.  Ten  and  four- tenths. 

Senator  Cummins.  Ten  per  cent,  do  you  mean? 

Mr.  Kruttschnitt.  A  little  over  10  per  cent. 

Senator  Cummins.  Then  the  railway  operating  income  for  1916 
was  $1,024,381,299,  and  for  1912  it  was  $736,465,326,  the  difference 
between  the  two  being  $288,115,973.  What  percentage  of  increase 
is  that  ? 

Mr.  Kruttschnitt.  For  1912? 

Senator  Cummins.  Yes;  1916,  as  compared  with  1912?  It  is  con- 
siderably over  33  per  cent,  is  it  not? 

Mr.  Kruttschnitt.  I  understood  you  to  read  the  figures  for  1912 
as  being  substantially  $736,000,000. 

Senator  Cummins.  $736,465,000. 

Mr.  Kruttschnitt.  And  for  1916,  $1,024,000,000. 

Senator  Cummins.  Yes. 

Mr.  Kruttschnitt.  That  is  an  increase  of  about  39  per  cent. 

Senator  Cummins.  If  your  railway  operating  income,  comparing 
the  two  years,  increased  39  per  cent,  and  your  investment  increased 
only  10  per  cent  it  would  be  fair,  would  it  not,  to  assume  that  1916 
was  an  exceptional  year? 

Mr.  Kruttschnitt.  If  1912,  the  basic  year  from  which  you  start, 
had  been  a  fair  year,  that  conclusion  would  be  correct.  Nineteen 
hundred  and  twelve,  however,  was  a  year  of  very  poor  returns. 

Senator  Cummins.  I  have  not  the  figures  for  any  year  back  of  the 
two  just  before  me,  but  if  it  occurs  to  you  to  institute  some  compari- 
son between  1916  and  any  year  prior  to  1912,  it  might  furnish  some 
information.  I  do  not  know  what  would  be  the  result,  but  we  hare 
got  to  find  a  normal  year  somewhere,  some  time. 

Mr.  KRUTTscHNrrr.  The  farther  back  you  go,  however,  the  more 
you  depart  from  the  condition  of  the  properties  that  you  take.  Nine- 
teen hundred  and  twelve  is  five  and  one-half  years  back  from  the 
period  at  which  the  Government  takes  these  properties,  and  as  I 
have  said  1912  itself  was  quite  a  low  year. 

Senator  Cummins.  Do  not  understand  me,  Mr.  Kruttschnitt,  to  ap- 
prove of  the  standard  that  has  been  suggested  in  the  bill  at  all   I 
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am  trying  simply  to  find  out  why  you  exclude  1915  on  the  ground 
that  it  was  an  exceptionally  bad  year  and  insist  upon  1916  and  1917, 
which,  according  to  the  same  standards,  were  exceptionally  good 
years. 

Mr.  Kbuttschnitt.  The  object  of  presenting  you  with  this  dia- 
gram was  to  have  the  facts  before  you  that  1916  was  not  a  year  ab- 
normally better  than  the  preceding  year,  as  1915  was  abnormally 
worse  than  the  preceding  year. 

Senator  Cummins.  It  was  abnormally  better  than  1912,  evidently. 

Mr.  Kruttschnitt.  Very  much,  because  1912  itself  was  a  very, 
very  bad  year. 

Senator  Cummins.  And  abnormally  better  than  1914? 

Mr.  Kruttschnitt.  For  instance,  if  you  take  the  proposition  of 
getting  some  gauge  of  what  "abnormal"  means,  if  you  take  the 
percentage  of  the  returns  as  given  by  the  commission,  the  percent- 
age of  returns  for  1916  was  5.8  per  "cent,  and  for  1910  it  was  5.78 
per  cent.  In  other  words,  there  is  no  very  material  difference  be- 
tween those  years,  and  between  1910  and  1916  there  was  an  amount 
of  money  considerably  exceeding  the  $1,651,000,000  that  we  figured 
out  just  now,  put  into  the  properties. 

Senator  Cummins.  Yes,  but  1914  is  the  worst  year  you  have  had  for 
the  last  10  years,  is  it  not,  proportionately! 

Mr.  Kruttschnitt.  1915,  you  mean? 

Senator  Cummins.  I  mean  1914  is  the  poorest  year  that  the  com- 
panies have  had  in  many  years,  everything  considered. 

Mr.  Kruttschnitt.  It  is  the  worst  year  since  1900 — of  all  the  years 
put  on  this  chart. 

Sen&or  Cummins.  That  is  1914  you  are  talking  about? 

Mr.  Kbuttschnitt.  Yes;  1914  was  worst  up  to  that  period,  and 
1915  was  worse  still. 

Senator  Cummins.  But  the  President  does  not  propose  to  go  back 
to  1914.    He  stops  with  1915. 

Mr.  Kruttschnitt.  Except  that  1914  is  a  little  better  than  1915, 
or  rather  not  quite  so  bad  as  1915. 

Senator  Cummins.  Well,  on  the  contrary,  it — I  do  not  know  how 
much  was  added  to  the  property,  but  according  to  the  table  furnished 
us  bv  the  commission,  the  railway  operating  income  for  1914  was 
$692^340,572,  which  is  $45,000,000  less  than  it  was  for  1915. 

Mr.  Kruttschnitt.  The  report  before  me  gives  $704,685,000  and 
$728,212,000,  respectively,  but  take  into  account  the  money  that  was 
put  in  in  that  year,  the  commission  itself  says  that  the  returns  on  the 
property  in  1914  was  4.2  per  cent  while  in  1915  it  was  4.09. 

Senator  Cummins.  They  say  that  1914  was  a  worse  year  than 
1915? 

Mr.  Kruttschnitt.  No. 

Senator  Cummins.  Well,  4.09  as  compared  with  4.2  is  certainly 
the  worse  year.    I  may  have  your  figures  wrong. 

Mr.  KRUTTSCHNrrr.  Well,  the  greater  the  return  the  better  the 
year,  naturally. 

Senator  Cummins.  That  depends  upon  the  value  of  the  property 
upon  which  the  return  is  made.  What  was  the  addition  to  the  prop- 
erty according  to  the  book  investments  between  1914  and  1915? 

Mr.  Kruttschnitt.  $311,000,000. 
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Senator  Cummins.  Mr.  Chairman,  I  think  that  is  all  I  care  to  ask. 

Senator  Lewis.  Mr.  Chairman,  may  I  suggest  for  my  own  inf  onna- 
tion,  a  matter  upon  which  I  am  considerably  bewildered  in  these 
interrogations.  Mr.  Kruttschnitt,  in  Senator  Cummins's  query  about 
the  less  expense  of  operating  the  roads,  considering  the  final  sum 
for  any  year,  is  the  amount  of  money  paid  out  as  interest  on  bonds 
included  in  that  figure? 

Mr.  Kruttschnitt.  In  the  figures  that  we  have  been  discussing? 

Senator  Lewis.  Yes;  the  figures  with  which  you  responded  to 
Senator  Cummins's  question  as  the  net  expenditure  of  the  railroads. 

Senator  Cummins.  I  may  state  that  I  did  not  intend  it  so. 

Mr.  Kruttschnitt.  No,  sir;  it  is  not,  nor  in  any  of  these  figures 
discussed. 

Senator  Underwood.  You  asked  the  question 

Senator  Lewis.  Pardon  me.  Is  the  interest  then  on  the  general 
debt,  what  you  would  call  a  funded  debt  of  the  railroad — is  that  in- 
cluded in  those  words  "  net  expenses  of  operating  roads "  ? 

Mr.  Kruttschnitt.  No,  sir. 

Senator  Underwood.  If  you  did  state  it,  Mr.  Kruttschnitt,  it  did 
not  strike  my  mind,  at  least  I  did  not  grasp.  I  understand  you  are 
making  suggestions  as  to  what  would  be  a  just  compensation  to  the 
railroads,  due  to  the  fact  of  their  being  taken  over  by  the  Govern- 
ment, and  as  I  understand  your  proposition  it  is  in  lieu  of  all  dam- 
ages, if  this  agreement  is  entered  into.  That  is  the  basis  of  your 
statement,  is  it  not? 

Mr.  Kruttschnitt.  As  far  as  our  road  is  concerned  individually, 
and  I  believe  I  can  say  as  to  all  other  railroads  in  the  country— if 
they  enter  into  this  agreement  with  the  Government  they  wBuld  be 
estopped  from  claiming  any  other  compensation,  because  they  would 
be  making  this  agreement  voluntarily. 

Senator  Underwood.  As  the  measure  of  compensation  for  taking 
over  and  controlling  their  property? 

Mr.  Kruttschnitt.  Yes,  sir. 

Senator  Underwood.  Now  I  would  like  to  ask  you — and  if  you 
stated  it  before,  I  did  not  catch  it 

Mr.  Kruttschnitt.  Excuse  me,  that  is  on  the  assumption,  of 
course,  of  the  point  that  the  President  made  clear,  both  in  his  procla- 
mation and  in  his  message,  that  the  roads  were  kept  up  in  their  usual 
proper  standard;  in  other  words,  that  the  Government  should  not. 
under  its  leasehold,  or  control,  or  whatever  you  may  call  it,  permit 
the  standard  of  the  roads  to  go  down. 

Senator  Underwwood.  In  other  words,  there  are  as  many  cars  and 
as  many  engines  to  be  returned  to  you,  and  in  as  good  condition  as 
the  Government  took  them,  and  in  your  terminal  facilities  rails  and 
trackage  should  be  in  as  good  condition? 

Mr.  Kruttschnitt.  Yes,  sir;  the  roads  and  service  maintained  as 
they  were  when  they  took  them  over. 

Senator  Underwood.  I  understand  the  bill  provides  for  that,  in 
addition  to  this  compensation? 

Mr.  Kruttschnitt.  It  does  not  provide  in  addition  to  it,  I  think. 
I  am  not  familiar  enough  with  the  bill  to  state  accurately,  as  I  have 
only  read  it  twice. 
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Senator  Underwood.  I  think  I  can  call  your  attention  to  the  clause. 
Here  is  what  it  says : 

During  the  period  of  such  Federal  control  adequate  depreciation  and  mainte- 
nance of  the  properties  of  the  carriers  shall  be  included  as  part  of  the  operating 
expenses  or  provided  through  a  reserve  fund,  in  accordance  with  such  principles 
ami  rules  as  shall  be  determined  by  the  President. 

That  contemplates  that  the  Government  shall  keep  the  properties 
in  as  good  condition  as  they  were  when  they  were  taken  over,  and  if 
it  does  not  I  would  be  glad  to  have  your  views  upon  it — if  that  does 
not  provide  for  it  or  if  the  language  in  this  bill  does  not  cover  that 
case. 

Mr.  Kruttschnitt.  I  think  it  does  fairly,  using  the  word  "  ade- 
quate."   I  would  not  consider  the  term  "  adequate  "lair.    It  should  be* 
that  the  maintenance  of  the  properties  should  be  equally  as  good  as 
the  private  owners  prescribed  themselves. 

Senator  Underwood.  Now,  aside  from  the  question  of  maintenance, 
and  looking  entirely  to  a  just  compensation  for  the  taking  over  of 
the  property  and  the  control  of  it  during  this  period,  what  do  you 
say  would  be  a  just  basis  of  compensation! 

Mr.  Kruttschnitt.  Exactly  the  basis  described  by  the  President, 
and  excluding  1915,  an  altogether  abnormal  year.  In  making  any 
study  of  averages,  any  one  term  making  up  the  average  that  is  abnor- 
mal is  always  excluded,  else  it  does  not  give  a  fair  average. 

Senator  Underwood.  You  think  an  offer  of  that  kind  by  the  Presi- 
dent of  your  road  would  be  acceptable  to  your  stockholders  and  that 
they  would  be  willing  to  accept  it  and  not  go  into  the  courts  and  sue 
for  just  compensation  provided  by  law? 

Mr.  Kruttschnitt.  Before  answering  that  I  must  say  that  my  an- 
swer would  perhaps  be  misleading  if  it  is  confined  to  any  one  road. 

Senator  Underwood.  I  was  speaking  of  your  road. 

Mr.  Kruttschnitt.  The  remarks  that  I  have  made,  or  >vhat  I  have 
said  here,  would  apply  to  the  roads  of  the  United  States  generally. 
Our  road  has  been  exceptionally  fortunate  in  the  last  two  years  in 
having  no  congestion  and  being  able  to  write  more  of  its  gross  rev- 
enus  as  income  than  most  roads.  As  to  the  Southern  Pacific,  those 
figures  would  be — although  1915  was  abnormally  low,  1916  better, 
and  1917  better — not  as  unfair  as  to  roads  generally. 

Senator  Underwood.  But  so  far  as  your  road  is  concerned,  and  its 
stockholders,  you  think  that  an  agreement  such  as  you  suggest  would 
be  concurred  in  by  your  stockholders  in  lieu  of  all  damages  for  taking 
over  the  roads  ? 

Mr.  Kruttschnitt.  Of  course,  I  can  not  predict;  I  can  only  give 
my  opinion. 

Senator  Ukderwood.  That  is  what  I  am  asking  for. 

Mr.  Kruttschnitt.  As  the  board  of  directors  would  probably 
authorize  such  an  agreement,  and  would  recommend  it  to  the  stock- 
holders for  approval,  my  opinion  is  they  would  probably  approve  it. 
1  think  with  any  fair  basis  that  would  be  the  case  with  nearly  all  the 
roads  of  the  country.  There  are  some  650  to  750  different  railroads 
to  make  this  agreement,  if  the  method  is  fair;  if  the  details  of  carry- 
in?  out  the  method  are  also  fair,  I  do  not  think  there  would  be  any 
difficulty  in  getting  all  the  roads  of  the  country  to  make  this  volun- 
tary agreement  with  the  Government,  perhaps,  however,  with  the 
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exception  of  some  roads  that  could  not  be  covered  in  any  general 
arrangement ;  in  other  words,  that  conditions  might  be  so  exception- 
ally bad  that  they  would  have  to  appeal  to  the  Government  for  relief 
under  the  proper  clauses  in  this  bill. 

Senator  Town  send.  Do  you  not  believe  that  the  years  1916  and 
1917  were  abnormally  prosperous  years? 

Mr.  Kruttschnitt.  1916  was,  I  should  say,  a  fairly  prosperous 
one ;  1917  has  not  been  as  much  so,  because  it  has  cost  most  of  the 
roads  of  the  country — particularly  the  eastern  roads — from  $1.15  to 
$1.20  to  earn  a  dollar.  Of  course  the  more  dollars  of  that  sort  that 
they  earn  the  worse  off  they  are,  and  the  history  of  roads  generally 
has  shown  a  remarkable  increase  in  gross  revenues,  with  equally  re- 
markable decreases  in  income ;  in  other  words,  they  have  been  going 
from  bad  to  worse  in  1917. 

Senator  Townsend.  Have  you  ever  had  any  better  years  for  your 
road  than  1916  or  1917? 

Mr.  Kruttschnitt.  I  want  to  repeat  that  our  road  and  one  or  two 
other  roads  in  the  far  West  have  been  in  an  entirely  .exceptional 
class  this  year.  I  would  answer  the  question  that  you  ask ;  no.  We 
have  never  had  any  better  years  than  1916  and  1917. 

Senator  Townsend.  Then  you  object  to  1915  because  it  was  ab- 
normally low.  Then,  as  far  as  your  road  is  concerned,  would  not 
1916  and  1917  be  abnormally  high,  and  therefore  an  unfair  basis  upon 
which  to  fix  your  compensation  ? 

Mr.  Kruttschnitt.  Possibly ;  you  can  get  exceptions.  I  say  I  do 
not  think  you  can  find  any  basis  that  will  apply  equally  fairly  to  all 
the  roads  in  the  country. 

Senator  Townsend.  You  say  you  do  not  think  any  can  be  obtained. 
You  know  of  no  plan  that  would  be  better  than  this,  do  you? 

Mr.  Kruttschnitt.  No,  sir;  I  have  said  several  times  that  I  think 
the  President's  plan  and  his  methods  were  altogether  good  and  fair. 

Senator  Townsend.  You  believe,  however,  in  taking  an  average  of 
some  term  of  years? 

Mr.  Kruttschnitt.  I  think  you  ought  to  take  the  years,  as  nearly 
as  possible,  to  the  date  on  which  you  take  the  properties,  else  you 
impress  a  property  which  is  vastly  better  than  the  property  you  pay 
for. 

Senator  Townsend.  You  do  not  think  it  would  be  fair  under  anv 
circumstances  to  use,  as  a  general  rule,  the  year  1917 — the  fiscal  year 
1917— as  a  basis? 

Mr.  Kruttschnitt.  Speaking  for  all  the  roads  of  the  country— 
and  I  am  doing  that  now — I  do  not  think  that  1917  would  be  fair  on 
account  of  the  congestion  and  the  expenses  that  have  increased  more 
rapidly  than  the  gross  revenues.  They  have  not  only  kept  nothing  of 
their  increased  revenues,  but  they  have  had  to  take  money  from  some- 
where else  to  pay  the  expenses. 

Senator  Townsend.  What  assurance  have  we,  or  have  you,  that 
that  same  abnormal  expense  would  not  continue  during  the  war- 
next  year,  for  instance,  and  the  year  after,  possibly? 

Mr.  Kruttschnitt.  Absolutely  none. 

Senator  Townsend.  Well,  if  you  take  it  back  over  some  other 
period  that  was  not  affected  by  the  war,  is  it  not  possible  that  the 
railroads  might  obtain  a  larger  compensation  under  this  proposed 
method  than  thev  would  be  entitled  to? 
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Mr.  Kruttschnitt.  If  you  take  the  period  antedating  the  war,  the 
conditions  are  so  entirely  different  that  they  are  not  at  all  comparable 
with  the  conditions  to-day;  or,  to  answer  you  in  another  way,  any 
period  of  years  that  you  take  is  a  gamble — a  gamble  on  the  part  of 
the  Government  that  they  won't  have  to  pay  any  guaranty,  and  a 
gamble  on  the  part  of  the  carriers  that  the  guaranty  will  be  better 
than  the  earnings  they  might  have  made  if  they  had  not  been  under 
Government  control. 

Senator  Townsend.  I  thought  this  morning  that  Mr.  Thorn  ex- 
pressed the  principle  which  seemed  to  me  to  be  absolutely  correct — 
the  Government  should  pay  the  railroads  the  actual  value  for  their 
use  during  the  time  it  has  them,  and  that  is  better  determined,  pos- 
sibly, by  a  period  most  closely  approximating  the  time  when  they  are 
to  be  used  by  the  Government.  But  I  have  heard  a  good  many  sug- 
gest 1917,  which  is  the  closest  period  that  could  possibly  be  used,  was 
unfair  because  some  of  the  reasons  which  you  have  stated,  but  not 
being  able  to  see  in  my  own  mind  why  that  unusual  condition  as  to 
expenses  will  not  maintain  during  the  next  year  the  same  as  it  has  in 
the  past,  it  would  be  quite  fair  for  the  Government  to  guarantee 
profits  which  you,  yourself,  must  admit  are  not  likely  to  occur,  es- 
pecially on  a  good  many  of  the  roads. 

The  Chairman.  Are  there  any  other  questions? 

Senator  Lewis.  Mr.  Chairman,  Senator  Underwood,  assuming  that 
I  had  concluded,  addressed  an  inquiry  to  the  witness,  which,  if  I  may 
be  permitted,  with  Mr.  Kruttschnitt  informing  me,  I  would  like  the 
privilege  for  just  one  moment  to  pursue  in  order  to  enlighten  myself. 
Mr.  Kruttschnitt,  Senator  Underwood  propounded  to  you  a  query 
as  to  what  your  opinion  was  as  to  a  fair  compensation,  and  as  to 
your  road  accepting  the  proposed  compensation  in  the  form  of  the 
express  compensation  under  the  bill  as  it  is  framed.  Mr.  Krutt- 
schnitt, I  belong  to  the  few  men  on  this  committee  who  have  been 
advocates  of  the  Government  taking  these  roads  as  a  Government 
agency — as  an  agency  of  the  Government — the  question  of  operating 
to  be  left  to  the  second  proposition  as  to  who  shall  operate  them, 
the  Government  or  private  persons.  It  is  my  purpose  somewhere 
along  in  this  transaction,  no  doubt,  to  again  urge  it,  either  in  con- 
nection with  this  bill  or  in  the  other  measure  that  has  been  long  pend- 
ing, with  that  in  view.  In  view  of  your  reply  to  Senator  Under- 
wood, that  the  form  of  compensation  suggested  in  this  bill  would  be 
satisfactory  to  the  stockholders  for  the  length  of  time  and  under  the 
method  predicated  in  the  bill,  might  I  ask  you  to  tell  us  if  it  would 
be  a  fair  compensation  on  the  same  basis  if  the  Government  perma- 
nently kept  the  roads? 

Mr.  Kruttschnitt.  Certainly  not.  I  assume  that  the  directors, 
and  especially  the  stockholders*  would  all  submit  to  a  good  deal  of 
inconvenience  and  a  good  deal  of  sacrifice  from  patriotic  motives  to 
support  the  President  in  the  defense  of  the  country,  and  to  win  this 
war,  but  I  am  not  prepared  to  say  that  I  would  be  willing  to  accept 
the  compensation  as  a  permanency.  We  railroad  men  have  been, 
and  I  expect  you  gentlemen  have  all  been,  in  a  perfect  whirl  for  the 
last  six  months.  We  have  not  had  time  to  think  clearly  on  one  sub- 
ject before  another  one  came  up,  and  personally  I  should  advocate 
to  our  shareholders  any  reasonably  fair  arrangement  with  the  Gov- 
ernment, and  not  discuss  it  and  argue  it  in  the  midst  of  a  time  of 
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national  peril.  When  it  comes  to  the  matter  of  taking  our  proper- 
ties permanently,  I  would  have  to  do  a  good  deal  more  thinking  than 
I  have  done. 

Senator  Lewis.  I  will  not  divert  the  query  longer  with  any  further 
questions. 

Senator  Kellogg.  This  guaranty,  Mr.  Kruttschnitt,  of  course  if 
enacted  will  be  the  guaranty  to  each  separate  railroad;  it  will  not  be 
an  aggregate  guaranty  to  all  the  railroads? 

Mr.  Kruttschnitt.  So  I  understand;  there  will  be  an  agreement, 
as  I  understand  it,  between  each  carrier  corporation  and  the  Gov- 
ernment. 

Senator  Kellogg.  But  any  railroad  not  desiring  to  make  the 
agreement  and  not  being  satisfied  with  the  guaranty  would  have  the 
right  to  have  damages  assessed,  and  the  Government  asked  to  pay 
them  under  this  bill  I 

Mr.  Kruttschnitt.  So  I  understand. 

Senator  Keua)gg.  So  the  result  may  be  that  roads  which  are  will- 
ing to  accept  the  guaranty  of  the  bill  will  accept  it  at  once,  of  course, 
and  other  roads  may  not  accept  it,  but  sue  the  Government  for  dam- 
ages? 

Mr.  Kruttschnitt.  Yes,  sir. 

Senator  Kellogg.  Have  you  prepared  any  statement  showing  the 
property  investment  of  each  separate  road,  the  capitalization  of  each 
separate  road,  and  net  operating  income  of  each  separate  road,  and 
the  ratio  of  net  operating  income  to  property  investment,  and  the 
ratio  of  net  operating  income  to  capital  invested? 

Mr.  Kruttschnitt.  I  think  I  have  a  copy  of  that  statement. 

Senator  Watson.  For  what  year? 

Senator  Kellogg.  For  the  years  1915,  1916,  and  1917.  I  simply 
wish  to  ask  if  you  purpose  to  put  such  a  statement  into  the  record  i 

Mr.  Thom.  We  do,  but  not  Iby  this  witness. 

Senator  Kellogg.  Very  well,  I  will  not  go  further  with  that.  The 
only  evidence  we  have  as  to  the  valuation  of  these  properties  is  the 
book  value  or  investment  value  appearing  on  the  books  and  the 
capitalization,  is  it  not?  That  is,  there  is  no  other  evidence  available 
to  this  committee  that  you  know  of? 

Mr.  Kruttschnitt.  No,  sir;  there  is  a  valuation  being  made,  but 
I  do  not  know  when  it  will  be  completed. 

Senator  Kellogg.  We  understand  that  is  not  ready  and  will  not 
be  for  at  least  two  years. 

Senator  Poindexter.  Do  you  include  in  capitalization  the  market 
value  of  the  stocks  as  well  as  the  par  value? 

Senator  Kellogg.  No,  sir;  I  include  the  book  values  of  the  prop- 
erties as  appearing  on  the  books  and  the  capitalization,  which  in- 
cludes the  par  of  the  stock  and  indebtedness  at  par. 

Senator  jPoindexter.  Excluding  the  consideration  of  market  value? 

Senator  Kellogg.  We  have  before  us  some  evidence  on  the  market 
value. 

Senator  Poindexter.  But  I  mean  in  the  plan  that  you  state  is  your 
plan.  I  understood  you  to  say  that  we  have  no  other  way  of  arriving 
at  it. 

Senator  Kellogg.  I  say  we  have  no  evidence  before  us  of  the  valu- 
ation of  property  except  as  to  the  par  from  book  valuation  in  the 
returns  to  the  Interstate  Commerce  Commission  and  capitalization: 
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take  capitalization  as  a  market  value  or  par  value;  I  do  not  care; 
they  both  appear  in  evidence.  Do  you  not  think  in  arriving  at  the 
value  of  the  use  of  each  railroad  separately  we  ought  to  have  its 
earnings — its  net  earnings — to  capital  investment  for  each  one  of 
those  years  also  ? 
Mr.  Kruttschnitt.  Yes,  sir;  I  think  that  has  been  prepared. 
Senator  Kellogg.  All  right.  Now,  I  notice  in  the  testimony  so 
far  taken — for  instance,  take  the  year  1916.  As  I  recollect,  the  net 
earnings  of  all  the  railroads  in  the  United  States  in  Class  I,  after 
the  payment  of  all  operating  expenses,  taxes,  maintenance,  etc.,  and 
after  the  pajrment  of  interest  on  funded  debt  and  unfunded  debt,  was 
something  slightly  in  excess  of  $600,000,000  in  the  aggregate. 

Mr.  Kruttschnitt.  I  have  not  the  figures  before  me,  Senator. 
This  takes  no  account  of  the  commission's  figures  of  interest. 

Senator  Kellogg.  It  was  stated  before  the  committee  the  other 
day  that  that  woulr1.  be  between  or  in  the  neighborhood  of  9  or  10 
per  cent — I  should  say  9,  from  recollection — upon  the  total  capital  stock 
of  all  the  railroads  in  the  United  States.  But  out  of  those  net  earn- 
ings there  was  only  paid,  as  I  recollect  it,  about  $281,000,000  of  divi- 
dends in  that  year.  I  want  to  know  whether  it  is  a  fact  that  much 
of  the  surplus  appearing  on  the  books  of  the  railroads  in  the  United 
States  is  actually  invested  in  betterments  and  improvements  of  prop- 
ertv  and  not  on  hand  in  the  form  of  cash. 

Mr.  Kruttschnitt.  From  my  general  knowledge  of  the  situation 
T  should  say  that  substantially  all  of  it  except  reasonable  working 
funds — every  road  has  to  have  a  certain  amount  of  working  funds — 
that  is,  cash  in  bank  or  in  securities  that  can  be  turned  into  cash  very 
<|iiickly,  and  substantially  all  the  surplus  has  been  invested  in  the 
properties. 

Senator  Kellogg.  Is  it  your  opinion  as  a  railroad  man  that  it  is 
srood  economics  for  the  country  to  have  a  railroad  pay  out  all  its 
net  earnings  in  dividends  ? 
Mr.  Kruttschnitt.  I  should  say  it  is  absolutely  indefensible. 
Senator  Kellogg.  You  do  not  think  a  railroad  should  borrow  all 
the  money  it  puts  into  its  properties,  do  you  ? 
Mr.  Kruttschnitt.  Certainly  not. 

Senator  Kellogg.  Now,  it  was  suggested  the  other  day  that  if  this 
guaranty  was  made  on  the  net  income  that  the  entire  guaranty  might 
be  used  for  payment  of  dividends. 

Mr.  Kruttschnitt.  The  bill  provides,  I  think,  against  that.  It 
forbids  it.  However,  if  the  bill  does  not,  I  think  there  are  very  few 
companies  in  the  country  that  would  undertake  to  substantially 
increase  their  dividends  in  those  circumstances. 

Senator  Kellogg.  I  notice  in  looking  over  the  table  of  dividends  ' 
for  1916,  paid  by  each  individual  road,  many  of  them  paid  very 
large  dividends — at  least  some  of  them — and  many  of  them  paid  no 
dividends.  In  comparing  capital  account  of  some  of  these  roads  with 
the  book  investment  there  seems  to  be  a  great  discrepancy.  For 
instance,  I  think  I  noticed  one  road  with  a  capital  of  $750,000  and 
an  investment  of  $45,000,000.  That  was  a  most  extreme  case. 
Mr.  Kruttschnitt.  Capital  stock  ? 

Senator  Kellogg.  Capital  stock  at  $750,000  and  a  book  investment 
of  $45,000,000,  and  the  dividend  was  very  large  in  that  case.     Do  you 
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propose  going  into  those  individual  cases  and  explaining,  if  it  can 
be  explained,  the  reason  for  the  small  capitalization  and  the  large 
investment? 

Mr.  Kruttschnitt.  Certainly,  if  it  is  desired;  I  have  no  doubt 
that  information  can  be  worked  up  and  furnished  the  committee. 
Of  course,  on  your  own  statement  of  these  facts,  you  would  naturally 
expect  a  dividend  of  such  amount  that  it  would  paralyze  you ;  a  road 
having  an  investment  of  $40,000,000  or  $45,000,000  and  only  $750,000 
in  stock !  A  very  moderate  return  on  the  property  value  would  be 
an  immoderate  return  on  the  stock. 

Senator  Kellogg.  Probably  your  table,  which  Mr.  Thom  says  you 
purpose  introducing,  will  explain  that.  We  have  that  information 
for  1914,  1915,  1916,  for  88  roads,  with  the  exception  of  the  item  of 
capital  stock  and  bonds ;  that  is,  I  have  the  property  investment,  but 
1  shall  not  go  into  that  now. 

Mr.  KRUTTscHNirr.  You  see  there  are,  in  cases  like  that,  the  laws 
of  the  State  under  which  the  roads  are  incorporated,  which  frequently 
prescribe  the  amount  of  stock,  and  the  amount  of  stock  is  very  small. 
We  have  a  number  of  roads  that  were  built  under  separate  charters 
that  have  substantially  no  stock  and  no  bonds  in  them  at  all. 
Senator  Kellogg.  But  the  property  investment  is  large. 
Mr.  Kruttschniit.  The  property  investment  is,  in  some  cases, 
quite  large. 

Senator  Kellogg.  .Well,  ultimately,  as  I  understand  Mr.  Thom  to 
say,  there  must  be  a  commission  or  a  court  to  fix  the  value  of  the  use 
anyhow.  The  question  is  whether  the  valuation  of  that  use  should 
not  be  fixed  as  to  all  roads  by  the  same  commission,  and  with  the 
right  to  review  it  in  the  courts,  because  Congress  can  not,  apparently, 
without  the  consent  of  the  roads?  fix  the  compensation.  Either  you 
or  Mr.  Thom  may  express  your  views  on  that. 

Mr.  Kruttschnitt.  But  is  it  not  within  jrour  power  to  sanction 
beforehand  such  an  agreement  on  such  prescribed  basic  principles  as 
the  President  might  make,  and  engage  to  pay  a  guaranty  that  might 
have  to  be  paid  under  his  act  ? 
Senator  Kellogg.  Quite  likely  we  could  do  that. 
Mr.  Kruttschnitt.  If  an  act  providing  for  reasonable  basic 
method  of  compensation  should  be  approved  by  you — although  you 
say  you  can  not  legally  require  the  roads  to  accept  it — it  is  a  fact,  I 
believe,  that  out  of  six  or  seven  hundred  corporations,  probably  95 
to  98  per  cent  would  accept  it,  and  instead  of  having  these  settle- 
ments dragged  interminably  through  commissions  and  courts,  you 
would  dispose  of  nearly  all  of  them  at  once;  there  would  be  excep- 
tional cases  only  where  an  appeal  would  have  to  be  made  to  this 
board  of  auditors  prescribed  in  the  bill,  or  the  Court  of  Claims.  It 
seems  to  me  that  Congress  could  provide  or  authorize  the  President 
to  make  such  settlements  as  would  practically  wipe  this  whole  thing 
out,  with  very  few  exceptions. 

Senator  EIellogg.  Your  executive  committee,  which  has  repre- 
sented the  railroads  during  the  last  few  months,  I  suppose  has  kept 
in  touch  with  the  most  important  roads  in  the  United  States,  or  their 
executive  officers,  have  you  not? 
Mr.  Kruttschnitt.  Yes,  sir;  we  have  tried  to. 
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not  say.    I  still  believe  you  could  not  have  any  standard  method  of 
doing  it  that  would  not  vary  with  different  roads. 

Senator  Kellogg.  I  suppose  it  is  impossible  to  .borrow  money  to 
any  great  extent  in  the  market  now  by  any  road  ? 

Mr.  Khuttschnitt.  Well,  impossible  is  a  very  inflexible  word; 
but  I  should  say  jrou  could  not  get  it  on  any  terms  that  you  could 
afford  to  pay.  Railroads  could  not  get  it  in  large  sums ;  they  could 
not  afford  to  pay  the  terms. 

Senator  Kellogg.  That  is  all  I  care  to  ask. 

Senator  Cummins.  Mr.  Chairman,  I  have  already  interrogated  the 
witness,  and  1  do  not  want  to  do  it  again  until  all  the  rest  have  had 
a  chance ;  but  there  are  one  or  two  questions  that  are  suggested  by 
the  inquiry  made  by  Senator  Underwood  that  I  would  like  to  ask  of 
the  witness.  I  would  like  to  say,  in  connection  with  the  idea  of 
Senator  Underwood  regarding  the  directors  or  shareholders,  that  I  , 
would,  of  course,  expect  them  to  raise  the  question  of  compensation 
for  capital  put  into  the  properties  since  the  30th  of  June,  1917. 
Quite  a  good  deal  has  gone  in  in  the  last  six  months.  Some  com- 
pensation should  be  accorded  the  capital  that  went  in  in  the  last 
half  of  the  calendar  year  1917. 

Senator  Underwood.  Is  there  any  provision  in  this  bill  as  it  stands 
now  to  cover  that  question  ? 

Senator  Cummin  s.  I  do  not  think  so,  but  I  think  there  should  be. 

Senator  Underwood.  Then,  if  there  is  no  provision  along  that 
line,  and  we  were  to  adopt  the  bill  in  its  present  form,  you  do  not 
think  it  would  be  satisfactory  to  your  directors  and  stockholders? 

Mr.  Krtjttschnitt.  This  was  an  afterthought.  I  said  earlier  in 
my  testimony  that  I  thought  that  there  should  be  compensation  given 
for  capital  that  was  put  in  after  this  test.  When  I  answered  you 
I  was  afraid,  unless  I  made  this  explanation,  that  my  answer  would 
be  considered  too  broad  and  not  subject  to  what  I  said  before  about 
interest  on  money  put  into  the  property  since  the  30th  of  June,  1917. 

Sehator  Underwood.  The  reason  I  asked  you  this  question  is  that, 
I  take  it,  if  the  Government  had  not  taken  over  the  railroads  that, 
under  existing  law,  the  railroads  are  allowed  to  enter  the  Court  of 
Claims  and  sue  for  a  just  compensation ;  that  is  the  status  that  exists 
to-day  if  the  Government  has  taken  over  the  property.  But  we  are 
considering  the  question  of  trying  to  avoid  a  lawsuit  and  trying  to 
fix  the  status  under  which  a  lawsuit  can  be  avoided  and  a  present 
determination  reached.  Of  course,  if  the  terms  of  the  bill  are  not 
broad  enough  within  which  the  Government  and  the  railroads  can 
get  together,  then  our  legislation  is  futile  and  there  is  no  use  in 
proceeding  with  it;  and  that  is  the  reason  I  asked  the  question, 
because  I  wanted  to  try  to  get  from  you  tjie  terms  on  vour  side  of  the 
question  which  you  thought  it  would  be  possible  for  your  stock- 
holders to  reach  an  agreement  with  the  Government  upon. 

Mr.  Krtjttschnitt.  And  I  only  made  this  remark  to  make  my 
answer  complete.  It  seemed  to  me  it  was  not  complete  in  the  way 
I  had  given  it  before. 

Senator  Cummins.  Inasmuch  as  the  Southern  Pacific  has  been 
mentioned,  I  would  like  to  know  what  the  plan  of  the  bill  will  do  for 
the  Southern  Pacific.  Have  you  with  you  the  railway  operating 
income  of  the  Southern  Pacific — I  do  not  mean  the  income — but  have 
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Mr.  Kruttschnitt.  I  should  say  many  roads;  not  a  good  many. 
I  think  it  is  true  of  the  Burlington.  I  think  it  is  true  perhaps  of 
the  Northern  Pacific  and  Atchison. 

Senator  Kellogg.  And  the  Great  Northern? 

Mr.  Kruttschnitt.  And  the  Great  Northern  and  some  of  the 
eastern  roads. 

Senator  Kellogg.  Some  of  them  require  additional  capital,  do  thev 
not? 

Mr.  Kruttschnitt.  The  roads,  Senator,  are  a  good  deal  like  indi- 
viduals. We  have  told  our  people,  "  You  must  treat  the  finances  of 
this  road  as  you  do  your  personal  expenses;  in  other  words,  you 
must  not  want  what  you  can  not  pay  for  or  you  must  not  want  it 
very,  very  badly." 

Senator  Kellogg.  Have  you  any  plan  to  suggest  in  connection 
with  this  legislation  as  to  how  the  capital  shall  be  secured  to  the 
Government  for  advances  to  the  railroads? 

Mr.  Kruttschnitt.  The  only  thought  I  have  given  it  has  been 
about  capital  required  to  buy  equipment.  Of  course  that  would  be 
a  very  large  sum.  Pretty  much  every  road  in  the  country,  or  a  good 
many  of  them,  do  as  we  are  doing.  We  ourselves  have  borrowed 
money  on  what  we  call  equipment  trust  notes.  We  enter  into  an 
arrangement  with  a  trust  company  by  which  they  furnish  money  to 
pay  for  equipment  and  they  put  plates  on  the  cars  indicating  their 
ownership,  and  the  carriers  pay  for  the  cars  in  annual  partial 
payments.  They  generally  make  an  initial  payment  from  10  to  15  or 
20  per  cent  of  the  cost  of  the  cars,  depending  upon  the  standing  of 
the  carrier,  and  the  other  payments  are  spread  over  10,  15,  or  20 
years,  which  is  a  matter  that  is  a  subject  of  negotiation. 

To  our  executive  committee,  when  we  sat  here  in  Washington, 
there  was  several  times  conveyed  the  suggestion  that  the  Government 
might  help  us  to  get  equipment.  It  was  thought  that  if  the  Govern- 
ment should  do  so  that  they  would  have  perfect  security  in  an  equip- 
ment trust.  In  other  words,  the  equipment  would  belong  to  the 
Government,  and  its  lien  would  not  be  removed  until  the  carriers 
had  paid  for  it  in  full. 

Senator  Kellogg.  That  would  be  comparatively  simple  in  the  case 
of  equipment  or  betterments  and  improvements  consisting  of  prop- 
erty entirely  separate  from  the  physical  property  of  the  railroads  now 
existing;  but  if  any  road  needed  any  borrowed  capital  for  better- 
ments, such  as  double  tracking,  or  increasing  yards,  or  increasing 
weight  of  rail,  or  anything  of  that  nature,  it  could  not  be  separated 
f r6m  the  property,  and  it  would  not  be  fair  to  the  security  holders— 
the  Government — to  attempt  to  get  a  lien  ahead  of  the  other  security 
holders  if  it  could — I  suppose  it  could  not. 

Mr.  Kruttschnitt.  I  do  not  think  it  could. 

Senator  Kellogg.  Probably  not.  WoulcJ  you  suggest  that  the 
individual  railroad  company  issue  its  securities  and  pledge  them 
with  the  Government  for  the  money? 

Mr.  Kruttschnitt.  I  think  that  is  a  case  which  would  have  to  be 
dealt  with  individually  with  each  carrier.  Some  might  give  better 
security  than  others.  I  take  it  the  Government  or  the  agents  of 
the  Government,  would  exact  the  very  best  security,  and  no  carrier 
could  object  to  giving  it.    But  just  how  it  should  be  done  I  could 
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not  say.  I  still  believe  you  could  not  have  any  standard  method  of 
doing  it  that  would  not  vary  with  different  roads. 

Senator  Kellogg.  I  suppose  it  is  impossible  to  .borrow  money  to 
any  great  extent  in  the  market  now  by  any  road  ? 

Mr.  Khuttschnitt.  Well,  impossible  is  a  very  inflexible  word; 
but  I  should  say  you  could  not  get  it  on  any  terms  that  you  could 
afford  to  pay.  Railroads  could  not  get  it  in  large  sums;  they  could 
not  afford  to  pay  the  terms. 

Senator  Kellogg.  That  is  all  I  care  to  ask. 

Senator  Cummins.  Mr.  Chairman,  I  have  already  interrogated  the 
witness,  and  1  do  not  want  to  do  it  again  until  all  the  rest  nave  had 
a  chance;  but  there  are  one  or  two  questions  that  are  suggested  by 
the  inquiry  made  by  Senator  Underwood  that  I  would  like  to  ask  of 
the  witness.  I  would  like  to  say,  in  connection  with  the  idea  of 
Senator  Underwood  regarding  the  directors  or  shareholders,  that  I 
would,  of  course,  expect  them  to  raise  the  question  of  compensation 
for  capital  put  into  the  properties  since  the  30th  of  June,  1917. 
Quite  a  good  deal  has  gone  in  in  the  last  six  months.  Some  com- 
pensation should  be  accorded  the  capital  that  went  in  in  the  last 
half  of  the  calendar  year  1917. 

Senator  Underwood.  Is  there  any  provision  in  this  bill  as  it  stands 
now  to  cover  that  question  ? 

Senator  Cummins.  I  do  not  think  so,  but  I  think  there  should  be. 

Senator  Underwood.  Then,  if  there  is  no  provision  along  that 
line,  and  we  were  to  adopt  the  bill  in  its  present  form,  you  do  not 
think  it  would  be  satisfactory  to  your  directors  and  stockholders  ? 

Mr.  Krtjttschnitt.  This  was  an  afterthought.  I  said  earlier  in 
my  testimony  that  I  thought  that  there  should  be  compensation  given 
for  capital  that  was  put  in  after  this  test.  When  I  answered  you 
I  was  afraid,  unless  I  made  this  explanation,  that  my  answer  would 
be  considered  too  broad  and  not  subject  to  what  I  said  before  about 
interest  on  money  put  into  the  property  since  the  30th  of  June,  1917. 

Sehator  Underwood.  The  reason  I  asked  you  this  question  is  that, 
I  take  it,  if  the  Government  had  not  taken  over  the  railroads  that, 
under  existing  law,  the  railroads  are  allowed  to  enter  the  Court  of 
Claims  and  sue  for  a  just  compensation ;  that  is  the  status  that  exists 
to-day  if  the  Government  has  taken  over  the  property.  But  we  are 
considering  the  question  of  trying  to  avoid  a  lawsuit  and  trying  to 
fix  the  status  under  which  a  lawsuit  can  be  avoided  and  a  present 
determination  reached.  Of  course,  if  the  terms  of  the  bill  are  not 
broad  enough  within  which  the  Government  and  the  railroads  can 
get  together,  then  our  legislation  is  futile  and  there  is  no  use  in 
proceeding  with  it;  and  that  is  the  reason  I  asked  the  question, 
because  I  wanted  to  try  to  get  from  you  the  terms  on  vour  side  of  the 
question  which  you  thought  it  would  be  possible  for  your  stock- 
holders to  reach  an  agreement  with  the  Government  upon. 

Mr.  Kruttschnitt.  And  I  only  made  this  remark  to  make  my 
answer  complete.  It  seemed  to  me  it  was  not  complete  in  the  way 
I  had  given  it  before. 

Senator  Cummins.  Inasmuch  as  the  Southern  Pacific  has  been 
mentioned,  I  would  like  to  know  what  the  plan  of  the  bill  will  do  for 
the  Southern  Pacific.  Have  you  with  you  the  railway  operating 
income  of  the  Southern  Pacific — I  do  not  mean  the  income — but  have 
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you  the  table  showing  the  railway  operating  income  of  the  Southern 
Pacific  for  the  three  years  that  are  mentioned  in  the  bill  as  a  basis 
ior  reaching  the  guaranty  ? 

Mr.  Kruttschnitt.  I  think  I  have. 

Senator  Cummins.  What  was  the  railway  operating  income  of  the 
Southern  Pacific  in  each  of  the  three  years  ending  June  30,  1917, 

1916,  and  1915? 

Mr.  Kruttschnitt.  I  can  give  you  that  if  you  will  let  me  put  the 
word  "  net "  in  front  of  it.  I  have  had  to  figure  that,  because  I  have 
not  the  net  railway  operating  income  there  used. 

Senator  Cummins.  Well,  put  that  word  before  it. 

Mr.  Kruttschnitt.  The  net  railway  operating  income  of  the 
Southern  Pacific  and  proprietary  companies  for  1915,  for  the  fiscal 
year,  was  $35,777,000.  That  was  3.8  per  cent  on  the  property  in- 
vestment. The  additional  property  investment  to  the  1st  of  January, 
1918,  was  estimated  at  substantially  $62,500,000. 

Senator  Cummins.  I  am  asking  simply  for  the  net  railway  operat- 
ing income  for  each  of  those  three  years.  I  would  like  to  have  that 
separate  from  the  other  information. 

Mr.  Kruttschnitt.  I  thought  you  also  asked  for  the  return  on  the 
property  investment 

Senator  Cummins.  No;  I  did  not. 

Mr.  Kruttschnitt.  Then  I  will  confine  myself  to  your  question 
exactly.  For  the  fiscal  year  1915  the  net  railway  operating  income 
was  $35,777,000;  for  the  fiscal  year  1916  it  was  $47,500,000;  and  for 

1917,  the  fiscal  year,  $60,525,000. 

Senator  Cummins.  1  did  not  know  it  was  so  high;  I  think  you 
have  made  a  mistake,  but  I  am  not  sure.  Will  you  now  state  the 
amounts-  paid  by  the  Southern  Pacific  Railway  Co.,  or  this  same 
property,  as  interest  on  its  funded  and  unfunded  debt  as  well,  and  the 
amount  paid  as  dividends  upon  its  stock. 

Mr.  Kruttschnitt.  I  can  answer  the  last  question  very  easily.  It 
has  been  uniformly  6  per  cent  on  the  capital  stock,  which  is  about 
$273,000,000,  or,  say,  $16,380,000.  As  to  the  interest  on  the  funded 
debt,  that,  of  course,  varies  from  year  to  year. 

I  find  I  have  not  the  information  concerning  the  payment  of  in- 
terest. 

Senator  Cummins.  I  have  here  the  payment  of  interest  for  the 
calendar  year  1916. 

Mr.  Kruttschnitt.  Pardon  me,  Senator,  I  have  a  copy  of  the  an- 
nual report  for  1917,  which  ought  to  give  the  1916  figures  also.  I 
will  look  it  up,  if  you  will  indulge  me  a  moment.  I  will  give  it  to 
you  for  the  fiscal  years  ending  June  30, 1915,  and  1916.  We  have  not 
published  the  report  for  the  year  ending  June  30,  1917,  because  the 
year  has  been  changed. 

Senator  Cummins.  That  is  about  $11,000,000,  is  it  not? 

Mr.  Kruttschnitt.  The  funded  interest? 

Senator  Cummins.  The  interest  on  the  funded  and  unfunded  debt 

Mr.  Kruttschnitt.  It  is  much  more  than  that. 

Senator  Cummins.  I  beg  your  pardon,  but  the  report  here  says 

Mr.  Kruttschnitt.  Why,  it  was  $25,100,000  in  1915. 

Senator  Cummins.  The  commission  has  reported  that  your  inter- 
est on  the  funded  debt  for  the  year  ending  December  31,  9116,  was 
$12,288,595. 
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Mr.  Kruttschnitt.  What  I  assume  the  commission  has  done  is 
this :  That  if  they  were  asked  for  the  Southern  Pacific,  they  probably 
passed  the  question  over  to  some  accountant  to  make  up,  and  you  got 
the  interest  on  the  funded  debt  of  the  properties  that  are  operated 
by  the  Southern  Pacific  Co.  under  lease.  That  includes  the  properties 
in  Arizona,  New  Mexico,  California,  Oregon,  Utah,  and  Nevada.  It 
does  not  take  account  of  the  properties,  all  of  the  stock  of  which  is 
owned  by  the  Southern  Pacific  Co.,  but  which  are  operated  by  the 
companies  themselves ;  that  is,  all  the  lines  in  Texas  and  Louisiana. 
The  figures  I  gave  are  for  all  the  Southern  Pacific  lines. 

Senator  Cummins.  Those  items,  I  assume,  are  included  in  the  items 
of  interest  charged  against  those  properties,  because  the  Southern 
Pacific  did  not  issue  those  bonds  or  mortgages. 

Mr.  Kruttschnitt.  No ;  but  the  payments  of  interest  on  those  are 
all  included  in  the  operations  of  the  Southern  Pacific  Co.  The  in- 
come account  is  for  the  Southern  Pacific  and  proprietary  companies 
combined. 

Senator  Cummins.  I  have  no  other  information  than  I  get  from 
the  Interstate  Commerce  Commission. 

Mr.  Kruttschnitt.  Those  are  the  same  companies  for  which  I  just 
gave  the  net  operatingincome. 

Senator  Cummins.  Will  you  state  the  interest  again  ? 

Mr.  Kruttschnitt.  The  interest  on  funded  debt — that  is,  bonds 
and  notes — amounts  to  $25,100,000 ;  the  interest  on  the  unfunded  debt 
is  about  $350,000.  For  1916  the  interest  on  the  funded  debt  was  $24,- 
600,000,  and  on  the  unfunded  debt  about  $300,000. 

Senator  Cummins.  What  was  your  surplus  after  payment  of  in- 
terest and  dividends  ? 

Mr.  Kruttschnitt.  Under  the  form  of  account  we  have,  the  in- 
come balance  transferred  to  the  credit  of  profit  and  loss — that  is, 
after  the  payment  of  interest  and  car  rental  and  the  items  prescribed 
by  the  commission — the  income  balance,  which  includes  income  de- 
rived from  outside  investments  and  out  of  which  we  could  pay  divi- 
dends in  1915,  was  $19,600,000.  The  dividend  was  6  per  cent  on  the 
stock,  and  consumed  about  $16,400,000.  That  left,  outside  of  the  divi- 
dends and  interest,  $3,200,000,  the  actual  surplus  which  we  put  back 
into  the  property. 

Senator  Cummins.  Which  you  put  back  into  the  property? 

Mr.  Kruttschnitt.  Yes;  and  1916,  the  income  balance  which 
includes  income  from  outside  investments  was  $29,950,000,  and  de- 
ducting the  6  per  cent  dividend  of  $16,400,000  left  $13,550,000  as 
a  surplus  to  put  into  the  property. 

Senator  Cummins.  No  matter  what  the  amount  is,  I  am  calling 
attention  to  this  simply  to  refer  to  a  point  in  this  bill,  relating  to 
this  guaranty :  Assuming  that  you  have  the  same  income  that  you 
will  have  under  the  guarantee,  as  you  put  back  the  three  millions 
or  ten  millions,  as  the  case  may  be,  over  and  above  the  payment  of 
interest  upon  debts  and  dividends,  the  Government  then  is  to  pay 
your  company,  in  addition  to  the  net  income  of  the  average  of  these 
three  years,  interest  upon  this  addition  to  your  property? 

Mr.  Kruttschnitt.  It  should.  That  surplus  belongs  to  the  share- 
holders, whether  declared  as  a  dividend  or  left  in  the  treasury. 
It  is  their  property,  and  if  it  is  invested  in  their  property  it  still 
remains  their  property. 


222        GOVERNMENT  CONTROL  AND  OPERATION   OF  RAILROADS. 

Senator  Cummins.  I  am  not  arguing  the  question  of  its  propriety 
or  impropriety;  I  simply  want  to  make  the  point  perfectly  clear 
that  when  this  plan  goes  into  effect,  that  the  $250,000,  or  $300,000 
of  surplus  which  the  roads  had,  and  which  was  not  used  in  paying 
dividends  or  interest,  when  it  goes  back  into  the  property,  the 
Government  has  to  begin  paying  interest  on  that  in  addition  to 
guaranteeing  the  net  income. 

Senator  Kellogg.  Under  what  provisions  of  the  bill,  Senator? 

Mr.  Kruttschnitt.  Of  course  it  gets  the  use  of  all  that  property. 

Senator  Cummins.  That  is  all  I  have. 

The  Acting  Chairman.  Are  there  any  other  Senators  who  desire 
to  ask  the  witness  any  questions? 

Senator  Pomerene.  What  amount  of  money  have  the  roads  put 
into  the  betterments  since  June  30,  1917? 

Mr.  Thom.  Senator,  we  will  have  that  for  you. 

Mr.  Kruttschnitt.  I  can  give  that  for  my  own  company  only. 

Senator  Pomerene.  Very  well,  then,  vou  need  not  bother  with  that. 

Mr.  Kruttschnitt.  The  last  half  of  1917  we  put  about  $8,350,000 
all  into  betterments.  I  can  not  give  you  it  by  the  half  years  be- 
cause, you  see,  our  accounts  close  for  the  fiscal  year  ending  June  30. 
We  have  no  report  ending  June  30,  1917.  Our  next  report  will  be 
for  the  calendar  year. 

Senator  Pomerene.  Can  you  give  it  for  1916  ? 

Mr.  Kruttschnitt.  I  can  give  it  for  1916.  The  additional  prop- 
erty investment  in  1916  was  substantially  $30,000,000. 

Senator  Pomerene.  Is  your  objection  to  the  year  1915  a  general 
objection  lodged  against  this  bill  by  all  of  the  railroad  companies? 

Mr.  Kruttschnitt.  Yes,  sir. 

Senator  Pomerene.  Looking  at  this  wholly  from  the  standpoint 
of  the  railroads,  of  course,  this  is  a  plan  oi  authorization  to  the 
President  alone,  and  if  it  were  adopted  as  law,  it  would  still  be 
within  the  power  of  any  railroad  company  to  refuse  to  enter  into 
the  agreement  based  upon  that  plan. 

Mr.  Kruttschnitt.  That  is  true,  but  as  I  said  in  answer  to  a 

Question,  I  think,  of  Senator  Kellogg's,  it  seems  to  me  that  it  is 
esirable  for  the  Government  to  give  that  peace  of  mind  of  the 
security  holders  which  the  President  wishes  to  maintain. 

Senator  Pomerene.  I  agree  with  you. 

Mr.  Kruttschnitt.  And  that  there  should  not  be  contests;  that 
the  basis  of  agreement  should  be  so  fair  that  substantially  all  the 
railroads  will  come  at  once  and  make  a  written  agreement  with  the 
President  that  they  will  be  satisfied.  That  will  last  during  the  war, 
and  it  will  quiet  all  uneasiness  of  investors,  etc.,  as  to  the  future  of 
railway  securities. 

Mr.  Tho3i.  May  I  point  out.  Senator,  that  the  effect  of  the  bill 
as  written  is  to  limit  the  discretion  of  the  President  in  making  that 
arrangement.  Even  if  you  gave  him  discretion  to  use  the  years 
1915,  1916,  and  1917,  that  would  not  be  mandatory  upon  him  to  do 
it  if  he  thought  it  unjust. 

Senator  Pomerene.  I  know ;  it  is  simply  a  powers  of  attorney. 

The  Acting  Chairman.  Are  there  any  other  questions? 

Senator  Townsend.  Relative  to  this  agreement,  did  you  and  the 
other  representatives  of  the  railroads  have  a  talk  with  the  President 
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before  he  made  his  proclamation  as  to  the  terms  he  would  prescribe 
for  compensation? 

Mr.  Kruttschnitt.  We  did;  that  is,  our  executive  committee — 
what  was  commonly  known  as  the  railroad  war  board. 

Senator  Town  send.  That  was  understood  to  represent  railroads 
generally  throughout  the  United  States? 

Mr.  Kruttschnitt.  Yes,  sir. 

Senator  Townsend.  And  did  you  try  to  ascertain  at  that  time 
whether  there  would  be  opposition  to  the  plan  or  not  on  the  part  of 
any  of  the  railroads? 

Mr.  Thom.  I  interpreted  your  question  as  asking  the  witness 
whether  or  not  the  war  board  had  a  discussion  with  the  President  on 
this  specific  plan  of  the  three  years.    Am  I  right  on  that? 

Senator  Townsend.  My  question  was — I  did  not  have  any  refer- 
ence to  the  war  board  particularly — the  witness  stated  that  the  war 
board  had  done  it;  but  my  question  was  whether  he  or  any  of  the 
other  railroad  representatives  had  talked  over  the  plan  of  compensa- 
tion or  the  taking  over  of  the  railroads  prior  to  the  President's 
proclamation,  and  I  understood  the  witness  to  say  he  had. 

Mr.  Kruttschnitt.  We  did ;  the  five  of  us  went  up  and  talked  to 
the  President  in  a  general  way  as  to  the  work  we  were  doing,  what 
we  had  accomplished,  and  he  went  on  to  say  that — he  very  kindly 
expressed  some  appreciation  of  what  had  been  done,  but  added  that 
he  thought  there  were  a  great  many  things  that  he  or  the  Govern- 
ment could  do  which  we  could  not  do,  because  we  could  not  disre- 
gard existing  laws.  Our  talk  was  of  a  very  general  nature  and  none 
of  these  details  were  discussed. 

Senator  Townsend.  You  did  discuss  the  problem  of  remuneration, 
did  you  not? 

Mr.  Kruttschnitt.  No;  he  simply  said  he  had  in  mind  something 
along  the  line  of  the  British  plan;  that  he  approved  the  idea  only, 
without  going  into  any  details.  He  was  not  bothering  about  the 
details,  but  he  thought  the  plan  generally  a  fair  one.  He  went  into 
very  little  detail  indeed. 

Senator  Townsend.  Well,  the  railroad  men  there  represented  were 
satisfied  that  they  were  going  to  have  ample  protection  under  any 
plan  the  President  proposed,  as  far  as  he  was  concerned? 

Mr.  Kruttschnitt.  The  President's  talk  with  us  was  most  re- 
assuring, very  reassuring,  and  we  went  away  feeling  confident  of  his 
intention  to  treat  the  railroads  considerately  and  fairly.  The  thought 
that  seemed  to  be  uppermost  in  his  mind  at  the  time  was  the  necessity 
of  reassuring  security  holders,  so  they  would  not  feel  uneasy  about 
their  investments  in  railroads. 

Senator  Townsend.  You  are  pretty  well  satisfied  that  all  of  the 
railroads  will  accept  this  proposition  if  it  is  adopted  by  Congress? 
You  do  not  think  that  those  to  whom  this  would  be  exceedingly  favor- 
able would  accept  it,  while  those  to  whom  it  was  not  favorable  would 
reject  it,  and  thus  put  an  additional  burden  on  the  United  States  ? 

Mr.  Kruttschnitt.  I  will  repeat  what  I  said  before,  that  I  think 
the  disposition  of  most  of  the  railroads  is  to  assume  their  burdens  in 
the  winning  of  this  war,  and  anything  that  is  at  all  fair  and  reason- 
able they  will  be  disposed  to  accept.  There  are  some  railroads  on 
which  I  think  this  proposition,  as  it  is  outlined  in  the  bill,  would  bear 
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so  hard  that  they  would  be  compelled  to  ask  for  relief  in  the  courts, 
for  which  the  bill  provides. 

Senator  Townsend.  I  was  just  going  to  ask  you  if  you  knew  that, 
but  you  have  answered  my  question.  How  many  roads  of  that  kind 
do  you  think  there  are? 

Mr.  Kruttschnitt.  I  do  not  know.  We  gave  up  our  offices  and 
stopped  all  inquiry  after  the  proclamation  of  the  President,  because 
we  had  no  longer  any  authority.  No;  we  could  not  make  inquiries 
in  this  direction  before,  because  everything  happened  much  too 
quickly. 

Senator  Townsend.  That  is  all. 

Mr.  Thom.  Am  I  permitted  to  ask  a  question  or  two? 

The  Acting  Chairman.  Without  objection,  you  may.^ 

Mr.  Thom.  Mr.  Kruttschnitt,  there  was  no  discussion  with  or 
agreement  upon  a  plan  with  the  President  approving  this  average 
of  these  special  three  years  ?^ 

Mr.  Kruttschnitt.  No,  sir ;  we  did  not  mention  them. 

Senator  Robinson.  Did  the  railroad  war  board  discuss  other  plans 
of  adjusting  the  plan  of  compensation? 

Mr.  Kruttschnitt.  No;  I  have  really  given  you,  in  answer  to 
Senator  Townsend's  question,  a  brief  outline  of  everything  that  took 
place. 

Senator  Robinson.  I  have  not  asked  you  what  occurred  in  the  con- 
ference with  the  President ;  I  do  not  care  to  go  into  that :  but  what  I 
am  desirous  of  knowing  is  whether  any  other  plan  of  adjusting  this 
matter  of  compensation  than  that  discussed  and  suggested  by  the 
President  has  been  seriously  discussed  by  the  representatives  of  the 
railroads? 

Mr.  Kruttschnitt.  No;  the  representatives  of  the  railroads  con- 
sidered the  President's  method  fair  and  the  only  objection  is  to  some 
details,  and  I  have  tried  to  point  them  out. 

Senator  Robinson.  You  would  like  the  years  reduced  to  two  and 
the  vear  1915  excluded,  because  you  think  it  was  an  exceptional  year? 

Mr.  Kruttschnitt.  Yes,  sir;  and  a  return  paid  on  the  additional 
capital  put  into  the  railroads  at  the  end  of  the  period. 

Senator  Robinson.  Before  going  into  the  other  branch  of  the  sub- 
ject, if  Mr.  Kruttschnitt  wishes  to  make  his  statement  in  relation  to 
that  at  this  time,  I  suggest  we  take  a  recess  until  to-morrow  morning. 

Senator  Watson.  Ft  occurred  to  me — and  I  intended  to  lead  up 
to  it  in  some  other  questions — as  to  what  the  railroad  war  board  had 
done  and  what  it  had  accomplished,  and  wherein  it  had  failed,  if  it 
had  failed. 

Senator  Robinson.  Do  you  want  to  take  that  up  this  afternoon? 

Senator  Watson.  I  do  not  like  to  take  two  bites  at  a  cherry,  and 
as  long  as  the  witness  was  here  I  thought  I  might  go  ahead. 

The  Acting  Chairman.  I  was  about  to  suggest  that  we  will  have 
to  begin  voting  on  amendments  to  the  bill,  which  is  the  special  order 
of  the  day,  and  if  any  member  of  the  committee  desires  to  question 
the  witness  on  any  other  lines,  it  might  be  advisable  to  take  a  recess 
until  to-morrow  morning. 

Mr.  Thom.  I  wanted  to  get,  at  this  point,  in  connection  with  the 
question  of  Senator  Cummins,  some  additional  figures  with  respect 
to  the  Southern  Pacific.    It  will  just  require  two  or  three  minutes. 

The  Acting  Chairman.  You  desire  to  put  them  in  now? 
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Mr.  Thom.  I  did  desire  to  do  so,  in  connection  with  the  question 
of  Senator  Cummins,  so,  that  it  would  not  be  so  far  removed  on  the 
record. 

The  Acting  Chaibman.  Very  well ;  you  may  put  them  in  now. 

Mr.  Thom.  Mr.  Kruttschnitt,  I  will  be  glad  if  you  will  give  for 
the  Southern  Pacific  and  proprietary  companies  the  three-year  aver- 
age of  the  net  operating  income  for  1915, 191(5,  and  1917. 

Mr.  Kbuttschnitt.  The  three-year  average  of  net  operating  in- 
come, covering  the  years  ending  June  30,  1915,  1916,  and  1917,  for 
the  Southern  Co.  and  proprietary  companies  was  $47,936,000. 

Mr.  Thom.  What  was  the  three-year  average  of  the  property  in- 
vestment for  those  three  years? 

Mr.  Kruttschnitt.  The  average  property  investment  for  those 
three  years  was  $956,211,000. 

Mr.  Thom.  And  what  was  the  average  rate  of  return  for  the  three 
yeare  of  that  property  investment? 

Mr.  Kbuttschnitt.  5.01  per  cent. 

Mr.  Thom.  That  is  all  I  wanted  to  put  in. 

Senator  Robinson.  What  was  the  net  operating  income  for  the 
fiscal  year  1914  ? 

Mr.  Thom.  We  have  not  got  that  here,  Senator,  but  we  can  get  it 
for  you. 

Senator  Robinson.  I  would  like  to  have  it  in  order  to  compare  it 
with  the  other  averages. 

Senator  Cummins.  He  has  stated  that  very  fully  in  his  prior  ex- 
amination. 

Senator  Robinson.  As  to  1914? 

Senator  Cummins.  Yes. 

Senator  Robinson.  If  he  has  put  it  in  already,  I  will  not  press  it 
further. 

The  Acting  Chairman.  What  is  the  pleasure  of  the  committee  as 
to  recessing? 

Senator  Kobinson.  I  move  to  take  a  recess  and  meet  at  10  o'clock 
to-morrow  morning  in  the  Senate  Office  Building. 

(Whereupon,  at  4.25  o'clock  p.  m.,  a  recess  was  taken  until  to-mor- 
row, Tuesday,  January  8,  1918,  at  10  o'clock  a.  m.) 
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TUESDAY,  JANTJABY  8,  1918. 

United  States  Senate, 
Committee  on  Interstate  Commerce, 

Washington^  D.  C. 

The  committee  met  at  10  o'clock  a.  m.,  pursuant  to  adjournment, 
at  Room  326  Senate  Office  Building,  Senator  Ellison  D.  JSmith,  or 
South  Carolina  (chairman)  presiding. 

Present:  Senators  Pomerene,  Robinson,  Lewis,  Underwood,  Cum- 
mins, Townsend,  La  Follette,  Poindexter,  Lane,  Watson,  and  Kellogg. 

The  Chairman.  Mr.  Thorn,  are  you  ready  to  proceed? 

Mr.  Thom.  Yes,  sir ;  we  are  ready  to  proceed.  Before  proceeding, 
Mr.  Chairman,  I  desire  to  state  that  I  find  in  the  morning  paper  a 
reference  to  yesterday's  hearing,  which  in  referring  to  my  appearance 
before  this  committee,  makes  the  following  statement : 

He- 
Meaning  me — 

indicated  that  the  roads  would  fight  to  retain  all  their  property  during  the 
period  of  Federal  control. 

I  understand,  though  I  have  not  the  paper  present  now,  that  there 
is  another  paper  that  exploits  that  same  idea  in  headlines.  I  think 
I  made  it  clear  yesterday — at,  least,  I  tried  to  do  so — that  we  were 
in  no  way  controversial,  nor  acting  in  a  contentious  spirit  in  respect 
to  this  matter,  and  were  not  fighting  at  all ;  that  we  were  in  no  way 
obstructing,  and  that  we  had  determined  merely  to  lay  the  facts  be- 
fore the  committee  for  such  weight  as  they  would  have,  and  I  think 
I  can  appeal  to  the  chairman  and  other  members  of  the  committee 
that  that  article  in  no  way  interprets  properly  my  attitude  before 
this  committee. 

The  Chairman.  As  the  chairman  of  the  committee,  my  impression 
was  that  your  statement  was  that  you  wanted  to  work  in  harmony 
with  the  administration.    That  was  my  impression. 

STATEMENT  OF  MB.  JULIUS  KEUTTSCHNITT— Eesumed. 

Senator  Watson.  Mr.  Kruttschnitt,  what  was  the  name  of  the 
board  under  which  the  railroad  managers  acted  ? 

Mr.  Kruttschnitt.  Its  official  title  was  The  Executive  Committee 
of  the  Special  Committee  on  National  Defense  of  the  American  Rail- 
way Association.  That  was  so  long  and  cumbersome  that  people 
began  calling  it  "The  Railroad  War  Board,"  and  that  name  was 
really  substituted  for  the  other,  not  officially,  but  by  custom. 

Senator  Watson.  How  was  this  board  selected? 
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.Mr.  Kruttschnitt.  It  came  into  being  thus:  Five  days  after 
the  declaration  of  war  by  the  United  States  on  Germany,  Secretary 
Lane  introduced  and  had  passed  a  resolution  in  the  Council  of 
National  Defense,  reading  as  follows : 

Resolved,  That  Commissioner  Hall  be  requested  to  call  on  the  railroads  to  so 
organize  their  business  as  to  lead  to  the  greatest  expedition  in  movement  of 
freight. 

In  response  to  that  resolution  the  chief  executives  of  most  of  our 
large  systems — I  think  50  or  60— assembled  in  Washington  and 
passed  certain  resolutions. 

Resolved,  That  the  railroads  of  the  United  States,  acting  through  their  chief 
executive  officers  here  and  now  assembled,  and  stirred  by  a  high  sense  of  their 
opportunity  to  be  of  the  greatest  service  to  their  country  in  the  present  national 
crises,  do  hereby  pledge  themselves  with  the  Government  of  the  United  States 
and  with  the  government  of  the  several  States,  and  one  with  another,  that 
during  the  present  war  they  wiU  coordinate  their  operations  in  a  continental 
railroad  system  merging  during  such  period  all  their  merely  individual  com- 
petitive activities  in  the  effort  to  produce  a  maximum  of  national  transportation 
efficiency.  To  this  end  we  hereby  agree  to  create  an  organization  which  will 
have  general  authority  to  formulate  in  detail  and  from  time  to  time  a  policy 
of  operation  with  all  or  any  of  the  raUroads,  which  policy,  when  and  as  an- 
nounced by  such  temporary  organization,  shall  be  accepted  and  earnestly  made 
effective  by  the  several  managements  of  the  individual  railroad  companies 
here  represented. 

Senator  Watson.  Pursuant  to  that  who  was  selected  to  constitute 
this  board? 

Mr.  Kruttschnitt.  A  committee  of  33,  afterwards  increased  to  36, 
was  selected,  and  that  committee  selected  an  executive  committee  of 
5,  which  was  the  executive  committee  selected  at  Washington  and 
popularly  known  as  the  Railroad  War  Board. 

Senator  Watson.  And  who  were  the  five? 

Mr.  Kruttschnitt.  Fairfax  Harrison,  president  Southern  Rail- 
way, chairman;  Howard  Elliott,  chairman  of  the  Northern  Pacific; 
Mr.  Hale  Holden,  president  of  the  Burlington,  Mr.  Daniel  Williard, 
ex  officio;  Mr.  Kruttschnitt,  chairman  of  the  Southern  Pacific;  Mr. 
Rea,  president  of  the  Pennsylvania ;  and  Mr.  Edgar  E.  Clark,  of  the 
Interstate  Commerce  Commission,  ex  officio. 

Senator  Watson.  Who  selected  the  original  36? 

Mr.  Kruttschnitt.  The  general  meeting  of  the  50  or  60  presi- 
dents who  met  pursuant  to  the  call. 

Senator  Watson.  By  the  railway  presidents? 

Mr.  Kruttschnitt.  Yes,  sir.  The  country  was  very  generally  rep- 
resented. 

Senator  Watson.  And  when  was  this  board  of  5  or  6  finally  ap- 
pointed ? 

Mr.  Kruttschnitt.  They  were  appointed  on  the  11th  of  April. 

Senator  Watson.  Did  the  board  immediately  begin  or  did  they  at 
once  take  charge  of  the  operation  of  the  various  railroads  of  the 
United  States? 

Mr.  Kruttschnitt.  Within  about  10  days.  It  required  that  time 
to  get  office  room  and  to  wind  up  the  affairs  of  their  own  offices,  and 
I  think  actually  they  began  on  the  23d,  I  think,  of  April — anyhow, 
that  is  near  enough ;  that  is  within  a  day  or  two. 

Senator  Watson.  Did  they  continue  to  offer  it  until  the  railroads 
were  taken  over  by  the  President? 
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Mr.  Kruttschnitt.  Yes,  sir;  of  course  their  functions,  depending 
as  they  did  upon  private  ownership,  automatically  expired  on  the 
taking  over  01  the  roads  for  the  Government. 

Senator  Watson.  Now,  to  what  extent  did  the  railroads  obey  the 
orders  or  accede  to  the  requests  made  by  your  committee? 

Mr.  Kruttschnitt.  All  of  the  roads  ooeyed  implicitly  everything 
that  the  committee  instructed  them  to  do. 

Senator  Watson.  Was  there  any  instance  in  which  any  railroad, 
either  of  minor  or  of  greater  importance,  declined  to  obey  any  of  your 
orders  or  requests? 

Mr.  Kruttschnitt.  Not  one.  There  was  some  objection  when 
there  was  a  difference  of  opinion,  and  perhaps  some  argument,  but 
on  the  board  insisting,  their  instructions  were  obeyed. 

Senator  Watson.  Now,  Mr.  Kruttschnitt,  I  wish  you,  in  your  own 
way,  would  describe  just  what  you  did  and  what  the  effect  or  the 
result  of  it  was? 

Mr.  Kruttschnitt.  Well,  the  first  thing  the  war  board  did  was 
to  announce  a  policy  and  to  insist  on  all  the  roads  following  it.  That 
led  to  the  establishment  of  the  most  cordial  and  cooperative  rela- 
tions with  the  commercial  bodies,  shippers,  State  railroad  commis- 
sions, manufacturers9  associations,  boards  of  trade,  and  also  the 
interstate  Commerce  Commission.  They  did  this  by  appointing  six 
department  chairmen.  Those  departments  were  coextensive  with 
the  military  departments  of  the  Army.  They  were  known  as  the 
northeastern  department,  in  which  Mr.  Hustis,  of  the  Boston  & 
Maine,  was  chairman;  the  eastern  department,  of  which  Mr.  Loree, 
of  the  Delaware  &  Hudson,  was  chairman ;  the  southeastern  depart- 
ment, of  which  Mr.  Harahan,  of  the  Seaboard  Air  Line,  was  chair- 
man; the  central  department,  of  which  Mr.  Aishton,  of  the  Chicago 
&  Northwestern,  was  chairman ;  the  southern  department,  of  which 
Mr.  W.  B.  Scott,  of  the  Southern  Pacific,  was  chairman;  and  tfye 
western  department,  of  which  Mr.  William  Sproule,  president  of  the 
Southern  Pacific,  was  chairman. 

In  addition  to  those  department  committees,  the  war  board  ap- 
pointed a  subcommittee  known  as  the  commission  on  car  service. 
The  commission  on  car  service  was  by  far  the  most  important  sub- 
committee that  the  board  ever  created'.  They  were  charged  with  the 
distribution  of  cars,  with  supervision  over  the  intensive  loading  of 
cars,  and  with  the  cultivation  of  cooperative  relations  with  local 
communities.  For  that  purpose  this  subcommittee  of  ours  appointed 
33  subcommittees  of  their  own.  They  established  those  33  commit- 
tees in  all  important  cities  of  the  United  States.  These  local  com- 
mittees got  in  touch  with  the  boards  of  trade,  commercial  bodies, 
individual  shippers,  and  by  personal  contact  and  persuasion  got  the 
most  cordial,  and  I  may  say,  universal  cooperation.  Never  in  the  his- 
tory of  the  railroads  have  they  given  as  much  help  as  they  have  given 
in  the  campaign  of  eight  months,  during  the  existence  of  this  war 
board.  There  were  few  or  no  instances  where  any  appeals  made  to 
shippers  or  commercial  bodies  or  State  railroad  commissions  were 
unheeded.  To  show  the  extent  of  that  cooperation  the  State  railroad 
commissions,  through  their  executive  committee,  appointed  a  repre- 
sentative to  sit  in  Washington.  That  representative  was  the  gen- 
tleman who  is  now  an  Interstate  Commerce  Commissioner— -Mr. 
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Aitchison.  He  represented  all  State  commissions,  sat  on  occasions 
with  our  committee,  and  in  consequence  offered  the  assistance  and 
cooperation  of  the  State  railroad  commissions  in  every  respect  in 
which  they  could  help. 

With  the  creation  of  the  car  service  commission  there  were  formu- 
lated the  most  satisfactory  car-service  rules  which  the  railroads  have 
ever  had.  By  car-service  rules  is  meant  the  rules  governing  the  inter- 
change of  freight-car  equipment  between  the  carriers,  which  had  been 
extremely  unsatisfactory,  and  the  situation  was  in  a  rather  chaotic 
condition.  That  is  to  say,  every  carrier  that  could  obtain  possession, 
of  cars  held  them,  regardless  of  what  the  other  carriers  wanted,  and 
really  regardless  of  the  wishes  of  the  owners  of  the  equipment;  in 
other  words,  it  was  a  case  largely  of  necessity  knowing  no  law,  but 
the  carriers  that  had  the  cars  held  them  because  they  knew  they  would 
want  them  sooner  or  later  to  handle  freight,  so  they  looked  out  for 
teir  own  interests  largely  regardless  of  those  of  their  neighbors  and 
connections. 

Senator  Pomerene.  Did  that  rule  apply  to  locomotives  as  well  as 
cars! 

Mr.  Kruttschnht.  No,  sir ;  the  locomotives  did  not  leave  the  rail- 
roads of  their  owners,  as  a  rule.  The  freight  cars  do.  They  circu- 
late, as  vou  no  doubt  notice  by  the  initials  on  them  in  the  freight 
yards  alf  over  the  country. 

The  first  thing  the  commission  on  car  service  did  was  to  arrange 
to  pool  the  box  cars.  The  box  car  is  the  most  universally  used  and 
most  useful  car  that  the  railroads  own.  Really,  the  box  cars  had 
been  pooled,  and  by  that  I  mean  that  their  use  had  been  common  to 
all  of  the  roads,  and  anybody  who  owned  a  box  car,  regardless  of 
the  owner,  held  onto  it  until  he  could  load  it  and  ship  it  somewhere 
else ;  there  was  a  common  use  of  box  cars  all  over  the  country,  abso- 
lutely without  regulation.  The  man  who  could  get  the  most  box  cars 
and  hold  onto  them  was  the  best  fixed,  and  the  man  who  could  not 
get  them  was  in  a  very  bad  fix,  indeed. 

Now,  the  common  use  of  box  cars  was  prescribed  under  the  rules 
and  regulations  and  directions  of  this  Commission  on  Car  Service. 
Shortly  after  they  were  created,  the  Esch  bill  giving  the  Interstate 
Commerce  Commission  control  over  the  equipment  of  the  interstate 
carriers,  and  known  as  the  Esch  Car  Service  Act,  went  into  effect, 
and  the  chief  of  the  Interstate  Commerce  Commission's  division  on 
car  service  sat  every  day  with  our  commission  on  car  service,  and  the 
examining  attorney  of  the  commission  on  car  service  in  the  Inter- 
state Commerce  Commission  also  sat  with  our  committee.  So  that 
in  handling  the  cars  and  in  distributing  them  they  acted  under  the 
immediate  supervision  of  two  agents  of  the  Interstate  Commerce 
Commission.  Inasmuch  as  the  use  of  the  box  cars  was  made  common, 
the  commission  on  car  service  required  reports  by  which  they  could 
tell  every  day  just  where  the  cars  were  and  just  what  road  needed 
them  most,  and  they  established  a  policy  of  moving  cars  empty,  which 
in  my  opinion  was  the  most  useful  thing,  the  most  drastic,  and  the 
most  far-reaching  policy  that  the  war  board  ever  adopted- 
Senator  Pomerene.  You  mean  they  were  returning  the  cars  to  the 
owning  road? 

Mr.  Kruttschnitt.  Not  to  any  one  road,  but  returning  the  cars  to 
the  road  that  needed  them  regardless  of  ownership.    Before  that  was 
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done  it  was  the  custom  of  the  carriers,  as  we  have  already  mentioned, 
particularly  the  carriers  in  the  East,  that  you  might  liken  to  a  large 
number  of  terminal  yards — the  carriers  of  the  East  were  fed  by  all 
of  the  roads  of  the  United  States.  When  the  crops  began  to 
move  the  cars  were  rushed  to  the  main  trunk  lines,  the  New  York 
Central,  Pennsylvania,  Baltimore  &  Ohio,  and  Erie,  and  the  East 
became  filled  with  cars  to  such  an  extent  that  there  were  not  tracks 
enough  to  hold  them,  and  it  was  impossible  to  assort  the  cars  or  get 
them  where  needed.  When  the  cars  were  made  empty  the  roads  were 
unwilling  to  let  them  go  because  they  knew  that  sooner  or  later  there 
would  be  loads  for  them  and  there  would  not  be  equipment.  The 
commission  on  car  service,  with  the  authority  of  the  war  board,  cut 
through  all  these  regulations,  and  one  of  their  first  orders  was  aimed, 
I  think,  to  assist  the  roads  in  the  southeast — by  that  I  mean  the 
roads  east  of  the  Mississippi  River  and  serving  the  southern  or  Gulf 
States  and  the  southeastern  Atlantic  States.  They  were  hard  up  for 
cars,  and  one  of  the  first  orders  issued  by  the  car  commission  was 
addressed  to  the  trunk  lines  that  had  an  excess  of  cars :  "  Ship  at 
•?nce  so  many  cars  at  the  rate  of  so  many  a  day  to  such  and  such  line." 
The  roads  tnat  were  addressed  began  at  once  the  movement  of  those 
oars.  Since  the  1st  of  May,  up  to  the  last  report  that  we  had  before 
the  resignation  of  the  war  board 

Senator  La  Follettb.  Was  there  any  resistance  or  refusal  to  obey 
tho6e  orders  as  they  were  issued,  or  were  they  complied  with  ? 

Mr.  Kruttschnitt.  There  was  no  refusal,  Senator;  I  can  not  say 
that  they  were  accepted  very  cordially  by  the  roads  to  which  they 
were  addressed,  but  nevertheless  they  were  obeyed. 

Senator  La  Follette.  They  were  executed? 

Mr.  Kruttschnitt.  They  were  executed,  and  executed  in  sub- 
stantially all  cases  with  commendable  promptness. 

Senator  La  Follette.  Then,  did  you  not  have  substantially  as  com- 
plete control  of  freight  cars  that  were  brought  within  the  terms  of 
this  order  as  a  single  ownership  would  have'f 

Mr.  KRUTrscHNrrr.  Yes;  the  roads  pledged  themselves  before- 
hand to  agree  to  anything  that  we  ordered  them  to  do,  and  they 
lived  up  to  their  agreement. 

I  have  so  far  touched  on  the  pooling  of  box  cars  only,  but  we 
come  a  little  later  on  to  the  pooling  of  other  cars.  From  the  first 
of  May  up  to  date  of  our  latest  reports,  223,000  empty  cars  have 
been  moved  out  of  the  East,  where  they  were  overcrowding  facilities, 
to  the  roads  as  far  west  as  the  Southern  Pacific  and  Western  Pacific, 
serving  San  Francisco  and  California.  Those  cars  were  moved  by 
roads  to  which  the  orders  were  addressed,  as  I  say,  without  objection 
and  without  compensation.  That,  I  think,  is  the  most  commendable 
feature  of  all,  showing  the  extent  to  which  the  roads  carried  out 
a  self-imposed  obligation  to  obey  the  orders  of  the  War  Board. 

The  movement  of  those  223,000  cars  accomplished  a  great  deal 
in  the  way  of  facilitating  the  shipments  of  freight  from  the  western 
roads  to  the  east  and  the  seaboard. 

Senator  La  Follette.  What  proportion  of  the  cars  in  service — 
that  is,  the  box  cars  in  service — would  the  223,000  cars  that  responded 
to  the  call  of  that  order  constitute  ? 

Mr.  Kruttschnitt.  Well,  as  I  remember  offhand,  there  are  not 
quite  a  million  box  cars  in  the  United  States. 
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Senator  La  Follette.  I  understand  that  really  only  a  small  per- 
centage of  that  million  is  moving. 

Mr.  Krutt8ciinitt.  It  would  be  22  per  cent,  of  course,  but  those 
cars  move,  of  course,  over  and  over  again.  They  are  not  always  the 
same  cars. 

Senator  Kellogg.  I  did  not  catch  that.    Was  that  box  cars  alone? 

Mr.  Kruttschnitt.  About  a  million. 

Senator  Kellogg.  And  223,000  that  were  moved  were  box  cars! 

Mr.  Kruttschnitt.  Yes,  sir;  they  were  box  cars. 

Senator  Watson.  And  you  have  a  total  of  about  a  million  box 
cars  in  the  United  StatesJ 

Mr.  Kruttschnitt.  Yes,  sir. 

Senator  Watson.  Of  course  the  223,000  that  moved  has  reference 
only  to  the  congestion? 

jir.  Kruttschnitt.  It  had  only  reference  to  the  empties. 

Senator  Watson.  But  that  was  the  congestion — it  constituted  the 
congestion  in  the  east,  did  it  not  ? 

Mr.  Kruttschnitt.  Perhaps  "constitute"  is  not  a  proper  term: 
but  I  will  say  contributed  to  the  congestion — contributed  very 
largely  to  it. 

Senator  La  Follette.  Of  course  there  is  never  more  than  a  limited 
percentage  of  the  million  cars  that  are  moving  at  one  time,  is  there! 

Mr.  Kruttschnitt.  Well,  if  you  mean  by  moving  the  wheels 
actually  turning,  I  would  say  no,  because  there  are  a  great  many 
causes  of  delay,  such  as  shopping  and  repairing  and  the  delays  at 
the  transfer  points  and  in  the  yards. 

Senator  La  Follette.  Offhand,  then,  could  you  say  about  what 
percentage  of  the  million  box  cars  must  necessarily  be  in  the  shops 
on  the  average?    It  must  be  a  very  considerable  percentage. 

Mr.  Kruttschnitt.  I  can  tell  vou  that  exactlv.  We  have  the  sta- 
tistics  for  the  roads  of  the  United  States.  They  were  compiled  for 
us  every  month  so  we  could  watch  the  operations  of  our  constituents. 

For  the  first  six  months'  operation  of  the  War  Board,  from  April 
to  September,  inclusive,  the  percentage  of  freight  cars  in  the  shop 
or  awaiting  shop  was  5.9  per  cent  against  6.4  per  cent  last  year.  That 
is  a  decrease  of  the  cars  in  shop  of  about  8  per  cent.  That  is  one  of 
the  items  of  improvement  that  was  brought  about. 

Senator  McLean.  The  average  daily  miles  of  run  of  box  care  is 
pretty  low,  is  it  not  ? 

Mr.  Kruttschnitt.  Yes,  sir;  in  the  last  six  months  the  average 
miles  per  day  was  substantially  28. 

Senator  Robinson.  What  was  it  immediately  before  that  period? 

Mr.  Kruttschnitt.  The  vear  before  it  was  27,  an  increase  of  onlv 
a  little  over  2  per  cent. 

Mr.  Thom.  Mr.  Kruttschnitt,  will  you  explain  just  what  that 
means,  that  28?  That  includes  all  the  cars  that  are  delayed  in  load- 
ing, etc.? 

Mr.  Kruttschnitt.  Yes.  I  prepared  a  memorandum  on  that 
which  I  have  here  somewhere.  I  will  read  this.  Senator,  as  an 
answer  to  your  question.  There  is  some  information,  really,  that  is 
not  exactly  what  you  called  for,  but  I  think  if  I  read  this  it  will 
give  you  the  information  that  you  want. 

Senator  McLean.  I  shall  not  insist  upon  your  putting  it  in  now. 
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Mr.  KRUTTSCfiNiTT.  Well,  it  is  also  in  answer  to  Mr.  Thorn's 

question : 

Average  haul  of  freight  (p.  27  I.  C.  O.  Report,  Statistics  of  Railways  of  the 
United  States,  1915,  last  issue),  which  represents  fairly  well  the  average  length 
of  haul  of  the  loaded  freight  car,  275.80  miles.  For  each  100  loaded  freight 
car-miles  there  are  run  45.13  empty  freight  car-miles  (latest  available  figures. 
ure  statistics  for  Group  I  roads  for  year  ending  June,  1916,  compiled  by  Bureau 
of  Railway  Economics).  This  makes  the  car-miles  per  trip  of  a  loaded  car 
400.27. 

Average  trip  of  a  freight  car  is  time  required  to  cover  400.27  miles  at  28  miles, 
per  day,  the  average  run  of  a  freight  car,  or  14.3  days. 

Actual  time  required  for  a  car  to  run  400.27  miles  at  10  miles  per  hour,  esti- 
mated average  speed  of  freight  trains,  is  40.03  hours,  or  1.67  days.     ' 

Allowing  1.43  days  for  shopping  and  1.6  days  for  idleness  of  car  during 
period  of  car  surplus  leaves  a  balance  of  9.6  days,  which  are  consumed  as 
follows : 

I  should  say  that  the  1.43  days  of  shopping  is  based  on  figures  giv- 
ing the  percentage  of  the  car's  life  that  it  spends  in  the  shops  and  l.(> 
days  of  idleness  is  determined  by  taking  the  last  reports  on  car 
service  and  shortage  of  the  American  Railway  Association  as  deter- 
mining what  part  of  the  car's  life  during  that  period  was  spent  in 
idleness  because  it  was  needed. 

As  you  will  observe,  the  9.6  days  was  consumed  as  follows:  An 
average  of  two  days  for  loading;  an  average  of  three  days  for  un- 
loading; an  average  of  one  day  for  inspecting,  lubricating,  at  ends 
of  the  four  freight  runs  embraced  in  400  miles,  at  six  hours  each. 
That  is  extremely  conservative  time.  That  is  six  hours  for  passing 
through  the  freight  terminals  for  inspecting  cars  and  lubricating. 

Now,  we  have  a  large  number  of  movements  involved  in  one  trip 
of  a  freight  car  to  each  of  which  we  can  not  assign  a  definite  plan 
but  to  all  of  which  in  the  aggregate  we  assign  3.6  days  of  delay. 
Those  are  switching  from  yard  to  freight  house  for  loading;  switch- 
ing, freight  house  to  yards,  when  loaded ;  switching  and  making  up 
train;  time  lost  in  reconsignments;  time  lost  at  junction  and  transfer 
points;  breaking  up  train  in  yard  at  destination;  switching  from 
yard  to  freight  house  at  destination ;  switching  from  freight  house 
to  yard  at  destination ;  time  lost  when  set  out  in  yards  For  minor 
repairs.  That  makes  up  9.6  days,  with  the  delays  given  before,, 
and,  together  with  time  required  for  the  trip,  makes  up  for  14.3  days 
required  for  the  trip  of  the  car.  A  large  part  of  that  time,  as  you 
will  observe,  the  wheels  are  not  turning,  but  the  car  is  in  service^ 
serving  the  public  and  serving  the  carrier. 

Mr.  Thom.  The  average  is  28  in  all  of  those  delays? 

Mr.  Krtjttschnitt.  Yes;  the  average  of  28  miles  a  day  takes  in 
all  of  those  delays. 

Senator  McLean.  Do  you  know  what  the  average  per  diem  trip  is 
of  a  loaded  car? 

Mr.  Krtjttschnitt.  I  have  not  given  that  to  you,  and  I  do  not 
know  just  how  we  could  get  at  it  except  to  show  that  when  a  car  is 
loaded  and  put  into  a  freight  train  it  moves  at  an  average  rate  of, 
say,  8  to  12  miles  an  hour — 10  is  a  fair  average  of  all  trains — to  the 
next  terminal. 

Senator  McLean.  I  have  seen  it  stated  that  the  average  daily  run 
of  the  loaded  car  was  not  to  exceed  18  miles. 

Mr.  Kruttschnitt.  That  is  clearly  incorrect. 
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Senator  McLean.  I  assumed  it  must  be,  and  that* is  why  I  asked 
the  question. 

Mr.  Kruttschniot.  By  actual  check  the  average  run  of  all  cars  is 
28  miles. 

Senator  McLean.  That  includes  empties,  in  the  28  miles  ? 

Mr.  Kruttschnitt.  It  includes  everything,  empties  as  well  as 
loaded,  and  of  course  the  loads  would  move  a  greater  number  than 
28  and  the  empties  probably  less  to  make  up  the  average  of  28.  So 
the  information  that  the  loaded  car  moves  only  18  miles  is,  on  the 
face  of  it,  absolutely  incorrect. 

Senator  Watson.  Now,  proceed  with  your  statement,  please. 

Mr.  Kruttschnitt.  To  show  what  was  accomplished  in  the  active 
campaign  for  conservation  of  transportation  facilities  through  in- 
tensive loading  of  cars  and  of  locomotives,  I,  will  refer  again  to  the 
statistics  of  operation  of  the  roads  represented  by  our  committee 
for  the  six  months  from  April  to  September,  1917.  In  those  six 
months  205,000,000,000  ton-miles  were  handled  by  Class  I  roads— 
that  is,  roads  that  handled  a  gross  revenue  of  $1,000,000  and  over. 
That  is  the  Interstate  Commerce  Commission's  classification. 

This  is  an  average  of  34,000,000,000  ton-miles  per  month,  an  in- 
crease of  20  per  cent  over  1916  and  50  per  cent  over  the  average  for 
1915.  The  carriers  then  handled  in  freight  traffic  50  per  cent  more 
traffic  in  the  months  covered  by  this  statement  in  1917  than  thev 
did  in  1915. 

Senator  Kellogg.  What  were  those  months? 

Mr.  Kruttschnitt.  April  to  September,  inclusive.  Now,  if  we  es- 
timate the  ton-mileage  for  the  entire  year  from  the  ton-mileage  for 
half  the  year  by  doubling  it,  we  would  have  the  astounding  total  of 
409,000,000,000,  which  is  an  increase  of  135?000,000,000  over  1915. 
Those  figures  really  convey  nothing  to  the  mind  unless  we  get  some 
way  to  picture  them.  We  can  form  a  picture  thus:  According  to 
the  latest  available  statistics  of  the  railroads  of  Canada,  Germany, 
Great  Britain,  Eussia,  France,  and  Austria,  excluding  Hungary, 
those  nations  having  a  population  of  323,000,000  souls  and  178,000 
miles  of  railroad,  the  entire  freight  traffic  handled  by  the  roads  of 
all  of  those  countries,  from  available  statistics,  equals  the  increase 
only  of  the  traffic  handled  by  the  United  States  roads  in  1917  over 
1915. 

Another  way  in  which  we  can  visualize  this  statement  is  this:  In 
the  first  six  months  after  we  entered  the  war  the  railroads  handled  as 
much  freight  traffic  as  they  did  in  the  entire  year  1906;  that  is  to 
say,  the  freight  traffic  doubled  in  1917  over  1906.  The  load  per 
locomotive  and  per  freight  train  in  1906  was  344  tons ;  in  1917,  675 
tons. 

Now,  the  difference  in  the  loading  of  freight  locomotives  between 
1906  and  1917  saved  the  running  of  315,000,000  freight  train-miles: 
and  this  is  the  only  thing,  really,  that  maintained  the  solvency  of 
our  railroad  system  in  that  period,  because  in  that  time  the  passenger 
rates  were  about  stationary  and  the  freight  rates  were  slowly  dimin- 
ishing, while  the  expenses  were  increasing  very  rapidly. 

To  show  the  results  of  the  accomplishment,  the  roads,  through 
their  own  efforts,  in  the  year  1915-1916,  and  through  concentrated 
efforts  of  the  War  Board  in  1916-1917 — the  resultant  effect  of  in- 
creasing the  number  of  tons  put  in  each  freight  car  and  the  number 
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of  tons  hauled  by  each  locomotive  was  equivalent  to  adding  4,900 
locomotives  and  340,000  freight  cars  to  the  equipment  of  the  carriers 
of  the  United  States.  That  represents  the  effect  of  the  War  Board's 
efforts  during  its  existence.  The  railroads  realized  when  they  started 
this  movement  that  it  was  impossible  to  get  more  locomotives  or 
more  freight  cars. 

Senator  Watson.  Why  ? 

Mr.  Kruttschnitt.  The  reason  I  will  give  a  little  further  on,  if 
you  will  allow  me.  So  the  only  way  to  get  more  locomotives  and 
freight  cars  was  to  make  each  locomotive  and  each  freight  car  do 
extra  duty,  and  the  resultant  of  this  effort  was,  as  I  say,  to  add 
4,900  locomotives  and  339,000  cars  to  the  equipment  of  the  United 
States. 

To  form  some  conception  of  what  that  addition  means,  the  roads 
between  1907  and  1916  ordered  annually  2,846  locomotives,  oji  an 
average,  and  147,000  cars  on  an  average,  so  that  in  those  eight  months 
the  number  of  locomotives  and  cars  added  was  equivalent  to  the 
locomotive  orders  ordinarily  placed  in  a  year  and  nine  months,  and 
the  car  orders  placed  in  two  years  and  four  months. 

Senator  Pomerene.  May  1  ask  you  a  question  there?  You  have 
just  been  giving  us  the  advantages  to  traffic  by  these  improved  meth- 
ods which  have  been  adopted  by  the  railroads.  Did  these  improved 
methods  result  in  any  detriment  to  the  plan  of  the  railroads? 

Mr.  Kruttschnitt.  None.  I  have  already  read  the  data  about 
freight  cars,  that  there  were  less  in  the  shops  by  about  8  per  cent  in 
those  six  months  under  discussion  than  in  the  preceding  year,  and 
there  was  a  decrease  of  9  per  cent  in  the  number  of  freight  locomo- 
tives in  the  shops  to  be  repaired.  So  that  by  the  reports  of  our  con- 
stituents there  was  no  detriment  to  the  equipment  of  the  carriers 
through  this  intensive  use. 

Senator  Pomerene.  Then,  as  a  matter  of  fact,  it  has  resulted  in  a 
benefit  both  to  the  railroads  themselves  and  the  business  of  the 
public  ? 

Mr.  Khuttschnitt.  Unquestionably. 

Senator  Watson.  Still  that  extra  loading  of  engines  and  extra 
loading  of  freight  cars  does  not  any  more  quickly  terminate  the  life 
of  that  engine  or  freight  car? 

Mr.  Kruttschnitt.  Not  for  running  repairs  for  upkeep.  I  may 
say,  to  be  perfectly  frank,  that  toward  the  end  of  our  existence  we 
were  getting  evidence  that  on  account  of  the  number  of  men  the  roads 
lost  througn  the  selective  draft,  and  through  the  coaxing  away  of 
their  men  oy  munition  factories  and  shipyards,  and  what  not,  with 
higher  wages,  that  the  forces  of  the  roads  were  very  seriously  de- 
pleted; their  repair  service  was  crippled,  and  a  great  many  of  our 
constituents  complained  that  running  repairs  on  their  locomotives 
and  cars  could  not  be  kept  up.  You  understand  that  a  locomotive 
may  be  generally  in  just  as  good  condition  to-day  as  it  was  last  month, 
but  if  a  single  holt  is  missing  that  is  vital  to  its  performance  it  is 
crippled  and  can  not  run.  It  you  have  not  the  men  there  to  supply 
that  bolt,  to  make  it  and  put  it  in,  you  might  as  well  not  have  the 
locomotive. 

Senator  Cummins.  Will  you  please  state  why  you  did  not  put  those 
methods  of  efficiency  in  operation  long  before? 
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Mr.  Kruttschnitt.  Senator,  they  have  been  in  operation  for  15 
years  to  a  greater  or  less  extent,  and  the  principal  thing  the  war 
board  had  to  do  was  to  take  the  experience  and  practice  of  the  best 
managed  roads — that  is,  roads  at  the  top  of  the  list  as  far  as  efficiency 
went — and  try  to  bring  the  roads  at  the  bottom  of  the  list  up  nearer 
coincidence  with  the  roads  that  were  doing  the  best;  in  other  words, 
it  was  to  laven  the  whole  lump.  Many  of  the  roads  had  been  at  this 
work,  as  I  say,  for  15  years.  If  they  had  not,  they  would  have  been 
in  the  bankruptcy  courts,  and  in  our  first  circular  to  our  constituents 
urging  on  them  to  adopt  these  methods,  the  war  board  took  particu- 
lar pains  to  say  that  many  of  the  roads  were  already  using  those 
methods,  and  they  were  simply  recommending  them  to  the  roads  that 
were  not.  Incidentally,  of  course,  the  roads  that  had  been  using  the 
methods  were  somewhat  improved  by  the  stimulus  of  the  emulation 
and  publicity,  and  that  was  the  reason  why  we  published  these  sta- 
tistics. 

In  addition  to  the  sheet  I  read  there  are  three  sheets  here  covering 
all  of  the  roads  of  the  country  and  showing  to  each  road  what  the 
others  were  doing,  and  our  expectations  were  rally  realized ;  that  when 
a  road  that  was  doing  very  badly  was  held  up  to  the  railroad  public, 
it  was  very  much  mortified  thereat,  and  immediately  used  their  very 
best  endeavors  to  pull  themselves  up,  and  we  could  see  by  watching 
the  performance  of  the  individual  .roads  the  effect  of  this  policy  at 
once. 

Senator  Pombrene.  You  have  no  objection  to  incorporating  those 
tables  in  the  record,  have  you  ? 

Mr.  Kruttschnitt.  If  you  wish  them,  I  do  not  see  that  there  is 
any  objection.  We  have  never  given  them  publicity  outside  of  the 
railroads,  because  we  considered  that  the  individual  road  that  was  not 
doing  so  well  did  not  want  to  be  held  up  in  the  public  prints.  But 
you  gentlement  have  a  right  to  any  information  you  want  that  we 
nave,  and  ifyou  wish  them,  of  course  you  shall  have  them. 

Senator  Underwood.  I  think  they  ought  to  be  in  the  record.  I 
would  like  to  have  them  put  in.  You  have  reached  the  point  now 
in  this  railroad  proposition  where  we  have  to  have  full  publicity  in 
order  to  reach  a  full  understanding. 

Mr.  Kruttschnitt.  I  do  not  mean  to  offer  any  objection,  Senator; 
I  am  only  saying  why  we  did  not  give  them  publicity  through  the 
press.  In  the  very  beginning  we  were  besieged  by  reporters  from 
technical  and  daily  papers  to  let  them  have  them,  and  we  consistently 
refused  for  the  reason  I  have  given. 

Senator  Pomerene.  I  move  that  they  be  incorporated  in  the  record. 

The  Chairman.  Without  objection,  that  will  be  done. 

(The  papers  referred  to  are  here  printed  in  full,  as  follows :) 
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Senator  Watson.  You  spoke  of  the  intensive  loading.  What  do 
you  mean  by  that? 

Mr.  Kruttschnitt.  I  mean  that  we  adopted  a  policy  of  never 
being  satisfied  with  the  loading  of  a  car.  If  it  had  20  tons  we  wanted 
them  to  put  on  21,  and  if  we  got  21  we  wanted  them  to  put  on  22. 

Senator  Watson.  What  had  been  the  custom  theretofore;  that  is 
to  say,  you  had  not  loaded  cars  to  their  full  capacity ! 

Mr.  Kruttschnitt.  I  will  give  you  the  results  and  then  the  expla- 
nation. In  the  six  months  the  car  loading  increased  from  24.8  tons 
in  1916  to  27  tons  in  1917 — about  9  per  cent  increase. 

Senator  Watson.  Who  determined  the  amount  that  should  be  put 
into  the  car,  the  railroad  or  the  shipper! 

Mr.  Kruttschnitt.  The  railroad  determined  the  amount  allowable 
to  a  car.  The  shipper  determines  very  largely  the  amount  that  is 
put  in.  The  railroad  tariffs  prescribe  what  are  called  carload  rates, 
a  lower  rate  applying  to  the  full  carload,  and  the  full  carload  is 
defined  in  the  tariff  for  different  commodities. 

Now,  it  has  been  our  aim,  regardless  of  these  tariffs,  by  persuasion. 
to  get  the  shipper  to  give  up  his  advantage  of  calling  for  cars  to  load, 
the  minimum  carload— say,  30  tons.  We  said  to  him,  "  We  are  hard 
up;  the  cars  are  at  a  premium,  and  we  want  to  increase  efficiency. 
Now,  won't  you  waive  your  legal  right  to  put  only  30  tons  in  the  car, 
and  fill  it  up;  put  in  all  it  will  hold?"  In  some  cases  shippers  have 
demurred  a  little  because  they  said  that  commercial  practices  really 
forbade  their  doing  this;  that  they  were  accustomed  to  sell,  we  will 
say,  in  30,000-pound  units  and  coum  not  very  well  get  away  from  it. 
Take  some  of  the  cement  manufacturers,  they  have  been  selling,  as  I 
remember  it,  in  30,000-pound  units,  and  almost  universally ;  they 
fully  loaded  the  cars  and  got  the  averages  up  to  sixty-five,  seventy- 
five,  and  eighty  thousand  pounds  per  car.  Take,  for  instance,  the 
American  Sugar  Refinery,  which  ships  the  larger  part  of  its  refined 
sugar  in  the  United  States,  and  controls  the  New  Orleans  refineries, 
which  I  think  are  the  largest  in  the  country;  they  had  been  shipping 
30,000  pounds  to  the  car.  At  our  request,  or  the  request  of  our  local 
committee  down  there,  they  increased  their  loading  until  they  shipped 
seventy-five  to  eighty  thousand 'pounds  per  car.  In  other  words,  one 
car  did  the  work  of  two  and  one-fourth  cars  theretofore. 

The  lumber  men  responded.  The  grain  men  were  very  slow  to 
respond  until  Mr.  Hoover  took  the  matter  in  hand  and  issued  in- 
structions, which  he  could  do,  but  we  could  not,  that  no  cars  of  grain 
were  to  be  moved  unless  they  were  fully  loaded. 

Well,  the  loading  jumpecl  up  at  once  from  30,000  and  40,000 
pounds  to  the  car  to  100.000  and  110,000  pounds  to  the  car.  In  other 
words,  we  got  the  shippers  to  cease  loading  in  less  than  carloads: 
that  is  the  feature  that  pulled  down  the  efficiency  of  the  roads  the 
most.  The  practice  had  been  to  send  cars  with  ordinary  merchan- 
dise— that  is,  the  every-day  railroad  package  freight — with  10,000 
and  12,000  pounds  to  the  car.  A  number  of  the  eastern  roads,  nota- 
bly the  Pennsylvania,  began  to  adopt  what  they  called  sailing  dates; 
that  is,  instead  of  sending  out  a  local  car  for  a  local  station  every 
day  loaded  with  this  amount  of  package  freight  they  would  send  it 
out,  say,  three  times  a  week.  In  other  words,,  certain  days  were 
specified  for  that  car  to  move,  and  they  increased  the  load  per  car 
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from  10,000  and  12,000  pounds  up  to  13,000,  14,000,  and  in  some 
cases  to  as  much  as  18,000  pounds. 

As  soon  as  that  movement  was  made  public  by  our  committee  it 
was  taken  up  by  all  the  roads  in  the  country,  and  every  road  that 
learned  of  it  was  desirous  of  at  least  emulating  the  Pennsylvania, 
and,  if  possible,  going  them  one  better,  so  we  had  all  the  roads  of 
the  country  matched  against  one  another,  and  the  movement  of 
package  freight  has  been  made  in  carloads,  I  might  say  safely,  from 
14,000  to  18,000  pounds,  where  formerly  8,000  to  10,000  pounds  was 
the  average. 

The  Chairman.  Mr.  Kruttschnitt,  let  me  ask  you  a  question.  Sen- 
ator Newlands,  on  December  21,  addressed  Fairfax  Harrison  an 
inquiry  covering,  as  I  take  it,  the  very  points  that  are  being  devel- 
oped by  you.  Are  you  familiar  with  the  printed  form  of  this  reply 
to  him! 

Mr.  Kruttschnitt.  Yes. 

The  Chairman.  Is  not  that  substantially  the  facts  that  are  being 
9et  forth  by  you  in  this  pamphlet? 

Mr.  Kruttschnitt.  Yes. 

The  Chairman.  It  practically  covers  all  the  points  you  are  bring- 
ing out  now ! 

Mr.  Kruttschnitt.  Yes;  that  paper  was  prepared  by  us. 

The  Chairman.  The  reason  I  asked  you  that  is  this :  That  inas- 
much as  this  pamphlet  is  available  to  the  committee,  unless  it  is 
desired  to  go  into  the  details  that  are  already  set  forth,  we  might 
conserve  some  time  by  letting  each  membor  of  the  committee  acquaint 
himself  with  this  in  its  printed  form,  if  that  is  agreeable  to  you  ? 

(Thepamphlet  referred  to  appears  in  the  first  day's  proceedings.) 

Mr.  Ilruttschnitt.  Anything  is  agreeable  to  me,  Mr.  Chairman, 
that  the  committee  wishes. 

Senator  Watson.  Take,  for  instance,  the  statement  he  just  made. 
That  statement  is  not  in  there  at  all.  I  *im  very  familiar  with  the 
statement  he  made  in  regard  to  the  intensive  loading  of  cars,  for  in- 
stance, and  I  thought  that  it  was  a  very  illuminating  and  instructive 
statement. 

Senator  Underwood.  Mr.  Chairman,  I  think  one  of  the  issues  that 
may  be  in  this  bill  before  we  get  through  with  it  is  how  long  the 
life  of  the  policy  is  to  last,  and  one  of  the  material  questions  involved 
in  that  is  whether  the  railroads  break  down  or  whether  they  do  not, 
whether  they  would  be  able  and  capable  of  carrying  on  the  business 
of  the  country  under  normal  conditions.  I  think  now  is  a  very  good 
time  to  have  all  the  information  that  we  can  get  on  that  question, 
both  for  ourselves  and  for  the  country. 

The  Chairman.  Of  course,  I  do  not  moan  to  suggest  anything  ex- 
cept that  we  want  you  to  conserve  as  much  time  as  possible,  because  we 
are  all  aware  that  the  country  at  large  is  anxious  for  whatever  relief 
may  come,  if  it  can  come  from  the  plan  which  is  now  being  proposed, 
and  it  is  ror  the  purpose  of  expediting  matters  that  I  made  the  sug- 
gestion. 

Senator  Kellogg.  It  will  take  but  a  few  hours  to  present  it,  I 
think. 

Senator  Underwood.  Mr.  Kruttschnitt,  let  me  ask  you,  while  we 
pause — I  did  not  want  to  interrupt  you  while  you  were  speaking. 
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I  want  to  understand  more  clearly  this  question  of  the  loading  of 
cars.    The  minimum  carload  was  fixed  by  whom? 

Mr.  Kruttschnitt.  It  is  fixed  by  the  carriers,  with  the  approval 
of  the  commission,  and  is  an  element  in  their  filed  tariffs. 

Senator  Underwood.  Well,  now,  what  I  want  to  know  is,  are  they 
fixed  by  the  commission  as  a  matter  of  law,  or  fixed  by  the  carriers 
as  a  matter  of  convenience? 

Mr.  Kruttschnitt.  In  the  first  place,  it  was  fixed  by  the  carriers 
and  has  been  incorporated  in  their  tariffs.  After  the  commission 
took  control  that  minimum  could  not  be  changed  without  their  ap- 
proval. In  the  first  case,  commercial  practice  and  shipping  con- 
veniences determined  what  the  minimum  should  be. 

Senator  Underwood.  Then,  if  the  minimum,  as  recognized  and 
fixed  by  the  commission,  were  30,000  pounds  to  a  car  and  a  shipper 
offered  you  a  car  loaded  with  30,000  pounds,  you  were  compellwl  to 
take  it  and  move  the  car? 

Mr.  Kruttschnitt.  Yes. 

Senator  Underwood.  You  could  not  force  him  to  increase  the  load  f 

Mr.  Kruttschnitt.  No.  Of  course,  under  our  duties  as  carriers 
we  would  have  to  take  a  shipment  from  a  shipper  whether  it  was  10 
pounds,  10,000  pounds,  or  30,000  pounds.  The  only  difference  was 
that  he  paid  the  100-pound  rate  up  to  the  carload  minimum.  After 
that  the  paid  the  carload  rate,  which  was  less  per  100  pounds,  but 
we  had  to  take  the  shipment  no  matter  how  few  pounds  or  how  many 
were  in  it,  and  if  he  tendered  a  car  with  the  minimum  carload  and 
demanded  the  carload  rate  he  had  to  have  it,  and,  really,  under  the 
authority  that  we  exercised  we  could  not  reduce  that  part  of  our 
expenses.  The  only  way  we  got  around  that  was  by  personal  contact, 
by  asking  him  to  help  us  and  help  himself  and  help  the  country,  to 
waive  his  rights,  and  put  more  in  the  car. 

Senator  Underwood.  Now,  if  he  tendered  you  a  car  with  a  carload 
of  30,000  pounds  in  the  car  did  he  pay  the  same  price  for  moving 
that  car  as  if  he  had  loaded  60,000  pounds  in  it,  or  did  you  get  a 
larger  return  for  a  60,000-pound  carload? 

Mr.  Kruttschnitt.  We  got  a  larger  return,  of  course,  at  the  car- 
load minimum  rate. 

Senator  Underwood.  Will  you  explain  that,  please,  so  as  to  make  it 
clear? 

Mr.  Kruttschnitt.  If  a  man  offered  10,000  pounds  for  shipment 
and  put  it  in  a  car,  under  our  duties  as  carriers,  we  had  to  take  it,  and 
it  was  taken  at  the  rate  per  100  pounds.  If  he  had  a  minimum  car- 
load to  ship,  say,  30,000  pounds,  we  had  to  take  it  and  move  it,  but 
he  was  given  the  carload  rate,  which  was  a  less  rate  per  100  pounds 
than  the  less-than-carload  rate.  If  by  persuasion  he  put  60,000 
pounds  in  the  car,  he  paid  twice  as  much  as  he  did  for  30,000  pounds 
and  the  road,  of  course,  got  the  double  revenue.  There  is  no  conceal- 
ment made  of  that  fact.  We  told  him  that  it  was  to  our  advantage, 
of  course,  to  get  more  load  in  a  car. 

Senator  Robinson.  But  you  also  moved  more  commodities? 

Mr.  Kruttschnitt.  We  also  moved  more  commodities,  and  it  was 
to  his  advantage,  because  he  was  helping  to  make  the  facilities  go 
farther  than  they  otherwise  would,  and  he  was  helping  the  country 
by  doing  the  same  thing,  by  conserving  and  using  in  the  most  eco- 
nomical and  efficient  manner  the  transportation  tacilities  that  were 
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available  and  which,  under  the  present  circumstances,  really  can  not 
be  increased. 

Senator  Underwood.  Now,  let  me  ask  you  another  question  along 
that  line,  to  get  the  balance  in  my  mind.  How  much  does  the  aver- 
age modern  freight  car  weigh,  unloaded? 

Mr.  Kruttochnitt.  Well,  say  take  a  box  car  ? 

Senator  Underwood.  I  mean  a  box  car. 

Mr.  Kruttschnitt.  The  highest  type  of  box  car  is  one  that  carries 
110,000  pounds.  It  weighs,  empty,  from  42,000  to  about  46,000 
pounds,  depending  on  the  details  of  construction. 

Senator  underwood.  That  42,000  pounds  had  to  be  pulled  by  the 
engine,  and  it  took  that  much  engine  power,  whether  it  was  loaded 
with  100,000  pounds  or  10,000  pounds,  and  therefore  when  a  small 
load  was  placed  in  the  box  car  you  lost  that  much  engine  power  for 
transportation? 

Mr.  Kruttschnitt.  Quite  right;  that  is  the  proportion  of  paying 
on  live  load  to  dead  load.  It  was  small  with  the  small  load,  and  as 
you  increased  the  load  in  the  car,  the  proportion  of  the  live  load  to 
dead  load  increased  very  rapidly,  and  I  would  say,  incidentally,  that 
the  American  Railway  Association  has  a  committee  engaged  at 
present  on  that  very  subject — that  is,  to  design  the  best  possible  box 
car  of  ample  strength,  with  minimum  weight,  because,  as  you  very 
pertinently  show  bv  your  question,  any  unnecessary  dead  weight 
pulled  around,  whether  the  car  be  empty  or  loaded,  consumes  power, 
money,  and  effort. 

Senator  Underwood.  That  was  all.  I  just  wanted  the  record  to 
show  that. 

Senator  McLean.  You  put  in  a  statement  showing  a  large  increase 
in  tonnage  moved  by  the  American  carriers  in  1917,  over  that  of 
previous  years,  and  you  compared  that  with  the  tonnage  moved  by 
the  nations  of  Europe.  Have  you  made  any  comparison  of  the  rate 
per  ton-mile  charged  by  the  American  carriers  to  that  of  the  Euro- 
pean carriers? 

Mr.  Kruttschnitt.  Yes.  Here  is  a  statement  that  I  prepared 
seven  or  eight  years  ago,  and  which  I  brought  up  to  date  just  before 
coming  here,  that  covers  the  question  you  ask.  I  will  point  out  the 
answer  to  the  question  on  this  diagram,  and  then  I  will  leave  it  with 
the  stenographer.  Here  are  the  earnings  of  the  European  roads,  the 
average  gross  earnings  per  ton-mile  of  freight  in  cents.  In  the 
United  Kingdom  it  was  2£  cents,  and  that  is  used  as  the  basis  figure 
of  100  for  comparative  purposes.  In  Germany  it  was  1.37  cents,  or 
GO  per  cent  of  the  United  Kingdom;  in  France  it  was  1.3  cents,  or 
57  per  cent  of  the  United  Kingdom;  in  Switzerland  it  was  2|  cents, 
or  111  per  cent  of  the  British  rate,  and  in  the  United  States  it  was 
0.71  cents,  or  only  31  per  cent  of  the  British  rate.  That,  I  think, 
answers  the  question.    I  will  leave  this  with  the  stenographer. 

(The  diagram  referred  to  is  printed  in  full  on  page  260.) 

Mr.  Kruttschnitt.  Well,  continuing  to  describe  the  activities  of 
our  committee,  one  of  the  most  useful  things  we  accomplished  was 
to  coordinate  exportations.  The  congestion  on  the  Atlantic  sea- 
board is  due  largely  to  unintelligent  overloading  of  the  roads  that 
carry  freight  to  the  Atlantic  seaboard.  Perhaps  overloading  is  not 
a  sufficiently  illuminating  term.    It  means  overtaxing  the  capacity  of 
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terminal  yards  and  terminal  facilities.  Our  committee  called  a 
meeting  of  the  chairman  of  our  commission  on  car  service,  a  special 
representative  of  our  committee,  together  with  representatives  of  the 
United  States  Army,  Navy,  Shipping  Board,  Food  Administration, 
the  British  minister  of  shipping,  and  the  traffic  representative  of 
the  allied  Governments.     These  gentlemen  were  those  who  were 
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shipping  freight  in  the  largest  quantities  over  the  railroads.  We  got 
them  to  agree  to  sit  on  a  coordinating  committee  on  exportations,  the 
object  being  to  prevent  the  movement  of  freight  to  the  Atlantic, 
Gulf,  or  Pacific  seaboard  unless  there  were  ships  there  to  accom- 
modate the  freight.  The  ships,  as  described  yesterday,  had  been 
driven  from  the  oceans  bv  the  German  submarines.    Those  that  were 
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not  frightened  were  in  use  by  Great  Britain  and  her  allies  in  trans- 
porting troops,  and  there  were  very  few  ships  left  in  which  to  ship 
freight,  and  the  coordinating  committee  did  a  vast  amount  of  good 
in  preventing  the  movement  of  freight,  so  far  as  they  could  do  it,  to 
the  seaboards  before  there  were  bottoms  there  ready  to  take  it. 

Senator  Watson.  In  that  connection  what,  if  anything,  did  you  do 
with  reference  to  diverting  the  traffic  from  New  York  to  southern 
ports? 

Mr.  Kruttschnitt.  About  a  month  or  six  weeks  ago,  at  the  time 
this  congestion  of  the  trunk  lines  first  became  evident,  we  took  up 
with  the  Food  Administrator  the  diversion  of  3,500  carloads  of 
freight  that  were  then  waiting,  principally  at  St.  Paul  and  Minne- 
apolis, laden  with  flour  and  gram,  from  this  congested  area  to  the 
Gulf  coast  ports.    Our  records  show  that  the  elevators  at  the  Gulf 

S>rts  were  practically  empty;  that  New  Orleans,  Galveston,  and 
obile  had  very  large  elevator  capacity  that  was  not  used  at  all. 
Mr.  Hoover  took  the  matter  up  at  once  and  ordered  these  3,500  cars 
diverted  from  New  York  ana  Baltimore  down  to  the  Gulf  ports, 
where  there  was  ample  room  to  handle  them,  and  relieved  the  situa- 
tion very,  very  greatly,  and  that  he  has  continued  to  do  ever  since. 

The  Chairman.  You  would  have  had  no  power  to  have  done  that 
if  there  had  not  been  the  power  granted  in  the  food  administration 
bill  for  Mr.  Hoover  to  give  you  the  order? 

Mr.  Krtjttschnitt.  Quite  right.  We  never  could  have  done  it. 
Mr.  Hoover,  with  the  strong  arm  of  the  Government  behind  him, 
could  do  it — could  order  it.  All  we  could  do  was  to  ask,  and  the  con- 
signees would  comply  or  not,  as  their  interests  dictated. 

Senator  Pomerene.  You  could  have  done  that  under  the  agree- 
ment authorizing  you  to  direct  the  freight,  could  you  not? 

Mr.  KmnrscHNrrr.  No. 

Senator  Pomerene.  As  I  understood  you,  you  had  a  car  service 
committee  connected  with  your  war  board,  and  that  it  directed  the 
movement  of  these  cars? 

Mr.  Kruttschnitt.  No  ;  we  had  no  right  to  disregard  the  routing 
right  of  the  shipper.  That  was  a  right  given  him  by  the  commis- 
sion, and  we  had  to  respect  it,  and  the  only  way  in  which  we  could 
disregard  it  was  by  his  consent;  and  afterwards,  when  this  conges- 
tion got  so  bad  in  the  eastern  territory  that  no  freight  could  be 
moved,  we  then  simply  assumed  the  right  of  sending  the  freight, 
regardless  of  routing,  over  any  road  that  could  carry  it  to  its  destina- 
tion. That,  however,  was  a  temporary  measure  taken  to  relieve  the 
congestion  on  the  trunk  lines. 

Senator  Pomekene.  Do  I  understand  that  your  instructions,  then, 
with  reference  to  the  movement  of  cars,  applied  to  empties  rather 
than  to  loaded  cars  ? 

Mr.  Kkuttschnitt.  The  control  over  the  empty  cars  was  absolute, 
because  no  relations  with  the  shipper  were  involved  in  moving  empty 
cars;  but  when  the  car  had  something  belonging  to  a  shipper  in  it, 
and  he  wanted  it  to  go,  say,  by  the  Baltimore  &  Ohio  to  Baltimore, 
we  could  not  say  that  instead  of  going  that  way,  we  are  going  to 
divert  it,  we  were  going  to  send  it  by  the  New  York  Central  to  New 
York  or  to  Boston. 
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Senator  Underwood.  As  I  understand  it,  Congress  has  passed  a 
law  giving  the  right  to  the  shipper  to  direct  the  routing  of  freight? 
That  is  a  law,  is  it  not? 

Mr.  Kruttschnitt.  I  do  not  think  it  is  a  law. 

Senator  Watson.  It  is  rather  an  order  of  the  Interstate  Commerce 
Commission? 

Mr.  Kruttschnitt.  It  is  a  right  given  him  by  the  Interstate  Com- 
merce Commission,  or,  rather,  to  put  it  another  way,  there  was  a 
time  when  we  disregarded  the  instructions  of  the  shipper  and  ex- 
ercised the  right  to  send  the  freight  east  by  the  roads  with  which 
we  had  the  closest  connections,  the  matter  was  brought  up  in  the 
courts  and  the  courts  ruled  against  us,  that  we  could  not  continue  the 
practice. 

Senator  Underwood.  My  recollection  of  it,  Mr.  Kruttschnitt,  is 
that  Congress  some  years  ago  passed  as  a  part  of  the  interstate  com- 
merce act  a  provision  that  allowed  the  shipper  to  designate  to  the 
railroad  how  he  wanted  his  freight  routed  to  its  final  destination, 
and  if  he  did  make  that  designation,  they  had  to  ship  it  in  that  way, 
under  penalty  of  law. 

Mr.  Kruttschnitt.  Perhaps  it  was  afterwards  enacted  into  law, 
but  I  think  it  was  first  established  by  litigation. 

Senator  Cummins.  That  was  put  into  the  act  in  1910,  and  applies 
only,  of  course,  where  the  freight  is  shipped  over  two  or  more  roads. 

Senator  Underwood.  Of  course  if  it  was  only  shipped  over  one, 
it  would  naturally  have  to  go  over  that  one. 

The  Chairman.  What  effect,  Mr.  Kruttschnitt,  did  that  have  upon 
your  efforts  to  mobilize  the  transportation  facilities  in  this  country? 
What  we  call  crosshauling,  which  is  another  way  of  expressing  the 
right  of  the  shipper  to  route  his  freight,  what  effect  did  it  have  upon 
your  attempt  to  relieve  the  congestion? 

Mr.  Kruttschnitt.  Well,  this  crosshauling,  particularly  of  coal, 
was  one  of,  if  not  the  controlling  influence  that  has  brought  about 
this  congestion  on  the  eastern  roads.  There  is  absolutely  no  control 
of  crosshaul.  The  War  Board,  six  or  eight  weeks  ago,  I  think,  in  the 
latter  part  of  November,  had  a  conference  with  the  Fuel  Adminis- 
trator, and  called  his  attention  to  the  waste  of  transportation  by 
crosshauling  of  coal,  and  recommended  that  he  issue  orders  that 
would  stop  it,  and  he  asked  us  if  we  would  not  work  up  a  plan  and 
submit  it  to  him.  We  did  so,  and  submitted  that  plan,  I  think,  early 
in  December.  It  was  very  carefully  worked  up,  after  the  fashion 
of  the  English  plan,  which  you  have  no  doubt  seen,  by  which  the 
routing  of  coal  from  one  producing  district  to  a  consuming  district 
is  marked  out,  and  the  principle  on  which  the  maps  were  drawn  was 
that  any  consuming  district  should  get  its  coal,  regardless  of  its 
wishes  as  to  quality  of  coal,  from  the  nearest  coal-producing  dis- 
trict. That,  of  course,  cut  off  the  crosshaul,  but  nothing  has  ever 
been  done  about  it.  We  urged  action  on  it,  but  no  action  has  been 
taken. 

Senator  Watson.  You  had  no  power  to  enforce  action? 

Mr.  Kruttschnitt.  Oh,  absolutely  none. 

The  Chairman.  To  what  extent  did  that  prevail  in  other  ship- 
ments?   You  have  mentioned  coal  as  the  principal  one. 

Mr.  Kruttschnitt.  Well,  coal  was  the  principal  one,  because  its 
tonnage  is  so  great.    No  doubt  the  crosshaul  existed  as  to  other  com- 
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modities,  but  the  crosshauling  was  not  as  potent  an  influence  in 
bringing  about  this  congestion  as  the  crosshauling  of  coal. 

The  Chairman.  I  thought  perhaps  you  might  have  some  figures 
to  show,  or  some  data  to  give  the  committee,  in  reference  to  muni- 
tions and  supplies  to  be  exported  abroad. 

Mr.  Kruttschnitt.  I  was  going  to  come  to  that,  but  I  will  answer 
that  question  now,  that  the  next  most  potent  influence  in  bringing 
about  this  congestion  was  the  indiscriminate  use  of  a  preference  en- 
velope by  shipping  agents  of  the  War  Department.  At  the  beginning 
of  the  war,  in  conference  with  the  Quartermaster  Department  of  the 
United  States  Army,  the  railroads  printed  what  they  called  a  blue 
envelope,  and  freight  on  any  waybill  or  bill  of  lading  inclosed  in  the 
blue^ envelope,  which  was  clearly  marked  "  United  States  Government 
service,"  was  given  preference,  it  being  understood  by  the  Quarter- 
master Department  of  the  Army  that  whenever  that  envelope  was 
used  there  would  be  no  question  about  the  preference.  If  it  was 
marked  "  Government  service,"  it  would  be  rushed.  Now,  the  Army 
because  of  the  vast  tonnage  which  it  was  shipping  and  the  great  num- 
ber of  officers  charged  with  shipping  freight,  got  to  using  those  en- 
velopes for  a  great  deal  of  freight  that  did  not  require  preference 
movement.  In  other  words,  it  was  used  for  everything  that  the  Gov- 
ernment bought,  and  abuses  crept  in  thus,  we  will  say,  a  manufac- 
turer who  was  turning  out  10,000  tons  might  have  been  turning  out 
a  thousand  for  the  Government  and  9,000  for  the  general  public,. 
yet  he  would  get  preference  envelopes  to  use  for  the  Government 
shipments  and  ne  would  use  these  preference  envelopes  for  his  whole 
output. 

Senator  Robinson.  That  same  system  has  prevailed  in  the  ship- 
ments to  a  large  number  of  cantonments  throughout  the  country. 

Mr.  Kruttschnitt.  Of  course  the  railroad  was  helpless.  We  can 
not  go  behind  the  blue  envelope  and  investigate  when- the  freight  is 
tendered  covered  by  these  bills  of  lading  asking,  "  Is  this  really  Gov- 
ernment freight?  Is  it  vouched  for  by  So-and-so?"  You  have  got 
to  trust  the  men  to  whom  these  preference  envelopes  are  given,  and 
if  they  will  let  them  slip  out  so  that  Tom,  Dick,  and  Harry  can  use 
them,  the  result  is  just  what  you  have  seen.  One  of  the  trunk  lines 
estimated  that  85  per  cent  of  the  total  tonnage  they  were  handling, 
including  coal?  was  covered  by  these  blue  envelopes.  You  can  imagine 
the  state  of  mind  of  a  yardmaster  at  a  terminal,  say,  like  Pittsburgh, 
when  he  was  confronted  with  the  freight  covered  by  all  of  these  blue 
envelopes,  and  covered  by  other  orders  giving  priority  of  transpor- 
tation to  different  commodities,  he  would  be  a  fit  subject  for  an  insane 
asylum ;  he  would  not  know  how  to  get  around  his  work. 

Senator  Robinson.  Everything  that  came  in  had  a  priority. 

Mr.  Kbtjttsghnitt.  Pretty  much  everything,  and  it  resulted,  in 
this,  that  if  everything  had  preference  nothing  had  preference — it 
simply  congested  the  roads. 

Now,  those  two  influences  were  the  principal  ones  that  have  brought 
about  the  congestion  on  the  roads  east  of  Chicago  and  north  of  the 
Ohio  and  Potomac  Rivers. 

Senator  Pomerene.  In  the  case  of  that  railroad  that  had  85  per 
cent  of  preference  freight,  what  proportion  of  that  85  per  cent  was 
given  for  Government  supplies,  and  what  proportion  not?    I  will 
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put  it  in  another  way.    What  portion  would  have  been  legitimately 
entitled  to  this  preference? 

Mr.  Kruttschnitt.  I  do  not  think  the  carrier  itself  could  say  that, 
and  I  certainly  am  not  in  a  position  to  say  it.  It  was  simply  an  esti- 
mate of  the  freight  coverea  by  preference  orders,  that  it  was  given 
on  the  war  board. 

Senator  Pomerene.  Of  course,  I  understood  you,  in  a  statement 
you  made,  to  say  that  anything  would  be  rather  an  estimate  than  an 
exact  statement. 

Mr.  Kruttschnitt.  I  never  heard  the  estimate  made  that  way.  I 
want,  however,  to  have  you  understand  clearly  just  the  difference 
between  priority  orders  and  preference  orders.  The  preference  order 
was  this  blue-envelope  system,  devised  by  the  carriers  and  the  Gov- 
ernment departments  to  insure  proper  attention  on  the  part  of  the 
carriers'  employees  to  Government  shipments.  In  addition,  there 
were  priority  orders  that  originated  with  Mr.  Lovett  as  priority 
commissioner,  and  with  Dr.  Garfield  as  Fuel  Administrator,  and  this 
85  per  cent  covered  not  only  the  blue-envelope  freight  but  also  the 
freight  covered  by  the  priority  orders,  and  these  two  methods 

The  Chairman.  Did  the  Government  officials  undertake  to  direct 
the  route  of  any  of  the  Government's  preference  orders  or  priority 
orders? 

Mr.  Kruttschnitt.  Of  course,  they  would  have  the  right  to  do  that, 
but  I  do  not  know  to  what  extent  they  insisted  on  the  right. 

The  Chairman.  You  do  not  know,  or  they  did  not,  so  far  as  you 
know,  indicate  the  route  over  which  it  was  to  go? 

Mr.  Krutschnitt.  Normally,  I  think  they  would  have  done  that 
They  had  the  right  to  do  it,  but  the  Government  officers  cooperated 
with  us,  and  I  am  quite  certain  in  case  of  trouble  they  would  have 
waived  their  technical  rights ;  but,  of  course,  you  understand  that  the 
route  sometimes  is  determined  by  the  port  of  destination.  If  they 
wanted  it  to  go  to  New  York  we  could  not  send  it  to  Baltimore, 
and  if  they  wanted  it  to  go  to  New  York  by  one  certain  route,  and 
there  were  three  roads  to  New  York,  we  could  probably  get  them  to 
allow  us  to  send  it  via  the  most  available  route  to  New  York. 

Senator  Robinson.  But  you  had  no  authority  to  send  it  by  the  most 
available  route  unless  they  did  consent  to  it  ? 

Mr.  Kruttschnitt.  We  assumed  that  authority  when  this  conges- 
tion east  of  Chicago  occurred,  because  we  assumed  that  if  we  had 
freight  and  could  not  send  it  the  way  directed,  and  we  could  send  it 
some  other  way,  we  were  doing  the  shipper  a  favor  by  sending  it 
some  other  way  rather  than  by  not  moving  it  at  all. 

Senator  Kellogg.  You  did  it  by  the  strong-arm  method ;  you  simply 
went  in  and  did  it? 

Mr.  Krutschnitt.  We  simply  did  it  and  took  our  risk  of  lawsuits 
with  the  shippers  of  freight.  I  do  not  think  that  risk  was  great,  but 
still  it  existed. 

Senator  Kellogg.  On  that  question  of  priority  orders,  prior  to  the 
act  of  August  10,  1917,  the  interstate  commerce  law  provided  u  that 
in  time  of  war  or  threatened  war  preference  and  precedent  shall, 
upon  the  demand  of  the  President  of  the  United  States,  be  given  over 
all  other  traffic  for  the  transportation  of  materials  of  war,  and  car- 
riers shall  adopt  every  means  within  their  control  to  facilitate  and 
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expedite  the  military  traffic,  and  in  times  of  peace  shipments  con- 
signed to  agents  of  the  United  States  for  its  use  shall  be  delivered  by 
the  carriers  as  promptly  as  possible  and  without  regard  to  any  em- 
bargo that  may  have  been  declared,  and  no  such  embargo  shall  apply 
to  shipments  so  consigned." 

That  was  the  law  in  existence  as  to  the  shipment  of  materials  of 
war.  Now,  on  August  10, 1917,  the  Congress  passed  a  bill  providing 
"  that  during  the  continuance  of  the  war  in  wnich  the  United  States 
is  now  engaged,  the  President  is  authorized,  if  he  finds  it  necessary 
for  the  national  defense  and  security,  to  direct  that  such  traffic  or 
such  shipment  of  commodities  as  in  his  judgment  may  be  essential 
to  the  national  defense  and  security,  shall  have  preference  or  priority 
in  transportation  by  any  common  carrier,  by  railroad,  water,  or 
otherwise." 

I  am  sure  it  was  the  intention  of  Congress  to  place  in  one  hand  the 
power  to  direct  preference  or  priority  of  shipments,  but,  as  I  under- 
stand you,  notwithstanding  that  the  War  Department  and  the  Navy 
Department,  the  Food  Administration  and  the  Coal  Administration 
gave  indiscriminate  preference  orders. 

Mr.  Kruttschnitt.  The  understanding  of  the  war  board,  Senator, 
was  substantially  your  own;  that  is  to  say,  we  supposed  that  when 
that  priority  act  was  passed  that  the  man  charged  by  the  President 
with  administering  his  duties  under  the  authority  of  the  act  would 
determine  priority  for  everything.  Prior  to  that  we  had  been  acting 
under  the  clause  you  read  from  the  interstate  commerce  act.  That  is, 
we  simplv  took  it  for  granted  that  officers  of  the  War  Department 
and  the  tfavy  Department,  all  of  whom  were  under  the  President  as 
commander  in  chief,  were  under  his  orders,  and  anything  that  those 
departments  wanted  shipped  we  ought  to  give  preference  to,  accord- 
ing to  that  law,  and  even  after  the  passage  of  the  priority  bill  we 
continued  doing  that. 

Now,  when  this  flood  of  preference  envelopes  threatened  to  swamp 
us,  we  had  a  meeting  with  Mr.  Lovett,  who  was  priority  commis- 
sioner, and  we  told  him  of  our  troubles  with  the  departments,  par- 
ticularly the  War  Department,  because  there  were  more  men  shipping 
and  more  goods  shipped,  and  they  were  using  these  preference  en- 
velopes in  such  numbers  that  they  were  getting  beyond  our  control. 
We  asked  him  if  he  would  not  take  charge  and  straighten  that 
matter  out,  and  he  said  that  he  did  not  understand  that  it  came 
under  him.  We  had  quite  an  argument  about  it.  We  wanted  him  to 
help  us  to  that  extent,  and  he  said  he  could  not ;  that  it  did  not  come 
within  his  purview,  and  also,  if  I  understood  him  correctly,  that  his 
duty  was  simply  to  establish  priority  of  movements  as  between  differ- 
ent commodities,  and  he  could  not  undertake  to  say  that  some  things 
should  be  shipped  and  some  should  not.  However,  he  was  so  im- 
pressed with  our  difficulties  that  he  said  he  would  take  the  matter 
up  with  the  Secretary  of  War,  and  he  told  us  a  few  days  after  that 
that  the  Secretary  of  War  recognized  the  difficulties  under  which  we 
were  laboring  and  would  have  the  matter  straightened  out,  but  noth- 
ing was  ever  done  until  Mr.  McAdoo  took  charge.  When  we  ex- 
plained the  troubles  with  these  preference  orders,  he  at  once  ap- 
pointed Mr.  Chambers  to  coordinate  all  shipping  facilities  of  the 
Government,  and  Mr.  Chambers  is  now  performing  those  duties. 
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Senator  Watson.  Is  there  the  slightest  doubt  that  the  Govern- 
ment had  absolute  power  to  correct  it  then  ? 

Mr.  Kruttschnitt.  We  thought  so.  Senator,  and  went  at  it  in 
what  we  thought  a  direct  way,  but  with  the  result  I  just  described. 

The  Chairman.  You  mentioned  a  moment  ago  that  you  had  a  cus- 
tom whereby  you  could  interchange  box  cars,  but  you  did  not  inter- 
change the  motive  power  or  the  crews.  Now,  you  said  you  had 
deflected  certain  shipments  so  as  to  get  it  to  the  consignee  as  soon  as 
possible.  You  have  no  power  under  the  law  to  use  any  of  your 
equipment  over  another  road  and  then  prorate  your  earnings?  I 
mean  you  have  no  right  to  pool  with  mother  road  any  service  that 
you  may  render  by  motive  power  or  crew  service  and  carry  the 
freight  over  another  road  and  then  get  your  pro  rata  share  of  the 
freight,  I  mean  ? 

Mr.  Kruttschnitt.  There  are  two  angles  to  that  question.  There 
is  no  legal  prohibition  against  using  or  diverting  equipment,  or  even 
locomotives,  from  one  road  to  another.  That  we  did  when  it  was 
necessary,  but  it  never  became  necessary  to  divert  locomotives.  The 
first  trouble  developed  with  the  lines  east  of  Chicago,  and  when  it 
did  we  appointed  a  special  committee  to  sit  in  Pittsburgh  to  study 
that  situation,  and  one  of  the  first  things  they  said  was  this : 

These  roads  are  short  of  locomotives.  They  have  the  men  sufficient  to  keep, 
their  locomotives  running  without  delay  and  we  are  asked  for  help  as  to  loco- 
motives. 

Our  board  at  once  took  up  the  question  with  our  western  constit- 
uents; in  other  words,  the  ones  that  wore  not  troubled  with  conges- 
tion. The  eastern  lines  asked  at  once  for  100  locomotives.  We 
adopted  the  methods  of  the  selective  draft.  We  simply  enumerated 
the  locomotives  on  the  western  lines  that  are  not  congested  and 
ordered  them  rateably  to  contribute  U>  this  fund  of  100  and  to  ship 
them  at  once  to  Chicago  and  St.  Louis.  That  order  was  promptly 
obeyed  and  the  locomotives  were  sent.  Some  gentlemen  attempted 
to  argue  that  their  necessities  were  as  great  as  those  on  the  eastern 
lines,  but  those  objections  were  swept  aside.  We  told  them,  "  We  can 
not  recognize  your  claims  to  keep  your  power.  These  roads  in  the 
East  need  it  worse  than  you  do,  and  our  judgment  must  prevail,  and 
you  must  send  the  locomotives,"  and  they  did.    They  were  all  sent. 

In  addition  to  that,  the  United  States  Government  had  a  large 
number  of  locomotives  completed,  destined  for  the  military  railroads 
in  France.  We  were  allowed  to  take,  I  think,  90  of  those  locomotives, 
which  were  distributed  over  these  eastern  lines  to  help  out  the  situa- 
tion. 

Then  the  American  builders — that  is,  the  Baldwin  and  American 
Locomotive  Works — had  completed  80  or  90  very  good  freight  loco- 
motives for  Russia,  and  they  did  not  kiiow  what  to  do  with  them  on 
account  of  internal  troubles  in  Russia.  They  were  lying  her©  idte» 
and  we  arranged  with  them  and  the  congested  roads  to  get  some— I 
think  it  was  90  or  95— of  the  Russian  locomotives,  so  in  all  those 
eastern  roads  were  given  somewhere  around  300  locomotives  to  help 
out. 

Then  the  Virginian  road  and  the  Norfolk  &  Western,  which  are 
heavy  coal  carriers,  reported  a  shortage  of  power  and  we  at  once  im- 
pressed 25  locomotives,  the  number  they  wanted,  from  southeastern 
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lines  that  were  not  congested  and  turned  them  over  to  those  two 
roads,  so  in  all  you  might  say  we  have  provided  325  locomotives  to 
contribute  to  the  relief  of  these  congested  lines. 

The  reason  these  congested  lines  could  not  help  themselves  was 
that  they  had  orders  in  for  a  great  number  of  locomotives  to  be  de- 
livered this  year,  but  after  our  country  entered  the  war  the  French 
needed  locomotives  in  large  numbers — as  I  remember  it,  about 
2,600 — and  the  locomotive  works  were  ordered  by  our  Government's 
agents  to  ignore  the  American  orders  to  advance  the  French  orders 
and  to  deliver  them  first.  Then  the  Russians  wanted  a  thousand  or 
more  locomotives,  and  the  same  thing  was  done,  the  American  orders 
were  pushed  back  and  the  Russian  orders  put  ahead.  The  British 
got  ariout  300,  so  that  in  all  over  4,000  locomotives  for  our  allies 
were  ordered,  and  the  American  works  were  speeded  up  to  deliver 
these  and  hold  back  on  the  American  locomotives. 

Senator  Watson.  What  is  their  capacity  a  year? 

Mr.  Kruttsciinitt.  They  said  it  was  5,500  locomotives  a  year. 
The  result  was  that  the  American  roads  still  have  about  3,200  or 
3,300  locomotives,  and  about  40,000  cars  on  order  that  they  have  not 
yet  been  able  to  get.  The  cars  they  could  have  gotten  but  for  the 
difficulty  of  the  car  works  in  getting  steel.  There  was  sufficient 
capacity  in  the  works  to  turn  them  out,  but  they  could  not  get  the 
steel. 

Senator  Watson.  What  is  the  likelihood  of  obtaining  those  loco- 
motives and  cars  now? 

Mr.  Kruttschnitt.  Very  good,  Senator,  for  the  reason  that,  as  I 
say,  on  account  of  the  revolutionary  troubles  in  Russia,  the  locomo- 
tive works  do  not  know  who  is  going  to  get  and  pay  for  them,  and 
naturally  they  have  held  them  back,  and  in  that  way  we  have  gotten 
the  use  of  90  or  100  of  these  locomotives.  The  Government  locomo- 
tives for  General  Pershing's  roads  have  been  turned  out  faster  than 
they  were  needed,  and  they  were  waiting  here  for  vessels.  In  that 
way  we  got  somewhere  in  the  neighborhood  of  90  of  those  locomotives 
turned  over  to  us,  and  that  relieved  the  works  and  they  were  no  longer 
pressed  for  the  Government  locomotives,  nor  for  the  Russian  locomo- 
tives, and  they  said,  "  We  are  now  in  position  to  take  up  the  Ameri- 
can orders,"  and  they  took  them  up. 

To  help  the  eastern  roads  further,  the  war  board  took  the  order 
sheets  of  the  American  locomotive  builders,  and  wherever  locomotives 
were  due  in  the  early  part  of  1918  to  the  western  lines  that  were  not 
congested,  the  locomotive  builders  were  asked  to  delay  deliveries  to  the 
western  roads  and  to  advance  the  deliveries  to  the  eastern  roads  that 
needed  them  worse  than  the  western  roads.  And  in  that  way  we  got 
165  locomotives  for  very  early  delivery  for  the  congested  lines,  and 
we  took  the  chance  of  letting  the  western  lines  wait,  because  they 
were  in  a  better  condition ;  there  were  none  of  them  congested.  That 
means,  Mr.  Chairman,  that  we  took  and  shifted  power  around  to 
provide  for  the  roads  that  were  hard  up  for  it. 

The  Chairman.  The  point  I  wantea  to  bring  out  was  that,  as  I 
understand  it,  you  had  no  power,  and  in  fact  you  are  prohibited  by 
law  from  pooling  your  freight  and  distributing  it  over  the  roads,  and 
then  prorating  whatever  the  earnings  might  be ;  in  other  words,  you 
are  prohibited  from  pooling  the  roads  for  the  disposition  of  freight. 
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Mr.  Kruttschnitt.  And  then  dividing  up  the  earnings? 

The  Chairman.  And  then  dividing  up  the  earnings. 

Mr.  Kruttschnitt.  Yes;  we  were  prohibited  by  Taw  from  doing 
that,  but  in  the  case  of  this  congestion  we  assumed  that  we  would 
have  the  right  legally  to  do  what  any  road  does  at  the  time  it  i9 
washed  out  or  wrecked.  If  road  A  has  a  washout,  as  in  the  case,  for 
instance,  of  the  Ohio  floods,  there  is  no  prohibition  against  the  tem- 
porary use  of  lines  B,  C,  and  D,  to  get  that  freight  moved,  and  the 
freight  is  moved,  not  on  a  pool,  but  on  a  prearranged  tariff  of  charges. 
It  is  not  pooling.  And  in  the  case  of  the  jam  at  Pittsburgh,  we  as- 
sumed that  the  congestion  of  the  roads  east  of  Pittsburgh,  where  they 
could  not  move  the  freight,  was  identical  with  those  roads  that  had 
been  cut  to  pieces  by  the  flood.  In  other  words,  they  were  unable  to 
move  freight,  and  the  law  did  not  prohibit  us  from  moving  that 
freight,  not  on  pooled  earnings,  but  on  the  earnings  that  accrued. 

The  Chairman.  This  congested  condition  had  to  arrive  before  you 
would  be  justified  in  using  that  discretion? 

Mr.  Kruttschnitt.  Exactly.    That  is  the  point  exactly. 

The  Chairman.  What  effect  would  it  have  had  if  you  had  that 
power  to  pool  your  interests,  in  avoiding  congestion  ? 

Mr.  Kruttschnitt.  It  would  have  had  a  very  good  effect.  To  show 
you  how  careful  we  had  to  be,  at  the  time  we  proposed  to  exercise 
that  power  the  press  got  hold  of  what  we  intended  to  do  and  pro- 
claimed very  loudly  that  the  roads  were  disregarding  the  law  and 
were  going  to  pool  freight,  and  we  got  a  letter  at  once  from  the 
Attorney  General's  office  asking  for  information  on  what  we  pro- 
posed to  do.  In  other  words,  he  was  evidently  worried  at  the  thought 
that  the  railroads  were  going  to  deliberately  disregard  the  Jaw.  We 
assured  him  in  a  letter  of  explanation  of  what  we  were  going  to  do, 
and  that  apparently  satisfied  him,  but  it  was  very  evident  tnat  the 
officers  of  the  Government  were  watchful  and  they  would  not  wink 
at  any  infraction  of  the  law. 

Senator  Watson.  Let  me  ask  you  when  that  was.  Was  that  since 
we  got  into  the  war? 

Mr.  Kruttschnitt.  Oh,  yes;  that  was  at  the  time  of  the  Pitts- 
burgh— and  I  say  Pittsburgh  congestion  because  that  was  the  center 
of  it,  when  that  developed.    That  was,  roughly,  two  months  ago. 

Senator  Watson.  Have  you  those  letters,  Mr.  Kruttschnitt? 

Mr.  Kruttschnitt.  No ;  I  do  not  know  where  the  archives  of  the 
war  board  are  now.    I  do  not  know  who  has  them.    I  suppose  Mr. 
.  Holden  probably  has  them. 

Senator  McLean.  Apparently  it  is  your  opinion  that  if  it  had 
not  been  for  the  law  limiting  the  car  tonnage  and  the  rule  against 
pooling,  and  the  blue-envelope  preference  orders  that  the  present 
conditions  would  have  been  much  less  uncomfortable  ? 

Mr.  Kruttschnitt.  Very,  very  much  less  so. 

Mr.  Thom.  Before  you  resume  your  statement,  you  have  been  asked 
about  the  diversion  of  freight  to  southern  points  and  to  Gulf  points, 
southeastern  ports  and  Gulf  ports.  Of  course  the  ability  of  the  rail 
carriers  to  usefully  carry  traffic  to  these  ports  depends  upon  whether 
there  are  ships  at  those  ports  to  receive  it,  but  whether  or  not  there 
were  ships  is  not  a  matter  within  the  rail  carriers'  control,  is  it? 

Mr.  Kruttschnitt.  No;  the  rail  carrier  has  no  control  whatever 
over  the  movement  of  ships,  and  when  the  diversion  of  freight  to  the 
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Gulf  ports  was  made  by  an  understanding  with  the  food  commis- 
sioner, the  food  commissioner  took  up  with  the  Shipping  Board 
and  with  the  agents  of  the  lines  who  were  furnishing  ships  the  ques- 
tion of  having  ships  go  to  Gulf  ports  instead  of  Atlantic  ports. 

Mr.  Thom.  Of  course  that  was  necessary,  preliminary  to  tne  ability 
of  rail  carriers  to  divert  freight  to  southern  ports? 

Mr.  Kruttschnitt.  Unquestionably.  If  there  had  not  been  ships 
there  to  receive  the  freight  it  would  have  simply  transferred  the 
congestion  to  Gulf  ports,  or,  rather,  increased  by  super  adding  it 
to  the  congestion  at  Atlantic  ports. 

(Whereupon,  at  11.15  o'clock  a.  m.,  a  recess  was  taken  until  2.30 
o'clock  p.m.) 

AFTER  RECESS. 

The  committee  reassembled,  pursuant  to  the  taking  of  recess,  at 
2.30  o'clock  p.  m.,  Senator  Smith  of  South  Carolina  (chairman), 
presiding. 

STATEMENT  OF  JULIUS  KKUTTSCHKITT— [Resumed. 

Senator  Watson.  Mr.  Chairman,  if  Mr.  Kruttschnitt  has  not  yet 
finished  his  statement,  I  would  suggest  that  he  do  so. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Krutt- 
schnitt, you  may  proceed  with  your  statement. 

Mr.  Krtjttschnitt.  I  will  just  touch  briefly,  Mr.  Chairman,  on  the 

Joints  that  have  not  been  covered.  I  had  a  good  many  notes  made 
ere,  some  of  which  are  answered  now  because  of  the  questions  which 
have  been  asked. 

One  of  the  subcommittees  of  the  War  Board  was  the  Committee  on 
Accounts.  This  committee,  in  collaboration  with  the  War  and  Navy 
Departments,  originated  very  simple  methods  of  accounting  for  the 
freight  and  passenger  traffic  conducted  on  Government  account  It 
did  away  with  an  endless  amount  of  red  tape;  it  did  away  with  a 
great  deal  of  accounting  and  facilitated  and  expedited  settlement 
with  the  carriers  by  the  Government.  In  the  mobilization  of  troops 
to  the  Mexican  frontier  two  years  ago  there  was  a  time  when  tne 
Government  owed  our  own  company  about  $2,500,000  for  services 
rendered,  which  was  18  or  20  months  overdue.  No  such  condition 
has  existed  in  the  present  mobilization,  I  am  glad  to  say. 

Senator  Pomerene.  Explain  why  that  was  so. 

Mr.  Kruttschnitt.  Partly  on  account  of  the  system  of  accounts 
and  partly  on  account,  as  we  were  assured  by  the  Army  officers,  that 
there  was  no  money  available. 

Senator  Pomerene.  You  mean  accounts  of  the  railroad  companies 
or  accounts  of  the  Government  ? 

Mr.  Kruttschnitt.  Accounts  of  the  railroad  companies  against 
the  Government  for  services  rendered.  The  Government  did  not  pay 
those  without  careful  check,  and  we  understood  at  times  they  did 
not  have  the  force,  and  then,  after  the  bills  were  checked,  that  they 
did  not  have  the  money  available. 

Senator  Pomerene.  I  am  afraid  my  question  was  not  clear.  Was 
it  because  of  the  methods  of  bookkeeping  of  the  railroad  companies 
or  the  methods  of  bookkeeping  and  accounting  of  the  Government? 
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Mr.  Kruttschnitt.  Well,  we  rendered  the  accounts  promptly 
enough,  so  I  suppose  our  methods  of  bookkeeping  were  all  right. 

Senator  Pomerene.  That  explains  it. 

Mr.  Kkuttschnitt.  Our  subcommittee  on  car  designs  presented,  at 
the  request  of  the  Government — that  is,  for  the  War  Department  and 
the  hospital  department — complete  designs  of  armored  cars  and  spe- 
cial equipment  for  hospital  and  troop-train  service,  and  also  built 
sample  cars  for  them.  Complete  routing  charts  for  the  use  of  the 
Government  in  moving  troops  were  gotten  up,  under  which  2,050,000 
troops  were  moved  up  to  the  date  of  this  memorandum,  such  manner 
as  to  merit  the  commendation  of  the  Quartermaster  General,  Gen. 
Channcey  Baker,  in  this  language,  at  the  time  when  1,000,000  troops 
had  been  moved : 

One  million  troops  have  been  mobilized  without  the  slightest  disturbance  to 
commercial  traffic,  and  if  the  public  knew  what  the  railroads  have  done,  the 
self-sacrifice,  nnd  the  long  hours  the  various  heads  of  the  road  have  put  in, 
there  would  be  no  criticism. 

Secretary  of  War  Baker  said,  commenting  on  the  work  done  by 
the  railroads  connected  with  the  mobilization : 

Figures  now  available  show  that  since  early  in  August,  when  large  troop 
movements  began,  the  railroads  have  transported  over  half  a  million  soldiers  to 
various  points  without  any  serlcus  derangement  to  regular  passenger  service, 
and  at  the  same  time  have  absorbed  an  enormous  freight  traffic  brought  on  by 
war  conditions.  This  practically  illustrates  the  patriotic  cooperation  of  Amer- 
ican railroads  with  the  Government,  and  also  the  tremendous  capacity  of 
American  railroads. 

That  was  an  interview  with  the  Secretary  in  New  York  on  Septem- 
ber 24. 

The  war  board  has  also  created  a  committee  on  express  transporta- 
tion, made  up  of  the  operating  vice  presidents  of  the  four  express 
companies.  It  moved  in  the  building  of  the  cantonments  and  on 
account  of  the  Shipping  Board  a  total  of  145,000  cars  of  material 
in  such  a  way  that  Col.  Littell,  in  charge  of  the  cantonments,  said 
on  September  5 : 

In  the  construction  of  the  cantonments,  to  date,  50,000  carloads  of  material 
have  been  transported  and  delivered  at  the  sites,  an  enormous  ta$  on  the  already 
overburdened  railroads  of  the  country.  The  railroads,  however,  have  given 
splendid  service.  All  Government  orders  have  been  given  precedence,  and  lum- 
ber and  other  supplies  needed  have  been  rushed  to  the  cantonments  in  record 
time. 

I  think  I  have  gone  over  pretty  generally  the  things  that  the  war 
board  did.  Some  of  the  things  that  it  had  hoped  to  do  I  will  go 
over  very  quickly,  because  they  were  touched  on  this  morning.  To 
abolish  the  cross  haul  of  coal,  nothing  was  accomplished,  because  the 
report,  on  which  a  great  deal  of  time  and  a  great  deal  of  talent  was 
used,  was  not  acted  upon.  Indeed,  it  has  not  been  acted  upon  up  to 
the  present  time.    Then  it  hoped  to  remove  a  fruitful  cause  of  con- 

festion  by  securing  coordination  of  Government  shipping  agencies, 
'hat  was  recommended  to  the  Director  General  in  our  interview 
with  him  on  the  day  after  he  assumed  charge,  and,  as  I  said,  thathas 
been  corrected  by  the  appointment  of  Mr.  Chambers  as  the  traffic 
director  or  director  of  transportation. 

It  had  hoped  to  get  still  greater  improvement  in  the  loading  of 
freight  cars  and  locomotives.     It  hoped  to  cut  passenger  business 
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very  greatly  by  the  imposition,  through  the  appropriate  agency,  of 
sufficiently  restrictive  rates  or  to  take  off  trains,  as  the  case  might  be. 
That,  as  you  know,  has  since  been  done  by  the  Director  General.  To 
increase  the  common  use  of  terminals  of  one  carrier  by  another.  The 
common  use  of  terminals  had  been  granted  by  one  carrier  to  another 
very  extensively,  particularly  west  of  the  Mississippi  River,  and  it 
is  being  done  more  and  more  east  of  the  river.  There  was  no  law  to 
prevent  it ;  it  was  not  pooling.  It  was  simply  the  rental  to  one  road 
by  another  of  its  terminal  facilities.  We  had  hoped  to  interest  the 
Federal  authorities  in  the  paramount  necessity  of  providing  and  con- 
serving railroad  labor,  which  we  will  refer  to  hereafter  in  greater 
detail. 

Some  of  the  things  that  have  hampered  the  board  I  have  touched 
on  already.  For  instance,  in  the  greater  expedition  in  the  movement 
of  freight  there  was  the  handicap  of  moving  the  2,050,000  troops. 
There  was  an  increase  in  passenger  business  by  23  per  cent  in  October 
of  this  year  over  last.  There  was  a  large  increase  in  mails  and  par- 
cel-post traffic.  That  has  disorganized  passenger  traffic  more,  even, 
than  the  percentage  of  increase  would  indicate,  because  it  delays  the 
trains  at  transfer  points  and  passenger  stations,  and  there  has  also 
been  a  very  large  increase  in  express  traffic  of  about  20  per  cent. 

Senator  Pomerenb.  Does  it  delay  the  traffic  more  than  if  those 
parcels  were  sent  by  express? 

Mr.  Krottschnitt.  Yes;  because  there  is  more  transfer.  There 
are  cases  on  the  Southern  Pacific  where  passenger  trains  were  held 
up  at  terminals — by  terminals  I  mean  the  intermediate  passenger  and 
freight  terminals,  about  125  miles  apart — on  the  demand  of  the  postal 
clerks  to  stop  the  trains  and  transfer  the  mail  and  parcel  post  from 
one  particular  car  to  another.  We  have  had  delays  of  20  or  30 
minutes  to  do  that. 

The  need  of  power  I  have  touched  on.  The  reason  why  we  did  not 
get  our  power  in  time  I  have  also  explained.  A  fruitful  source  of 
trouble  in  the  movement  of  freight  was  caused  by  the  impressment 
by  the  Government  of  steamships  engaged  in  coastwise  traffic.  The 
Southern  Pacific  Co.  had  a  fleet  of  26  ships  engaged  in  coastwise 
traffic  between  New  York  on  the  one  hand  and  New  Orleans  and 
Galveston  on  the  other.  The  Government  had  taken,  up  to  about  a 
month  ago,  10  or  11  of  these  ships.  They  have  taken  ships  from  thtf 
Ocean  Steamship  Co.,  whose  shipsply  between  New  York  and  Savan- 
nah, and  the  Clyde  Lines,  the  Texas  Lines,  and  Florida  Lines — 
taken  from  them  ships  of  a  capacity  in  tons  of  freight  per  year  of 
about  1,000,000  tons.  That  freight  was  taken  off  the  ocean  and 
thrown  onto  the  overburdened  carriers  on  land,  and  they  have  had 
to  carry  it  some  way  or  other. 

Senator  Watson.  Did  they  take  those  ships  for  trans- Atlantic 
purposes? 

Mr.  Kruttschnitt.  Yes;  at  least  some  of  ours  have  been  taken 
for  transport  service.  One  of  them  has  been  sent  down  to  the  west 
coast  of  South  America  on  freight  business  for  the  Government. 
Some  have  been  taken  for  tenders  for  the  Navy.  We  have  two  tank 
ships  and  the  Navy  took  one  of  those  as  a  tender  for  war  vessels. 

The  New  York,  New  Haven  &  Hartford,  Boston  &  Albany,  and 
Boston  A  Maine  railroads,  the  three  railroads  serving  New  England, 
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have  actually  transported  2,817,000  tons  more  of  anthracite  and  bitu- 
minous coal  into  New  England  this  year  than  last,  in  response  to 
the  reeds  of  that  part  of  the  country.  Those  shipments  have  here- 
tofore been  taken  care  of  by  ocean  carriers — that  is,  ocean  tugs  and 
barges  plying  between  New  York,  Philadelphia,  Baltimore,  Hamp- 
ton Roads,  and  New  England  ports. 

The  transcontinental  roads  have  had  a  largely  increased  duty 
thrown  on  them,  by  all  ships  abandoning  the  Panama  Canal  route. 
In  the  first  year  that  the  canal  was  open,  from  September,  1914,  to 
August,  1915,  substantially  2,000,000  tons  of  freight  were  handled 
between  Atlantic  and  Pacific  ports  through  the  canal.  After  the 
breaking  out  of  the  war  the  rates  on  steamships  for  trans- Atlantic 
trado  were  such  that  these  carriers  all  dropped  the  canal  route  and 
went  into  trans- Atlantic  business,  and  these  2,000,000  tons  of  freight 
were  then  thrown  onto  transcontinental  railroads  And  had  to  be 
carried. 

Senator  Townsend.  I  did  not  understand,  Mr.  Kruttschnitt,  why 
the  railroads  stopped  their  ships  at  that  time.  Is  that  what  you 
said? 

Mr.  Kruttschnitt.  We  did  not.  The  Government  took  them. 
The  Government  impressed  them. 

Senator  Townsend.  I  understood  you  to  say  that  you  did? 

Mr.  Kruttschnitt.  No.  We  had  a  fleet  of  about  26,  and  the  Gov- 
ernment has  taken,  as  I  remember  it,  10  or  11,  up  to  date,  but  the 
percentage  of  carrying  capacity  of  those  10  or  11  was  much  more 
than  the  percentage  determined  by  their  mere  number.  Unfor- 
tunately they  took  the  largest  and  finest.  Now,  this  transcontinental 
freight  thrown  on  the  roads  in  addition  to  what  they  were  handling 
was  equivalent  to  the  monthly  use  in  that  service  alone  of  46,000 
freight  cars  and  619  locomotives.  In  other  words,  although  the 
roads  were  handling  such  a  very  large  amount  of  freight,  they  were 
compelled  to  do  what  was  equivalent  to  retiring  46,000  cars  and  619 
locomotives  from  their  equipment  alone,  to  handle  this  additional 
freight  thrown  on  them  by  the  closing  of  the  Panama  Canal. 

Senator  Pomerene.  Let  us  get  a  little  more  definite  statement 
about  that,  if  we  can. 

Mr.  Kruttschnitt.  2,000,000  tons  of  freight  had  to  be  carried 
across  the  continent. 

Senator  Pomerene.  You  have  given  the  number  of  freight  cars 
which  were  used  and  the  number  of  locomotives  which  were  used  in 
the  transportation  of  that  2,000,000  tons  of  freight.  Now,  how  long 
would  they  be  occupied  ? 

Mr.  Kruttschnitt.  Constantly. 

Senator  Pomerene.  During  this  entire  period  ? 

Mr.  Kruttschnitt.  Yes,  sir.  In  other  words,  we  have  figiired  the 
ton-mileage  thrown  on  the  carriers  by  the  transportation  of  2,060,000 
tons  of  freight  from  the  Pacific  to  the  Atlantic  coast,  and  we  have 
divided  the  monthly  ton-mileage  by  the  monthly  service  of  a  loco- 
motive and  a  car,  and  it  has  produced  this  result. 

The  roads  are  finding  it  increasingly  difficult  to  keep  up  their 
equipment,  and  particularly  locomotives,  on  account  of  the  shortage 
of  skilled  labor.  The  selective  draft  and  the  attractions  offered  by 
such  rates  paid  in  munition  and  Government  plants,  as  most  of  the 
roads  are  unable  to  meet,  has  resulted  in  a  depletion  of  the  shop 
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forces  of  the  carriers.  In  some  cases  they  have  lost  as  much  as  12£ 
per  cent,  and  all  of  them  report  a  much  greater  fall  in  efficiency  than 
is  indicated  by  that  numerical  percentage,  for  the  reason  that  the 
depletion  of  men  has  been  larger  than  this  percentage,  and  the  roads 
have  been  compelled  to  employ  such  labor  as  they  could  get.  In 
most  cases  it  was  not  as  skillful  or  as  efficient  as  the  labor  they  lost ; 
so  the  loss  in  efficiency  is  not  indicated  by  12£  per  cent,  but  would  be 
greater  than  that. 

The  war  board  has  called  attention  of  the  proper  officers  to  these 
matters  and  has  also  suggested  that  the  Government  grant  possible 
measures  of  relief,  but  so  far  without  result.  It  should  not  be  for- 
gotten that  this  increased  movement  of  passengers,  troops,  mails, 
parcels  post,  and  freight  has  been  accomplished  with  forces  that  were 
greatly  decreased  as  to  numbers  and  weakened  as  to  efficiency. 

There  are  some  commendatory  paragraphs  in  the  Secretary  of 
War's  annual  report  for  1917,  in  which  he  repeats  the  appreciation 
of  what  the  roads  have  done.  You  will  find  them  in  the  letter  of 
Mr.  Harrison  to  the  Newlands  committee.  I,  therefore,  will  not  take 
up  vour  time  by  reading  them. 

T^he  Quartermaster  General  of  the  Army,  in  his  annual  report,  also 
commended  the  roads  highly  for  the  service  they  rendered.  In  a 
report  of  a  special  committee  on  public  ownership  and  operation, 
as  contrasted  with  private  ownership  and  operation  of  public  utili- 
ties, made  to  the  National  Association  of  Railway  Commissioners, 
on  pages  14,  15,  and  17,  is  a  complimentary  article  as  to  the  service 
the  railroads  have  rendered. 

The  Interstate  Commerce  Commission,  in  its  annual  report  of 
December  1, 1917,  after  referring  to  the  organization  of  the  Railroad 
War  Board,  expresses  commendation  of  what  they  have  done. 

Senator  Watson.  Can  not  you  state  what  you  have  in  mind  with- 
out reference  to  the  papers? 

Mr.  Krtjttschnitt.  I  will.  I  wanted  to  be  accurate,  but  I  will 
state  in  a  general  way  that  the  Southern  Pacific  Co.  was  called  on 
by  the  Food  Administration  to  transport  100  carloads  of  sugar  from 
California  to  New  York  early  in  December.  The  cars  were  delivered 
in  Xew  York  inside  of  20  days  after  the  Food  Administration  re- 
ceived the  order  to  forward.  We  did  not  get  the  order  until  several 
days  after  they  got  it.  There  were  two  days  delay  at  Galveston  in 
transshipment,  but  yet  the  sugar  was  delivered  here  within  20  days 
after  they  gave  the  order.  The  distance  is  roughly  4,500  miles,  and 
the  sugar  bureau  of  the  Food  Administration  expressed  its  satisfac- 
tion and  pleasure  at  the  promptness  with  which  the  sugar  was 
delivered. 

There  was  recently  a  shipment  of  several  cars  of  Army  overcoats 
from  New  York  to  Galveston  by  steamer,  transshipped  there  and 
sent  through  Fort  Worth  to  Camp  Bowie.  The  officer  in  charge  of 
the  movement  on  the  receipt  of  these  coats  at  Camp  Bowie  wrote  an 
extremely  appreciative  letter,  stating  that  the  overcoats  had  reached 
Camp  Bowie  inside  of  22  hours  after  the  ship  docked  in  Galveston. 
The  distance  is  somewhat  over  300  miles,  and  allowing  for  time  of 
transfer  and  carriage  of  the  coats  the  delivery  was  made  in  less  than 
a  day,  and  he  expressed  a  very  lively  satisfaction  of  the  service  the 
roads  had  rendered. 
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Senator  Watson.  Mr.  Kriittschnitt,  before  the  European  war 
began  did  the  railroads  of  the  country  have  any  trouble  in  managing 
the  traffic,  at  any  time  within  your  knowledge  of  the  railroad  busi- 
ness? 

Mr.  KeuTTSCHNiTT.  Yes.  I  spoke  of  a  congestion — serious  con- 
gestion— that  existed  at  the  Atlantic  seaboard  in  1915  and  1916. 

Senator  Watson.  That  was  after  the  European  war  began.  I  said 
before  the  beginning  of  the  European  war. 

Mr.  Kruttschnitt.  Yes.  At  times  they  did  have  trouble.  The 
troubles  arose  from  the  inability  of  the  carriers  to  control  the  removal 
of  the  freight  after  they  had  performed  the  service  of  carriage.  Of 
course  what  we  have  done  since  this  cooperative  movement  started — 
since  the  United  States  entered  the  war — has  been  due  to  the  active 
cooperation  and  support  we  have  gotten  from  the  shipping  public, 
receiving  public,  and  public  bodies.  They  have  been  actuated  by  a 
splendid  sense  of  patriotism  and,  as  I  said  before,  have  done  nearly 
everything  we  have  asked  them  to  do. 

Senator  Watson.  If,  then,  you  could  have  the  same  kind  of  coop- 
eration amongst  the  railroads  and  the  shipping  public,  would  your 
board  of  managers  have  any  trouble  in  managing  the  peace  traffic 
of  the  United  States? 

Mr.  Kruttschnitt.  I  think  not. 

Senator  Watson.  Do  you  believe,  Mr.  Kruttschnitt,  that  the  rail- 
roads will  ever  go  back  to  the  state  of  management  that  they  had 
previous  to  this  time? 

Mr.  Kruttschnitt.  We  have  felt  in  our  discussions  that  such 
changes  have  been  made  in  the  carriage  of  traffic  over  the  roads  that 
we  thought  that  an  epoch  had  been  made  in  the  history  of  railroads, 
and  that  even  after  the  close  of  the  war  if  the  roads,  restored  to 

Erivate  management,  should  want  to  do  some  things  that  necessity 
ad  taught  them  ought  to  be  done,  and  that  they  had  done  during 
the  war,  it  was  our  hope  that  some  of  the  embarrassments  and  handi- 
caps that  they  had  to  contend  with  might  be  removed,  when  the  public 
and  the  Government  saw  what  results  had  been  obtained  by  the  efforts 
the  railroads  had  made. 

Senator  Watson.  Have  you  thought  out  a  plan  for  the  future  oper- 
ation of  the  railroads? 

Mr.  Kruttschnitt.  Nothing  beyond  what  has  been  discussed  in 
our  committee  room,  and  that  was  generally  in  the  line  that  we  could 
accomplish  a  great  deal  more  if  perhaps  the  Government  would 
appoint  a  representative  to  sit  with  us.  In  other  words,  permit  us 
to  do  things  that  we  might  do  if  the  law  did  not  prohibit  us  from 
doing  them. 

Senator  Kellogg.  What  particular  things? 

Senator  Watson.  Yes;  what  particular  things! 

Mr.  Kruttschnitt.  Well,  the  things  we  are  forbidden  to  do  under 
the  antitrust  act,  under  the  antipooling  clause  of  the  act  to  regulate 
commerce ;  things  in  which  it  seemed  to  us  the  public  interest  could 
be  very  easily  protected  by  Government  regulation,  and  the  roads 
be  permitted  to  do  things  that  would  increase  their  own  efficiency, 
their  own  ability  to  turn  gross  into  net,  and  at  the  same  time  give 
better  public  service.  The  details  we  have  never  worked  out.  These 
were  simply  discussions  that  we  had  and  hopes  that  we  entertained. 
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Senator  Watson.  Now,  you  are  the  chairman  of  the  board  of  the 
Southern  Pacific  Railway,  I  presume. 

Mr.  Kruttschnitt.  I  am. 

Senator  Watson.  Who  is  managing  the  traffic  of  the  Southern 
Pacific  now!  Is  that  being  done  through  the  regular  organization 
df  the  Southern  Pacific,  subject  to  occasional  .orders  by  Mr.  McAdoo, 
or  what  is  your  status,  and  what  is  the  status  of  railway  manage- 
ment now  in  the  United  States? 

Mr.  Kruttschnitt.  That  is  a  very  hard  question  to  answer,  Sen- 
ator.    I  do  not  know  whether  I  could  answer  it  in  any  other  way. 

Senator  Watson.  I  am  just  asking  for  information. 

Mr.  Kruttschnitt.  Up  to  the  present  time  I  really  hardly  know. 
I  do  not  think  it  is  any  discredit  whatever 

Senator  Watson  (interrupting).  Not  at  all. 

Mr.  Kruttschnitt  (continuing).  On  what  is  being  done  now,  be- 
cause a  stupendous  task  has  been  undertaken.  I  have  personally 
taken  the  position — if  you  will  indulge  me  by  letting  me  read  a  tele- 
gram that  I  sent  on  the  4th  of  January  to  the  three  presidents  of 
the  Southern  Pacific  Co.  to  indicate  what  I  considered  my  position 
and  theirs  was,  and  I  do  not  knotf  that  I  can  answer  your  question 
better  than  by  simply  reading  it. 

Senator  Watson.  I  think  the  committee  would  be  glad  to  hear  the 
message. 

Mr.  Kruttschnitt.  It  is  not  very  long.  It  is  a  message  to  our 
three  presidents  in  San  Francisco,  Houston,  and  Tucson : 

The  duties  and  authority  of  the  Railroad  War  Board  have  been  terminated, 
and  it  was  assumed  that  departmental  committees  would  be  automatically  dis- 
solved. By  proclamation  of  the  President  and  orders  of  director  general,  the 
facilities  of  our  lines  are  required,  first  for  the  transportation  of  troops,  war 
material,  and  equipment ;  and,  second,  for  the  performance  of  such  other  serv- 
ices as  the  national  interests  require  and  of  the  usual  and  ordinary  business  of 
common  carriers.  Our  officers  and  employees  are  expected  to  continue  the 
operation  of  the  lines  in  the  usual  and  ordinary  course  of  the  business  of  com- 
mon carriers  and  report  to  the  same  officers  as  heretofore. 

Physical  facilities  are  to  be  coordinated  and  fully  utilized  as  to  promote 
operation  as  a  national  system  of  transportation.  Disregard  of  shippers' 
routing  is  authorized  only  when  speed  and  efficiency  of  transportation  may 
thus  be  promoted,  and  disregard  of  traffic  agreements  is  required  only  when 
they  interfere  with  expeditious  movement.  Through  routes  not  heretofore 
open  are  to  be  established  and  used  whenever  expedition  and  efficiency  will 
be  promoted.  Existing  schedules  of  rates  and  outstanding  orders  of  Inter- 
state Commerce  Commission  are  to  be  observed  until  otherwise  ordered  by 
director  general,  and  no  changes  in  present  methods  of  accounts  as  pre- 
scribed by  Interstate  Commerce  Commission  are  required. 

Everything  in  the  President's  proclamation  contemplates  the  continuance 
of  regular  practices,  except  as  they  may  be  changed  by  order  of  the  director 
general,  and  the  director  general's  orders  so  far  issued  are  specific,  and  ex- 
flnslve  exceptions  to  regular  practice.  There  is  nothing  in  the  proclamation 
or  order  requiring  the  discontinuance  of  solicitation  or  the  closing  of  offices 
or  agencies.  Therefore,  we  are  free  to  decide  such  questions  of  policy  on 
behalf  of  our  own  lines,  irrespective  of  proposals  made  by  other  lines,  and 
Should  decide  them  after  full  consideration  among  ourselves,  with  the  dual 
object  of  facilitating  and  promoting  the  maximum  capacity  and  efficiency  of 
the  national  transportation  system  and  attaining  the  operating  results  that 
are  as  desirable  and  essential  to  the  Government  during  the  period  of  its 
control  as  to  the  owners  of  the  property  after  the  control  is  relinquished  by 
the  Government.  It  is  as  important  to  the  Government  as  to  the  owners  that 
our  organization  should  not  become  demoralized,  or  have  its  efficiency  im- 
paired, that  individual  Initiative  should  not  be  disturbed,  and  that  officers 
ami  employees  should  recognize  the  same  responsibility  to  their  officers  and 
directors  as  heretofore.    About  this  feature,  I  am  writing  you  to-day. 
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The  letter  simply  amplified  this  a  bit. 

To  answer  your  question  as  nearly  as  I  can,  I  consider  that  all 
of  us  in  the  railroad  service  are  subject  to  the  orders  and  control 
of  the  Director  General  of  Railways;  that  until  he  exercises  that 
control  or  issues  some  order  breaking  up  some  practice  that  we  have 
heretofore  followed  we  are  to  continue  it;  that  by  not  issuing  the 
order  the  practice  is  for  the  time  being  tacitly  approved  and  should 
continue.  That  position  I  have  outlined  to  our  officers,  as  I  found 
from  telegrams  1  got  from  them  that  they  were  somewhat  in  doubt 
as  to  their  status,  and  after  conference  with  our  officers  I  considered 
that  we  were  right  and  so  wired  them.  We  can  not  find  anything 
in  the  President's  proclamation  or  message  or  in  the  director  gen- 
eral's orders,  as  far  as  issued,  that  conflicts  in  the  least  with  these 
instructions,  and  until  something  does,  we  propose  to  stand  by  them. 

Senator  Watson.  Did  you  read  those  instructions  or  take  up  this 
general  question  with  the  director  general?  Did  you  read  those 
instructions  to  Mr.  McAdoo  ? 

Mr.  Kkuttschnitt.  No;  I  intend  to  have  a  copy  placed  before  him 
so  as  to  give  him  an  opportunity  to  approve  or  disapprove  it;  but 
in  conferences  had  by  officers  of  other  roads  with  the  director  gen- 
eral, by  intercourse  with  his  assistants,  of  whom  he  has  four  or 
five,  I  am  led  to  believe  that  our  position  here  is  thoroughly  sound, 
and  is  not  in  conflict  with  the  director  general's  own  views. 

Senator  Watson.  That  is  to  say,  the  Southern  Pacific  is  still  under 
the  old  management,  save  in  the  instances  in  which  the  Director 
General  chooses  to  issue  some  particular  order? 

Mr.  Kruttschnitt.  So  I  consider  it. 

Senator  Watson.  And  that  the  employees  of  the  Southern  Pacific 
are  still  employees  of  the  Southern  Pacific  and  are  not  Federal  em- 
ployees? 

Mr.  Kruttschnitt.  So  I  would  understand  it,  and  that  under- 
standing has  been  confirmed  by  a  pronouncement  I  saw  of  Gen. 
Crowder,  to  the  effect  railroad  employees  are  not  Government  em- 
ployees. That,  I  think,  appeared  in  yesterday  afternoon's  papers, 
and  again  in  this  morning's  papers. 

Senator  Watson.  I  think  that  is  all  I  care  to  ask  you. 

The  Chairman.  Did  you  not  infer  from  the  President's  message 
in  dealing  with  this  subject  that  you  have  voiced  in  that  telegram 
practically  what  the  President  said  in  his  message  to  Congress,  that 
he  desired  the  status  of  the  railroads  to  remain  as  near  as  it  is  now 
as  the  circumstances  would  justify,  deviating  only  in  those  particu- 
lars where  the  restrictive  laws  will  not  allow  the  free  hand  that 
the  Government  might  have? 

Mr.  Kruttschnitt.  Quite  so ;  and  in  this  telegram  that  was  framed 
in  conference  with  the  principal  officers  of  our  company  we  tried  to 
simply  express  the  thoughts  of  the  President,  but  in  a  little  different 
language.  In  other  words,  the  officers  seemed  to  be  somewhat  at 
sea,  and  we  wanted  to  make  it  clear  that  nothing  had  been  issued 
that  conflicted  with  the  President's  utterances  in  his  messages  to  Con- 
gress, or  in  his  proclamation,  or  in  any  orders  issued  up  to  the  4th 
of  January  by  the  Director  General,  and  I  might  add  that  this  is 
the  8th  of  January,  and  I  do  not  know  of  any  order  that  has  been 
issued  by  him  that  is  in  the  slightest  degree  in  conflict  with  the  in- 
structions issued  to  our  chief  executive  officers. 
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The  Chairman,  Are  you  through  now,  Mr.  Kruttschnitt,  with 
what  you  desire  to  put  before  the  committee  of  your  organization? 

Mr.  Kruttschnitt.  Yes;  I  think  so.   . 

The  Chairman.  Does  any  member  of  the  committee  desire  to  ask 
him  any  questions  now,  on  any  of  the  points  of  the  bill,  or  otherwise 
connected  with  this  subject! 

Senator  Cummins.  I  want  to  ask  him  a  few  questions. 

The  Chairman.  He  says  he  is  through  now. 

Senator  Cummins.  Referring  to  the  telegram  that  you  have  just 
read,  which  I  am  not  criticizing,  because  I  feel  that  it  expresses  rather 
clearly  the  attitude  of  the  Government  toward  the  railroads,  as  de- 
veloped so  far,  why  should  the  Southern  Pacific  Railroad  Co.  have 
any  guaranty  from  the  Government?  Why  should  it  not  be  content 
with  a  claim  for  loss  that  might  be  imposed  upon  the  company, 
through  or  by  reason  of  any  order  issued  by  the  Director  General  ? 

Mr.  Kruttschnitt.  For  the  reason,  Senator,  our  experience  in  col- 
lecting claims  for  loss  from  the  Government  has  been  singularly  un- 
fortunate. It  is  a  very  difficult  matter,  unless  there  is  a  definite  prom- 
ise, to  collect. 

Senator  Cummins.  Suppose  we  promise  that  we  will  make  good 
any  loss  sustained  by  reason  of  any  order  issued  by  the  Director 
General.    Would  that  satisfy  your  company? 

Mr.  Kruttschnitt.  That  would  still  throw  on  us  the  burden  of 
proving  the  loss  and  how  it  occurred.  That  would  be,  in  most  in- 
stances, I  suppose,  extremely  difficult  to  do.  To  give  you  some  idea,  if 
you  will  allow  me  to  explain  a  little,  one  possible  source  of  injury 
or  loss  to  the  carriers,  if  you  should  pass  this  bill  that  is  before  you, 
would  be  the  loss  of  the  disorganization  of  its  forces.  If  the  prop- 
erties of  the  carriers  are  managed  hereafter  by  the  officers  now  in 
charge,  if  the  maintenance  of  the  property  is  left  to  them,  I  do  not 
see  now,  with  the  guarantees  given  in  this  proposed  bill,  with  some 
slight  modifications  to  which  we  have  called  attention,  how  there 
could  be  any  ground  for  loss  incurred  from  Government  orders. 
But  it  has  been  a  source  of  very  great  anxiety  to  us  to  think  of  what 
would  happen  if  the  method  of  managing  the  roads  was  changed; 
if  the  present  staff  were  disorganized  and  turned  out  and  the  prop- 
erty should  be  turned  back  to  the  owners  at  the  end  of  six  months, 
a  year,  or  two  years,  with  an  entirely  different  corps  of  men  from 
that  which  had  operated  them  when  they  were  turned  over  to  the 
Government.  The  loss,  I  consider,  would  be  irreparable ;  the  loss  in 
organization,  the  loss  in  efficiency  would  be  greater  than  any  sum  of 
money  that  the  Government  could  pay  us. 

Senator  Cummins.  If  the  present  relation  of  the  Government  to 
the  railway  companies  is  as  you  describe,  what  power  has  the  Director 
General  to  discharge  any  employee  of  the  Southern  Pacific  Eail- 
wav  Co.  ? 

Mr.  Kruttschkitt.  Senator,  I  will  have  to  say  I  do  not  know,  but 
if  the  Director  General  issued  an  order  discharging  an  employee  of 
the  Southern  Pacific  Co.  I  do  not  know  how  we  could  avoid  obey- 
ing it. 

Senator  Cummins.  Then,  if  you  could  not  avoid  obeying  it,  that 
is  rather  conclusive  evidence  that  the  relation  is  not  just  as  you  de- 
scribed it;  that  the  Government  has  really  taken  possession,  I  would 
say. 
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Mr.  Kruttschnitt.  This  whole  question  is,  to  use  a  trite  expres- 
sion, in  the  "twilight  zone,"  and  I  am  afraid  that  it  is  impossible 
to  draw  a  straight  line  indicating  where  the  employee  stood  before 
or  where  they  stand  now,  because  it  has  never  been  definitely  defined. 

Senator  Cummins.  Do  you  not  think  it  is  very  desirable  to  have  the 
question  removed  from  the  twilight  zone? 

Mr.  Kruttschnitt.  I  do. 

Senator  Cummins.  And  put  in  a  light  so  clear  that  everybody  can 
understand  it? 

Mr.  KNUTTscHNrrr.  Unquestionably;  no  discussion  possible. 

Senator  Cummins.  You  do  not  think,  do  you,  that  either  the  Presi- 
dent's proclamation  or  the  bill  that  is  now  before  the  committee 
takes  the  question  out  of  the  twilight  zone? 

Mr.  Knuttschnitt.  No;  the  President's  proclamation  or  the 
clause  of  it  referring  to  what  we  are  discussing: 

Until  and  except  so  far  as  said  directors  shall,  from  time  to  time,  by  penenil 
or  special  orders  otherwise  provide,  the  boards  of  directors,  receivers,  officers, 
and  employees  of  the  various  transportation  systems  shall  continue  the  opea- 
tion  thereof,  under  the  usual  and  ordinary  course  of  the  business  of  common 
carriers  In  the  names  of  their  respective  companies. 

Now,  that  is  quite  clear,  except  the  provision,  "  until  and  except 
so  far  as  the  directors  shall,  from  time  to  time,  by  general  orders 
decide."  Now,  he  might  to-morrow  decide  to  brush  aside  the  boards 
of  directors,  receivers,  officers,  and  employees. 

Senator  Cummins.  Then  the  Government  would  be  in  possession 
and  operation  of  the  property? 

Mr.  Knuttschnitt.  I  should  say  that  it  would  be  in  absolute 
possession. 

Senator  Cummins.  Do  you  understand  that  the  Director  General 
has,  under  the  present  proclamation  and  appointment,  authority  to 
fix  the  wages  of  the  men  who  are  employed  by  the  Southern  Pacific 
Koad  ? 

Mr.  Kruttschnitt.  If  it  is  an  order^  t  do  not  see  how  we  can 
escape  that  conclusion.  . 

Senator  Cummins.  Well,  do  you  believe  that  such  an  order  would 
be  in  harmony  with  the  arrangement  that  has  been  established  up  to 
this  time  ? 

Mr.  KRUTTSCHNrrr.  No;  I  do  npt;  but  J  must  say  at  the  same 
time  that  the  time  has  been  so  short  since  the  arrangement  has  been 
established  that  it  is  rather  hard  to  draw  any  inferences  as  to  what 
the  future  has  in  store. 

Senator  Cummins.  Would  you  regard  an  order  fixing  the  wages 
of  the  employees  of  your  company  as  one  of  the  disturbances  that 
would  inflict  a  loss  upon  the  company,  and  that  ought  to  be  pro- 
vided for  in  a  scheme  of  compensation? 

Mr.  Kruttschnitt.  It  should  be,  because  if  the  director  general 
ean  fix  the  men's  compensation  our  experience  has  shown  that  the 
rates  of  pay  of  employees  on  railroads  never  go  down,  and  the 
properties  are  handed  back  at  the  end  of  a  year  or  two  years  with 
the  wages  of  large  numbers  of  employees  raised  considerably,  so 
that  the  roads,  when  they  are  released,  no  longer  having  this  guar- 
anty, assuming  that  a  guaranty  will  be  given,  would  be  in  desperate 
straits. 
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Senator  Cummins.  Suppose  the  director  general  should  advancq 
the  rates  which  have  hitherto  prevailed — rates  for  transportation 
which  have  hitherto  prevailed  in  your  company — would  that  order 
be  such  a  one  as  you  think  you  ought  to  have  compensation  fort 

Mr.  Kruttschnitt.  You  mean  that  if  contemporaneously  they 
raised  the  wages? 

Senator  Cummins.  No;  any  time;  contemporaneous  or  without 
raising  the  wages.  He  does  not  have  to  exercise  the  power,  if  he  has 
it,  of  increasing  wages  contemporaneously  with  the  power  of  increas- 
ing rates? 

Mr.  Kruttschnitt.  May  I  ask  you,  then,  to  repeat  the  question. 
I  did  not  get  it. 

Senator  Cummins.  I  will  restate  it.  Suppose  the  director  general 
should  advance  or  increase  the  rates  for  transportation  over  your 
road,  would  that  be  such  an  order  as  you  think  you  ought  to  nave 
compensation  for? 

Mr.  Kruttschnitt.  Well,  if  he  increased  the  rates,  we  would  not 
complain. 

Senator  Cummins.  Now,  anything  that  would  increase  your  ex- 
penses you  would  think  would  be  violative  of  your  rights,  but  any- 
thing that  would  increase  your  revenue  would  not  be? 

Mr.  Kruttschnitt.  Well,  if  you  say  anything  that  would  increase 
our  net  income  would  not  be  violative  of  our  rights,  I  should  say,  of 
course,  we  would  not  complain  about  it. 

Senator  Cummins.  And  that  without  regard  to  what  income  you 
have  at  the  present  time? 

Mr.  Kruttschnitt.  Of  course,  during  the  time  the  Government 
has  the  property  it  does  not  make  a  particle  of  difference  to  us  what 
the  income  is,  except  as  to  its  influence  on  the  operations  of  the  road 
after  we  get  it  back;  but  the  rates  are  fixed  during  the  Government's 
control;  whether  our  company  makes  the  income  that  it  has  bean 
making  or  not.  The  Government  guarantees  a  certain  income,  and 
it  can  do  anything  it  likes  with  either  expenses  or  rates,  and  the 
only  claim  for  loss  that  we  would  have  would  be  the  effects  on  the 
organization  and  operations  of  the  property  after  it  cam  3  back. 
They  might  pay  any  wages  they  chose  during  their  control,  and  if  a 
guaranty  is  given,  it  does  not  affect  our  net  income. 

Senator  Cummins.  It  would  not  affect  the  guaranteed  net  income, 
but  it  would  affect  the  actual  net  income? 

Mr.  Kruttschnitt.  The  actual  net  income;  but  everything  above 
the  net  railway  operating  income — which  we  will  cay  now,  for  the 
purpose  of  argument,  has  been  guaranteed  by  the  Government — in- 
ures to  the  benefit  of  the  Government.  The  excess  is  turned  over  to 
them. 

Senator  Cummins.  Of  course,  I  am  not  trying  to  find  out  now 
whether  that  is  a  proper  standard  or  not,  but  only  to  get  a  clear  no- 
tion of  what  the  actual  relation  is  or  may  be.  The  Government,  ac- 
cording to  your  view,  has  put  the  matter  up  to  this  time  in  a  posi- 
tion, if  this  bill  is  passed,  where  you  people  have  no  other  motive 
than  patriotism  to  keep  the  expenses  within  the  proper  limits. 

Mr.  Kruttschnitt.  We  have  a  motive  beyond  patriotism  to  keep 
the  expenses  down,  because  if  we  do  not,  if  we  ever  lose  our  grip  on 
expenses  on  our  road  it  will  be  years  of  the  hardest  kind  of  work  to 
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get  control  of  them  again,  and  perhaps  we  may  never  get  them  under 
control  again.  I  have  seen  times  when  the  officers  of  the  road  to  some 
extent  lost  their  grip  on  expenses,  and  they  seemed  to  be  getting 
beyond  their  control,  and  there  is  no  work  that  is  ever  doneT>y  the 
executive  officers  greater  than  to  regain  control  of  expenses  once  they 
get  beyond  them. 

Senator  Cummins.  But  you,  as  I  understand  you,  feel  that  your 
company  is  absolutely  powerless  to  control  that  situation?  You  just 
said  you  thought  the  director  general  might  reduce  or  increase  the 
wages  or  compensation  of  employees.  The  Government  can  put  the 
price  on  everything  that  may  be  bought  by  the  railway  company  for 
its  maintenance  and  operation,  so  what  power  have  you  over  the 
matter? 

Mr.  Kruttschnitt.  The  power  of  seeing  that  the  materials  bought, 
no  matter  what  the  price,  are  used  efficiently  and  economically,  and 
that  we  do  now,  that  we  propose  to  continue  to  do  unless  somebody 
stops  us.  I  do  not  think  anybody  will  stop  us,  because  that  is  ob- 
viously to  the  advantage  of  the  Government.  I  consider  it  is  very 
much  to  the  advantage  of  the  Southern  Pacific  Co.  to  continue  doing 
that — to  hold  our  organization  intact  and  to  maintain  the  proper 
discipline  and  control  over  operations.  As  you  say,  the  power  to  do 
that  may  be  taken  out  of  our  hands  by  some  future  order.  If  it  is, 
we  have  simply  to  submit  like  good  soldiers  to  proper  authority. 

Senator  Cummins.  You  still  have  a  motive  to  keep  expenses  down 
as  low  as  possible  and  keep  the  rates  as  high  as  possible  or  reasonable? 

Mr.  Kruttschnitt.  Yes.  One  powerful  motive  is  this:  The  motive 
of  an  officer's  conscience  and  self-approval.  If  the  Southern  Pacific 
owners  have  not  a  penny's  interest  in  the  income  of  their  property 
under  this  guaranty,  I  certainly  would  not  want,  for  the  sake  of 
what  little  reputation  I  may  have,  or  the  officers  under  me  may  have, 
to  have  the  results  under  my  stewardship  for  the  Government  turn 
out  worse  than  they  did  for  the  private  owners,  because  I  would  be 
open  to  the  execration  of  my  fellow  citizens  and  to  the  charge  of 
not  caring  whether  the  expenses  went  up  or  down,  simply  because 
the  Government  was  running  the  property. 

Senator  Cummins.  Well,  the  entire  salary  list,  as  well  as  wage  Usl 
of  your  company,  is  now  charged  up  against  the  operation  and  main- 
tenance of  the  property? 

Mr.  Kruttschnitt.  Yes. 

Senator  Cummins.  I  wish  to  call  your  attention  now  to  a  statement 
that  you  made  yesterday,  and  which  I  was  not  prepared  to  examine 
you  upon,  because  I  had  not  before  me  the  table  that  I  have  now.  I 
wish  you  would  examine  this  set  of  tables  and  state  whether  you 
recognize  it  as  one  of  the  exhibits  that  was  introduced  before  the 
Interstate  Commerce  Commission  in  a  proceeding  pending  before 
that  body. 

Mr.  Kruttschnitt.  No ;  I  do  not  recognize  it.   I  have  never  seen  it. 

Senator  Cummins.  It  was  prepared,  apparently,  by  the  Bureau  of 
Railway  Economics.    What  is  that  bureau? 

Mr.  Kruttschnitt.  The  Bureau  of  Railway  Economics  is  a  bu- 
reau established  here  in  Washington  by  the  railways  of  the  United 
States,  to  study  economic  questions  for  the  benefit  of  all  its  sub- 
scribers, and  to  prepare  statistics  bearing  on  operations.    That  paper 
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was  prepared,  as  the  title  indicates,  for  38  railway  systems  operating 
in  official  classification  territory,  November  5,  1917.  I  have  never 
seen  and  know  nothing  about  it. 

Senator  Cummins.  I  will  say  that  it  is  one  of  the  exhibits  pre- 
pared by  and  introduced  by  the  railways,  in  a  proceeding  which  was 
pending  before  the  Interstate  Commerce  Commission. 

Mr.  Kruttschnitt.  The  title  shows  that,  Senator;  but  it  is  a  par- 
ticular group^  of  railroads  that  I  have  no  connection  with,  and  with 
whose  operations  I  am  not  familiar. 

Senator  Cummins.  But  yesterday,  in  speaking  of  the  years  1916 
and  1917,  you  remarked  that  those  years  had  been  rather  hard  upon 
the  eastern  railroads. 

Mr.  KRUTTscHNrrr.  That  is  my  general  impression. 

Senator  Cummins.  And  it  is  because  of  that  remark  that  I  want  to 
call  your  attention  to  certain  things  in  these  tables.  This  table  com- 
prises, as  you  remarked  a  moment  ago,  38  different  railway  systems 
m  official  classification  territory,  and  that  is  practically  identical 
with  the  eastern  district  of  which  you  spoke,  is  it  not? 

Mr.  KRirrrscHNrrr.  I  should  say  roughly  and  inaccurately  so.  I 
do  not  remember  the  geographical  boundaries  of  what  is  known  as 
official  classification  territory.  The  38  roads  that  I  understand  were 
making  this  application  were — I  will  say  again  my  impressions  are 
not  accurate,  but  my  idea  is  it  applies  to  the  roads  east  of  the  Missis- 
sippi Biver  and  north  of  the  Ohio  and  Potomac. 

Senator  Cummins.  Well,  in  order  that  your  answer  may  be  fully 
understood  to  any  question  that  I  may  put,  I  will  take  the  liberty  of 
reading  the  roads  comprised  in  this  tat>le.    They  are : 

Ann  Arbor;  Baltimore  &  Ohio;  Bessemer  &  Lake  Erie;  Boston  &  Maine; 
Buffalo  &  Susquehanna;  Buffalo,  Rochester  &  Pittsburgh;  Central  of  New 
England;  Central  of  New  Jersey;  Chesapeake  &  Ohio;  Chicago,  Indianapolis 
k  Louisville;  Chicago,  Terre  Haute  &  Southeastern;  Cincinnati,  Hamilton  & 
Dayton;  Cincinnati,  Indianapolis  &  Western;  Coal  &  Coke;  Dayton  &  Union; 
Delaware  &  Hudson;  Delaware,  Lackawanna  &  Western;  Detroit  &  Mackinac; 
Detroit,  Toledo  &  Ironton;  Erie;  Hocking  Valley;  Kanawha  &  Michigan; 
Lehigh  &  Hudson  River ;  Lehigh  &  New  England ;  Lehigh  Valley ;  Maine  Cen- 
tral; New  York  Central;  New  York,  Chicago  &  St.  Louis;  New  York,  New 
Haven  &  Hartford ;  New  York,  Ontario  &  Western ;  Norfolk  &  Western ;  Penn- 
sylvania System,  East  and  West;  Pere  Marquette;  Pittsburgh  &  West  Vlr- 
irinia;  Reading;  Rutland;  Toledo,  St.  Louis  &  Western;  Wabash;  Western 
Maryland;  West  Side  Belt;  Wheeling  &  Lake  Erie. 

It  might  be  inferred  from  the  remarks  which  you  made  yesterday 
that  in  the  eastern  district,  for  the  year  1917,  it  cost  the  roads  oper- 
ating in  that  district  $1.25  to  earn  $1.  I  do  not  mean  that  you  said 
it  cost  you  that.  I  would  be  glad  to  have  you  affirm  it,  or,  if  you 
did  not  mean  that,  I  would  be  glad  to  have  you  say  so. 

Mr.  Kruttschnitt.  I  think  I  stated  it  cost  from  $1.10  to  $1.20  to 
earn  a  dollar,  and  my  statement  was  based  on  the  information  that 
I  get  monthly  from  the  newspapers  of  returns  made  by  the  important 
eastern  systems.  Every  raidroad  manager  naturally  takes  an  interest 
in  what  the  other  roads  are  doing.  Now,  I  have  seen,  month  after 
month,  the  New  York  Central,  the  Philadelphia  &  Reading,  Balti- 
more &  Ohio,  and  other  important  eastern  systems  reporting  very 
large  increases  in  gross  revenues,  and  at  the  same  time  large  de- 
creases in  net,  and  on  that  I  based  the  impression  that  I  gave  voice 
to  yesterday,  that  it  was  costing  them  more  than  a  dollar  to  earn  a 
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dollar.  Just  how  much  more  I  can  not  say.  I  clid  use  the  expression, 
I  think,  $1.20.  That  may  be  inaccurate,  but  I  do  say  it  costs  them 
more  than  a  dollar.  Therefore,  the  more  business  they  are  doing  the 
worse  off  they  are. 

Senator  Cummins.  In  these  systems  that  I  have  just  mentioned) 
and  according  to  the  tables  the  railways  themselves  prepared  and 
introduced,  the  net  operating  income — the  definition  wnich  they 
arrived  at  yesterday — ior  the  year  ending  June  30,  1915,  was  $406,- 
461,565,  and  the  net  income  was  $458,254,352;  so  that  if  these  rail- 
roads in  the  eastern  district  earned  about  all  of  their  cost  of  opera- 
tion and  maintenance  and  taxes  in  the  sums  of  money  I  have  men- 
tioned here  how  can  it  be  that  it  cost  them  more  than  a  dollar  to  earn 
a  dollar? 

Mr.  Kruttschnitt.  Are  those  figures  for  two  years? 

Senator  Cummins.  The  figures  that  I  gave  you  were  for  the  year 
1917. 

Mr.  Kruttschnitt.  Well,  I  should  like  to  see  the  figures  for  1916. 
In  other  words,  my  impression  has  been  formed  from  seeing  in  the 
papers  month  after  month  that  the  large  systems  are  constantly  re- 
porting losses  of  net  money,  or  net  revenues,  with  large  increases  in 
gross  revenues.  Now,  if  that  is  the  case  there  is  only  one  inference 
to  be  drawn  from  it,  that  it  costs  them  more  than  a  dollar  to  earn  a 
dollar. 

Senator  Cummins.  You  meant,  then,  that  because  their  net  income 
for  1917  was  less  than  their  net  income  for  1916  that  it  cost  more  to 
earn  a  dollar  than  a  dollar? 

Mr.  Kruttschnitt.  Certainly;  I  could  not  reach  that  conclusion 
any  other  way.  If  you  earned  in  one  year,  we  will  say,  $100  net  on 
a  certain  investment,  by  doing  a  thousand  dollars'  worth  of  business 
gross,  and  the  next  year  you  do  $3,000  worth  of  business  and  you 
earn  net  $90,  I  should  say  that  all  of  your  increased  gross  business 
had  been  absorbed  in  expenses,  and  some  more. 

Senator  Cummins.  That  was  just  the  point  that  I  wanted  to  make 
clear.  What  you  meant  was  that  they  did  the  increased  business  at 
a  loss? 

Senator  Kellogg.  That  is  what  I  understood  him  to  say. 

Senator  Cummins.  That  is  not  what  he  said. 

Mr.  Kruttschnitt.  That  is  what  I  meant  to  convey.  I  think  now 
you  have  it  perfectly  clear.  It"  is  only  by  comparing  the  two  years 
that  I  could  reach  the  conclusion  that  between  19f6  and  1917,  if  the 
voads  earned  $100,000,000  more  gross  and  $10,000,000  less  net,  of 
course  they  absorbed  all  of  the  $100,000,000  of  gross  revenue  in  ex- 
penses and  $10,000,000  besides. 

Senator  Cummins.  But  you  are  assuming  a  static  condition  of  the 
year  before.  You  did  not  mean  that  these  roads  in  1916  were  being 
operated  at  a  loss? 

Mr.  Kruttschnitt.  No;  I  do  not  think  I  said  that,  Senator.  I 
certainly  did  not  mean  it. 

Senator  Cummins.  It  may  be  that  I  am  wrong,  but  that  is  the  im- 
pression that  I  think  was  generally  formed. 

Mr.  Kruttschnitt.  I  am  sorry  if  I  have  made  that  impression.  1 
hope  that  what  I  have  said  has  removed  it  now.  I  certainly  did  not 
mean  to  say  that. 
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Senator  Cummins.  Now,  I  want  to  call  your  attention  to  another 
phase  of  the  matter,  which  relates  to  your  claim  that  1916  and  1917 
were  not  exceptional  years.  Now,  I  find  that  in  this  table,  which  I 
shall  introduce  in  the  record,  that  in  1917,  the  fiscal  year,  the  per- 
centage of  net  operating  income  to  investments,  as  shown  upon  the 
books  of  the  companies,  was  5.71 ;  that  is,  the  net  operating  income 
was  5.71  per  cent  of  the  investment  account  of  these  roads.  For  the 
year  1916  it  was  6.52  and  for  the  year  1915  4.35.  The  average,  even 
upon  the  investment  account  for  those  three  years,  is  as  high  as  the 
average  of  any  three  years,  taken  consecutively,  in  the  history  of  the 
companies? 

Mr.  Kruttschnitt.  You  have  me  at  a  disadvantage,  Senator.  I 
am  totally  unfamiliar  with  the  statement  that  you  have  before  you. 
I  have  never  seen  it  before,  and  officers  will  appear  for  the  eastern 
roads  who  are  entirely  familiar  with  it  and  who  can,  no  doubt, 
explain  it.  I  have  not  made  any  particular  study  of  the  figures  that 
are  given. 

Senator  Cummins.  I  rather  assumed  that  you  were  familiar  with 
this  exhibit. 

Mr.  Kruttschnitt.  No;  I  am  not.  I  never  saw  it  until  you  showed 
it  to  me. 

Senator  Cummins.  I  will  content  mvself  at  this  moment  by  stating, 
as  shown  by  the  paper,  simply  for  the  purpose  of  making  it  clear 
when  we  want  to  examine  the  record 

Mr.  Thom  (interrupting).  Senator  Cummins,  I  will  say  for  your 
information  that  our  next  witness  will  be  Mr.  Shriver,  the  vice  presi- 
dent of  the  Baltimore  &  Ohio.  He  is  familiar  with  that  statement 
you  have  in  your  hand. 

Senator  Cummins.  I  will  be  very  brief.  The  net  income  upon  total 
capital  obligations  for  the  year  1917  on  the  eastern  roads — and  they 
are  the  ones  that  are  particularly  unfortunate,  I  am  told — -was  6.18 
per  cent.  For  1916  it  was  6.89  per  cent.  Now,  that  is  two  years,  each 
of  them  higher  than  any  other  years  since  1900,  at  least,  and  probably 
in  the  history  of  the  companies.  The  percentage  of  net  income  upon 
capital  stock  outstanding — that  is,  after  payment  of  interest  on  the 
debt — for  1917  was  9.04  per  cent ;  for  1916  it  was  10.5  per  cent,  and 
those  two  years  each  of  them  higher  than  a  similar  net  income  for 
any  year  since  1900  and  in  the  history  of  the  company.  In  connection 
with  this  I  should  like,  Mr.  Chairman,  to  offer  this  table  found  on 
page  12  of  the  exhibit  as  part  of  the  record.1 

Senator  Kellogg.  Senator,  does  that  include  all  of  the  railroads 
in  the  United  States  ? 

Senator  Cummins.  No;  I  specifically  named  the  railroads.  It 
comprises  the  38  systems  in  official-classification  territory,  and  it 
includes  all  of  the  eastern  railroads. 

Senator  Lewis.  That  was  a  set  of  railroads  that  was  involved  in 
the  question  of  the  investigation  of  the  increased  rates? 

Senator  Cummins.  The  15  per  cent  increase. 

The  Chairman.  Have  you  finished  with  Mr.  Kruttschnitt  ? 

Senator  Cummins.  I  have. 

The  Chairman.  Does  any  other  member  of  the  committee  desire 
to  ask  any  questions? 

1 'Table  not  printed. 
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Senator  Kellogg.  Just  a  question  or  two. 

The  Chairman.  All  right,  Senator  Kellogg. 

Senator  Kellogg.  Mr.  Kruttschnitt,  do  you  think  there  is  any 
doubt  that  the  director  general  has  the  power  under  this  law  and 
proclamations  to  fix  the  wages  of  the  men  * 

Mr.  Kruttschnitt.  I  can  only  infer,  Senator,  from  the  few  brief 
instructions  the  director  general  has  sent  out  and  from  a  study  of 
the  President's  proclamation  I  have  made,  our  views  as  to  what  our 
employees  should  do.  Those  views  were  written  after  a  careful 
scrutiny  of  the  proclamation,  the  message,  and  such  orders  as  the 
director  general  did  issue.  The  telegram  was  written  after  a  study 
made  by  me  and  my  associates  in  New  York,  and* it  was  sent  out 
because  it  was  very  evident  from  telegrams  we  were  getting  from 
the  line  of  the  road  that  the  executive  pfficers  away  from  New  York 
were  somewhat  in  doubt  as  to  what  they  should  do.  They  were 
doing  things  that  struck  us  as  being  entirely  too  drastic,  and  they 
contemplated  doing  things  that  would  seriously  inconvenience  the 
public.  We  saw  no  reason  why  these  things  snould  be  done,  and 
we  could  not  see  any  ground  for  doing  them  in  any  of  the  orders 
of  the  director  general  or  the  utterances  of  the  President.  I  do 
not  know  what  the  director  thinks  about  his  right  to  regulate 
wages.  I  did  answer,  in  reply  to  a  question,  that  if  he  desired  to 
regulate  wages,  I  supposed  he  would  do  it.  I  should  say  offhand 
that  it  seems  to  me  that  according  to  the  laws  under  which  the 
President  acted  he  has  pretty  much  supreme  authority,  and  that 
authority  was  passed  on  to  the  director  general,  and  if  an  order  was 
issued  I  should  certainly  obey  it. 

Senator  Kellogg.  Now,  I  suppose,  in  railroad  managements  gen- 
erally, as  far  as  possible,  the  railroad  operatives. engage  the  men  to 
work  with  a  view  of  promotions  in  the  service  from  lower  positions 
to  higher  positions  on  the  road ;  is  that  not  so? 

Mr.  Kruttschnitt.  It  is  so;  and  I  think  on  all  well-managed 
roads  you  will  find  very  great  opposition  from  the  chief  executives 
to  approve  filling  any  positon  with  a  man  engaged  from  the  outside. 

Senator  Kellogg.  The  men  are  encouraged  with  the  idea  that  from 
the  lowest  position  to  the  highest 

Mr.  Kruttschnitt  (interrupting).  They  belong  to  them. 

Senator  Kellogg.  Those  positions  belong  to  the  men  on  the  road. 

Mr.  Kruttschnitt.  And  they  may  aspire  to  any  position  within 
the  gift  of  the  company. 

Senator  Kellogg.  Is  not  that  one  of  the  most  valuable  things  in 
the  railroad  operation  in  the  country,  or  in  any  business? 

Mr.  Kruttschnitt.  I  have  already  said  in  the  most  emphatic 
language  that  I  could  command  that  I  thought  the  destruction  of 
that  feeling,  or  the  destruction  of  the  railroad  organization  and  dis- 
cipline, would  do  the  roads  incalculable  harm.  No  amount  of  money 
could  compensate  them  for  it. 

So  far  as  our  properties  are  concerned,  I  would  rather  see  the 
track  go  to  the  mischief  and  the  equipment  run  down  than  to  have 
the  esprit  de  corps  that  exists  to-day  destroyed.  One  we  could  re- 
place with  money;  the  other  we  could  not. 

Senator  Kellogg.  Now,  without  in  the  slightest  degree  disparag- 
ing any  department  of  the  GovernmenLis  it  possible  to  nave  any  sucn 
service  in  Government  departments?    Do  they  have  them  generally! 
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Mr.  KRurracHNrrr.  The  general  impression  is  that  they  have  not ; 
that  the  employees  do  not  feel  as  secure  in  their  positions  in  the  Gov- 
ernment service  as  they  do  in  the  railroad  service  under  private 
management.  That  is  only  an  impression  I  have.  I  want  to  be  quite 
fair.    I  do  not  know,  but  that  is  my  impression. 

Senator  Kellogg.  Now,  I  gathered  from  your  testimony,  what  you 
thought  that  the  railroads  needed  to  increase  the  efficiency  of  their 
operation  was  authority  practically  to  operate  as  a  unit;  to  route 
traffic  over  lines  least  congested  or  over  the  shortest  lines;  to  take 
their  passenger  trains  off  routes  where  they  were  not  needed  or  where 
there  was  an  over  amount  of  equipment,  so  that  the  roads  might  be 
practically  operated  as  one  great  system.    That  is  what  you  thought? 

Mr.  Kruttschnitt.  That  was  our  aim  when  we  formed  our  com- 
mittee. 

Senator  Kellogg.  And  you  were  doing  it  practically  in  spite  of 
the  law,  were  you  not? 

Mr.  Kruttschnitt.  To  the  best  of  our  ability. 

Senator  Kellogg.  Is  it  your  opinion  that  ii  Congress  could  jjive 
the  authority  for  the  roads  to  do  that  under  Government  supervision, 
so  that  that  powder  could  not  be  used,  that  would  have  solved  the 
whole  railroad  question  ? 

Mr.  Kruttschnitt.  It  is. 

The  Chairman.  Mr.  Kruttschnitt,  may  I  ask  jma  question  right 
in  that  connection?  Do  you  think  that  the  private  individuals  or 
the  different  corporations  could  have  as  efficiently  mobilized  and 
utilized  all  of  the  forces  of  the  railroads,  in  view  of  their  special 
interests,  which  they  could  not  divorce — could  do  it  as  efficiently  as 
the  Government? 

Mr.  Kruttschnitt.  Senator  Kellogg's  hypothetical  question  as- 
sumed those  motives.  Perhaps  I  inferred  too  much,  but  the  impres- 
sion produced  on  me  was  that  your  question  asked  whether  I  thought 
that  if  all  the  power  of  the  Government  to  ignore  antitrust  laws  and 
antipooling  laws  had  been  accorded  to  the  carriers  by  Congress  under 
proper  regulation,  they  could  have  operated  the  roads  satisfactorily 
and  efficiently.  I  said  I  did.  Now,  you  ask  whether  competitive  con- 
siderations would  not  prevent  the  carriers  from  working  together 
thoroughly.  If  they  were  accorded  the  permission  to  pool,  and  all 
the  traffic  was  handled  regardless  of  earnings  and  the  earnings  ap- 
portioned afterwards,  the  competitive  feature  would  largely  dis- 
appear. 

Senator  Gore.  And  that  is  the  thing  that  has  got  to  be  done,  no 
matter  who  does  it,  in  order  to  meet  the  situation,  is  it  not? 

Mr.  Kruttschnitt.  I  think  so.  Of  course,  it  is  a  pretty  hard 
thing,  Senator,  when  you  have  had  drummed  into  you  for  years  and 
years  the  commandment  "  Thou  shalt  compete,"  to  suddenly  change 
and  obey  the  order  "  Thou  shalt  not  compete  " — it  would  take  some 
little  time  to  make  the  change. 

Senator  Gore.  Do  you  think  you  can  make  people  compete  by  law 
that  do  not  want  to  compete? 

Mr.  Kruttschnitt.  I  was  going  to  say  that  almost  ever  since  I 
can  remember — I  can  remember  a  long  time  back ;  I  have  forgotten 
how  long — I  can  safely  say  that  has  been  the  command  to  the  roads, 

that  they  should  compete,  and  they  have  competed.    They  have  not 
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been  able  to  compete  in  rates,  but  they  have  competed  strongly  in 
service. 

Senator  Gore.  Is  not  that  the  one  trouble  that  would  issue  from 
pooling,  a  lack  of  competition  in  service,  and  maybe  to  demoralize  the 
service  ? 

Mr.  Krtjttschnitt.  Not  under  Senator  Kellogg's  hypothesis. 
That  is,  the  operation  of  the  roads  would  be  closely  supervised  and 
regulated  by  proper  authority.  To-day  the  power  rests  in  State 
commissions.  If  they  consider  the  service  between  certain  points 
not  sufficient  they  issue  an  order  at  once  to  make  it  so.  They  have 
the  authority  to  do  it  and  under  the  conditions  presupposed  by  Sen- 
ator Kellogg  that  power  would  still  rest  in  State  commissions,  and 
I  suppose  in  the  Interstate  Commerce  Commission  as  to  interstate 
trains  and  facilities. 

Senator  Gore.  In  view  of  the  fact  that  the  railroad  transportation 
is  essentially  naturally  a  monopoly,  would  it  be  desirable  to  have  all 
of  the  railroads  of  the  country  coordinated  into  one  system  ?  I  mean 
under  private  management  and  Government  supervision?  Is  not 
that  a  desirable  end  to  obtain? 

Mr.  Kruttschnitt.  I  think  so.  As  I  said,  I  thought  the  work  we 
had  done  during  eight  months  had  rather  made  it  probable  that  such 
a  solution  of  the  railroad  problem  might  be  worked  out. 

Senator  Kellogg.  Is  that  all,  Senator? 

Senator  Gore.  Go  ahead. 

Senator  Kellogg.  My  question  did  assume  that  there  would  be 
sufficient  Government  supervision  to  insure  reasonable  rates,  insure 
against  the  abuse  of  the  pooling  privilege  and  the  unification  of  the 
system,  to  see  that  every  community  had  reasonable  transportation 
facilities,  and  generally  to  oversee  the  railroads  in  the  line  of  the 
supervision  which  in  the  last  has  existed,  but  to  a  greater  extent  leav- 
ing the  railroads  to  be  operated  by  private  enterprise,  owned  by  pri- 
vate capital,  with  all  the  opportunity  and  enterprise  that  private 
capital  must  still  maintain ;  in  your  opinion,  is  that  better  than  Gov- 
ernment operation  and  ownership  of  railroads? 

Mr.  Kruttschnitt.  Yes;  I  certainly  think  so. 

Senator  Lewis.  You  comprehend  in  your  reply,  though,  that  pri- 
vate ownership  will  serve  public  welfare  in  the  discharge  of  the  ooli- 
gations  and  duties  of  a  railroad? 

Mr.  Kruttschnitt.  I  do,  and  private  ownership  has  done  that,  in 
the  opinion  of  students  of  railway  operations,  to  a  greater  extent 
than  public  ownership  in  other  parts  of  the  world  ever  has  done.  I 
remember  a  certain  opinion,  expressed  by  Secretary  Lane,  who  was 
then  on  the  Interstate  Comjnerce  Commission  and  who  attended  the 
international  railway  congress  in  Berne,  Switzerland — I  think  the 
last  one  that  was  held — that  American  roads  were  the  best  managed 
and  gave  the  best  service  to  the  public  of  any  railroads  in  the  world. 
I  remember  the  opinion  expressed  by  Ackworth,  who  is  a  student  of 
railway  operations,  of  very  wide  reputation — an  English  lawyer— 
that  he  considered  the  American  roads  were  giving  the  best  service 
and  the  cheapest  service  of  any  railroads  in  the  world. 

Senator  Lewis.  Your  reply  to  Senator  Kellogg  laid  a  foundation. 
You  would  not  assume,  sir,  that  the  public  of  the  United  States 
would  regard  the  conduct  that  has  transpired  in  the  Rock  Island 
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Railroad,  the  St.  Louis  &  San  Francisco,  the  New  York,  New  Haven 
&  Hartford,  and  similar  enterprises,  of  public  looting  that  trans- 
pired in  those  managements  would  be  to  the  public  welfare,  and  that 
that  is  a  better  display  in  the  management  than  shown  in  the  Euro- 
pean roads,  where  they  have  been  owned  by  the  Government? 

Mr.  Kruttschnitt.  No;  I  should  not,  Senator.  Nobody  can  con- 
demn looting  railroads  more  earnestly  than  I  would. 

Senator  Lewis.  I  certify  to  that  myself,  sir,  that  you  would  as 
quickly  as  anyone,  sir. 

Mr.  KRUTTscHNrrr.  Thank  you.  On  the  other  hand,  the  public 
of  the  United  States  is  accustomed  to  consider  the  national  oanks 
as  very  well  managed  institutions,  closely  under  the  control  of  the 
Government.  They  have  been  regulated  longer  and  more  closely 
perhaps  than  any  other  public  institutions  have  been  regulated.  I 
think  from  what  I  know  of  it,  that  the  regulation  of  national  banks 
is  altogether  admirable,  yet  it  is  a  fact,  as  shown  by  the  reports  of 
the  Comptroller  of  the  Currency,  that  there  was  a  larger  percentage 
of  looting  of  national  banks  in  the  last  four  years  than  there  was 
of  railroads ;  yet  the  public  does  not  consider  national  banks  corrupt, 
does  not  consider  them  thoroughly  inefficiently  run ;  just  the  opposite. 

Senator  Lewis.  You  recognize  the  distinction,  do  you  not? 

Mr.  Kruttschnitt.  I  do  not  consider  the  looting  of  a  few  rail- 
roads; I  am  using  your  language,  as  I  am  not  over  familiar  with  the 
circumstances  to  which  you  refer  on  these  roads,  by  name,  but  as- 
suming that  the  language  is  properly  applied,  I  do  not  see  that  the 
public  would  be  any  more  justified  in  one  case  than  in  the  other. 
They  have  the  highest  opinion  now  of  the  honesty  and  efficient 
operation  of  national  banks,  and  I  do  not  see  why  they  should  not 
have  the  same  opinion  of  regulated  railroads.  From  what  I  know 
of  the  public  I  do  not  believe  that  the  opinion  is  at  all  prevalent  that 
the  railroads  are  dishonestly  managed  and  are  more  subject  to  loot- 
ing than  other  publicly  regulated  institutions. 

Senator  Kellogg.  Mr.  Kruttschnitt,  I  was  coming  to  that  subject. 
Do  you  not  believe  that  there  should  be,  under  such  conditions  as  I 
have  described  in  my  hypothetical  question,  reasonable  supervision 
of  the  issuance  of  railway  securities  by  one  body — say  the  Inter- 
state Commerce  Commission  or  such  a  body  ?  Not  hamper  the  issu- 
ance of  railway  securities,  so  that  a  line  not  the  richest  would  be 
prevented  from  getting  money,  but  to  prevent  that  what  you  call 
wild-cat  exploitation  of  the  railroads  that  has  existed  in  the  past. 

Mr.  Kruttschnitt.  I  will  answer  that  unhesitatingly,  yes;  and 
in  this  very  room  a  large  part  of  the  time  of  this  committee,  sitting 
jointly  with  the  House  committee,  was  taken  up  listening  to  argu- 
ments of  the  railroad  managements  earlier  in  the  year — I  think  it 
was  in  March — who  advocated  exactly  what  you  outline. 

Senator  Kellogg.  That  would  make  the  securities  a  safer  and  bet- 
ter investment  for  the  public,  and  would  not  injure  the  railroads;  is 
not  that  true  ? 

Mr.  Kruttschnitt.  Unquestionably  it  would. 

Senator  Kellogg.  Now,  the  human  equation,  I  suppose,  is  ex- 
ceedingly valuable  in  a  railroad,  as  it  is  in  any  other  business — the 
ability  and  enterprise  of  the  men ;  is  that  true  ? 

Mr.  Kruttschnitt.  It  certainly  does  not  permit  of  argument. 
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Senator  Kellogg.  During  the  last  six  months,  since  the  war  com- 
menced, I  understand  you  to  say  you  have  lost  a  great  many  of  your 
best  employees — all  the  railroads  have? 

Mr.  Kruttschnitt.  Yes;  we  have. 

Senator  Kellogg.  What  I  wish  to  inquire  is,  if  some  of  the  roads 
have  lost  many  of  their  operating  men  and  men  holding  higher 
offices  than  the  mere  trainmen? 

Mr.  Krottschniit.  Yes;  they  have  lost  them  in  very  large  num- 
bers. I  did  not  mean  my  statement  this  morning  to  apply  to  mere 
shop  men,  but  when  I  said  skilled  labor,  that  would  ordinarily  be 
understood  to  apply  to  mechanics  and  shop  men ;  I  should  have  said 
skilled  officers  and  employees.  They  have  lost  them  in  very  large 
numbers.  The  high  officers  of  a  great  many  railroads  are  in  the 
service  now  abroad. 

Senator  Kellogg.  That  is  all  I  care  to  ask. 

Senator  Pomerene.  Mr.  Kruttschnitt,  we  already  had  in  the  record 
a  statement  as  to  the  net  earnings  of  the  railways  of  the  country  for 
the  years  1914.  1915, 1916,  and  1917,  and  perhaps  for  previous  years, 
and  these  figures  indicate  the  net  earnings  during  the  last  year  or 
two  have  been  substantially  in  advance  of  what  they  were  during  the 
years  1914  and  1915.  Are  you  able  to  state  to  what  extent  the  cost 
of  railway  equipment,  railway  supplies  and  wages  have  advanced 
during  these  years?  I  ask  this  for  the  purpose  of  shedding  some 
light  upon  the  subject  when  we  come  to  consider  what  these  net 
earnings  may  be. 

Mr.  Krott8Chnitt.  I  think  I  have  something  bearing  on  that  that 
was  prepared  for  the  joint  committee  in  March,  showing  the  specific 
prices. 

Mr.  Thoh.  Will  you  indicate  the  date  on  which  that  is  made  up, 
in  your  answer? 

Mr.  Kruttschniit.  Yes,  sir.  Here  is  a  diagram  which  I  will  hand 
to  the  stenographer,  showing  the  rise  in  the  prices  of  commodities 
from  1907  to  1917,  taking  the  prices  in  1907  as  100,  our  basic  figure, 
to  1917. 

Mr.  Thom.  What  date  in  1917? 

Mr.  Kruttschnitt.  Up  to  the  latest  statistics.  The  rates  were 
taken  from  Bradstreet.  Bradstreet  publishes  a  paper  weekly,  giving 
what  is  called  the  index  number,  which  is  a  number  representing  the 
effects  of  prices  upon  a  great  many  different  commodities  combined. 

Mr.  Thom.  Would  that  be  the  calendar  year  1907  or  the  fiscal 
year,  do  you  know  ?    You  see,  the  panic  came  in  October. 

Mr.  Kruttschnitt.  They  were  taken  from  the  United  States  De- 
partment of  Labor  statistics,  and  while  it  does  not  say  so,  I  am  quite 
confident  that  it  was  for  the  calendar  year.  This  is  a  statement  I 
had  prepared  just  before  I  came  here  to  show  the  influence  of  prices 
on  the  cost  of  railroad  living  and  the  living  of  other  people.  The 
cost  of  some  346  commodities  has  risen  about  63  per  cent  since  1907, 
and  conversely  the  purchasing  power  of  a  dollar — the  exchange 
value  of  a  dollar  as  against  commodities — has  fallen  from  100  to 
about  60  per  cent.  In  other  words,  it  has  fallen  40  per  cent.  A 
dollar  has  a  purchasing  power  of  only  60  cents  in  place  of  100,  which 
it  had  formerly. 
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Senator  Pomerene.  You  were  speaking  of  commodities.  Did  you 
include  in  those  commodities  what  would  be  ordinarily  understood 
as  railroad  supplies  and  equipment? 

Mr.  Kruttschnitt.  This  statement  covers  some  346  commodities, 
which  are  of  all  kinds.  I  am  going  to  present  another  one,  showing 
some  railroad  commodities. 

Senator  Robinson.  Does  the  statement  show  what  commodities? 

Mr.  BlRtrprscHNirr.  No :  because  the  United  States  Department  of 
Labor  statistics  do  not  indicate  that,  but  you  can  see  that  346  would 
include  almost  everything  imaginable — clothing,  supplies,  groceries, 
lumber,  hardware. 

(The  chart  referred  to  is  here  printed  in  full,  as  follows:) 


United  States 
relative    prices  of  commodities  and  amounts 
Thereof  Purchasable   with  One 
Dollar -(Prices  and 
Amounts  in  1907 
Taken  as  100) 
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98 
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96 
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99 
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95 

93 
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62 

i^ 
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Now,  this  other  chart  which  I  will  present — this  black  and  white 
one — was  prepared  with  the  latest  available  figures  in  March,  1917, 
and  it  shows  the  rises  in  the  prices  of  bridge  timbers,  ties,  etc.,  for 
1897,  1008,  and  1917.  Those  are  periods  of  10  years.  In  1897  the 
bridge  timbers  are  marked  100,  they  cost  157  per  cent  in  1908  and 
175  in  1917.  Ties  jumped  from  100  in  1897  to  175  in  1908  and  to  225 
in  1917.  Steel  rails  jumped  from  100  in  1897  to  149  in  1908  and  213 
in  1917.  Bar  iron  from  100  in  1897  to  139  in  1908  and  301  in  1917. 
Car  journal  bearings  jumped  from  100  in  1897  to  124  in  1908  and 
to  261  in  1917,  and  in  the  same  periods  the  freight  rates  fell  from 
100  in  1897  to  97  in  1908  and  to  87  in  1916.  In  other  words,  13  per 
cent. 

The  cost  of  equipment  is  not  in  this  statement,  but  I  will  give  that 
from  my  memory,  which  is  fairly  accurate,  because  we  made  some 
purchases  not  very  long  ago.  One  of  the  heaviest  class  of  freight 
engines  that  we  buy,  cost  before  the  war  from  $28,000  to  $32,000. 

Senator  Pomerene.  Before  August  1, 1914,  you  mean? 

Mr.  Kruttschnitt.  Yes ;  before  August  1, 1914.  We  bought  some 
18  months  ago  for  which  we  paid  $46,000,  and  we  have  some  now  un- 
der contract,  a  cost  plus  percentage  contract,  and  the  estimate  made 
by  the  builders  is  that  the  cost  of  those  locomotives  will  be  over 
$85,000.  That  cost,  however,  was  estimated~before  the  price  of  steel 
was  fixed  by  the  Government,  and  we  took  the  chance  that  the  price 
would  be  fixed.  I  do  not  mean  to  say  that  the  locomotives  will  cost 
that.  I  am  in  hopes  that  they  will  cost  much  less  on  account  of  the 
price  fixing  of  steel,  but  I  do  not  think  they  will  come  below  $60,000 
or  $65,000. 

The  Chairman.  These  are  engines  of  the  same  type? 

Mr.  Kruttschnitt.  The  same  general  type. 

Senator  Gore.  The  same  pulling  capacity? 

Mr.  Kruttschnitt.  Yes.  I  have  here  some  figures  on  freight  cars 
within  the  last  two  months.  The  freight  cars  that  cost  before 
August,  1914,  ten  and  eleven  hundred  dollars,  were  offered  by  the 
builders — this  was  since  the  price  of  steel  had  been  fixed — at  $2,350. 
Oil-tank  cars  that  we  paid  from  $1,200  to  $1,400  for  before  the  open- 
ing of  the  European  war,  were  quoted  at  from  $3,300  to  $3,600 
apiece.  That  gives  you  some  idea  of  the  rise,  which  is  over  100  per 
cent  in  each  case.  , 

(The  chart  above  referred  to  is  here  copied  in  full  and  appears 
on  page  291.) 

Senator  Gore.  About  what  is  the  average  life  of  one  of  those 
freight  cars  or  tank  cars? 

Mr.  Kruttschnitt.  I  think  we  estimate  for  the  all-steel  car  that 
its  life  will  be  about  30  years — of  course  with  proper  care — proper 
care  as  to  maintenance. 

Senator  Pomerene.  Have  you  finished  with  that  answer? 

Mr.  Kruttschnitt.  Yes.  I  will  just  ask  permission  to  hand  the 
stenographer  a  platted  diagram  supporting  what  I  said  this  morning 
about  the  increased  service  gotten  out  of  locomotives  and  freight  cars 
by  the  War  Board. 

(The  diagram  referred  to  is  here  copied  in  full  and  appears  on 
page  292.) 

Senator  Pomerene.  What  increase  has  there  been  since  March? 
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Mr.  Kruttschnitt.  I  can  not  give  you  that  in  figures,  but  the 
prices  increased  suddenly  on  freight  cars  and  locomotives,  up  to  the 
time  the  Government  fixed  the  price  of  steel,  and  then  they  went 
down  at  once.     Just  what  the  amount  is  I  can  not  tell  you. 

Senator  Pomerene.  Now,  during  this  10  years,  what  advances  have 
there  been  in  wages? 


Southern    Pacific    Company 
Comparative   Prices    Paid    For     Materials 
Used    in    Operations     in     1897 ,    1908    and    1917 


Mr.  Kruttschnitt.  Well,  there  is  a  very  large  advance  that  be- 
came effective  on  the  1st  of  January,  due  to  what  is  known  as  the 
Adamson  eight-hour  law.  That  was  a  very  large  advance,  and  there 
have  been  a  great  many  advances  made  to  employees  in  other  depart- 
ments, as  the  railroads  knew  must  be  made  at  the  time  the  Adamson 
law  was  passed.    We  called  the  attention  of  the  Government  officers 
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to  the  fact  that  if  the  increase  was  accorded  to  one  class  of  employees 
the  others  would  all  want  it,  and  all  roads  have  made  very  general 
increases  in  the  wages  of  employees  in  nearly  all  departments,  both 
organized  and  unorganized. 

Senator  Gore.  That  is,  there  is  a  sort  of  relation  that  has  to  be 
maintained,  is  there? 


Mr.  Kruttschnitt.  Yes;  you  can  not  make  extremely  large  in- 
creases to  one  class  of  men,  based  on  the  cost  of  living,  and  deny  it 
to  others. 

Senator  Pomerene.  Now,  I  would  like  to  ask  vou  another  question 
or  two  relating  to  another  subject.  You  have  discussed  the  plan  or 
method  of  compensation  which  is  presented  by  section  1  of  the  pend- 
ing bill  and  as  contained  in  the  r resident's  message.  I  have  heard 
proposed  another  method  of  compensation,  and  I  want  to  direct  your 


GOVERNMENT  CONTROL  AND  OPERATION   OF  RAILROADS.       293 

attention  to  it,  if  I  may.  It  has  been  suggested  that  it  would  perhaps 
be  better  to  take  the  market  quotations  or  valuations  of  railway 
stocks  and  base  the  compensation — that  is,  take  those  valuations  for 
a  period  of  several  years  and  base  the  compensation  upon  the  valua- 
tions. I  would  like  to  ask  your  views  as  to  the  merits  or  demerits 
of  that  plan. 

Mr.  KRUTTSCHNirr.  Yes;  I  have  heard  some  such  suggestion  made. 
As  I  understand  it,  the  plan  is  to  base  the  compensation,  or  to  allow 
the  roads  compensation  sufficient  to  pay  the  interest  on  the  funded 
debt;  is  that  it — and  a  dividend  based  on  the  market  price  of  stock? 

Senator  Pomerene.  Well,  I  did  not  go  into  the  details  of  the  plan. 
That,  in  substance,  states  it  as  I  understand  it. 

Mr.  Kruttschnitt.  That  is  the  way  I  understood  it. 

Senator  Pomerene.  It  is  proposed  to  have  a  compensation  based 
on  what  would  be  the  average  valuation  of  these  stocks,  covering  a 
period  of  years. 

Mr.  Kruttschnitt.  I  have  heard  that  suggestion  made,  I  have 
given  the  matter  some  little  thought,  and  I  have  some  notes  on  it. 

Senator  Cummins.  Mr.  Chairman,  I  assume  you  refer  to  the  sug- 
gestion I  made  before? 

Senator  Pomerene.  That  is  what  I  had  in  mind. 

Senator  Cummins.  I  think  it  ought  to  be  stated  a  little  more  fully, 
if  not  more  accurately. 

Senator  Pomerene.  I  would  be  very  glad  to  have  you  do  it. 

Senator  Cummins.  I  did  not  intend  to  bring  it  to  the  attention  of 
this  witness.  Base  the  compensation  for  the  use  of  the  property  on, 
first,  the  annual  interest  at  the  present  time,  upon  the  present  un- 
funded debts  of  the  various  railway  companies,  plus  a  reasonable 
rate  of  interest  upon  the  market  value  of  the  stock;  whether  the 
companv  should  divide  the  reasonable  rate  of  interest  upon  the  stock 
in  dividends  or  whether  it  should  hold  the  amount  in  the  treasury 
would  not  be  material  to  the  Government. 

Mr.  Kruttschnitt.  No;  except  I  always  thought  a  reasonable 
interest  on  the  value  of  the  stock — I  suppose  you  mean  a  dividend 
belongs  to  the  stockholders,  whether  they  spend  it  or  leave  it  in  the 
treasury. 

Senator  Cummins.  It  is  something  the  company  can  do  whatever 
it  likes  with.  In  other  words,  I  did  not  contemplate  compelling  the 
railway  companies  to  divide  their  compensation  among  the  share- 
holders in  dividends  if  they  did  not  desire  to  do  it.  We  are  dealing 
with  the  railway  companies  which  own  the  property. 

Mr.  Kruttschnitt.  Well,  it  seems  to  us  that  if  you  impress  or 
commandeer — which  is  what  the  Government  has  done — the  use  of 
these  properties  from  the  owners  that  you  should  pay  a  fair  return 
on  the  value  of  the  properties  and  not  on  market  prices  of  stock, 
which  are  notoriously  fickle,  follow  no  law  whatever,  and  are  subject 
to  violent  fluctuations,  sometimes  for  a  reason  that  can  be  assigned, 
and  more  frequently  for  reasons  that  no  man  can  assign. 

The  best  test  of  the  value  of  the  use  of  the  property  which  the 
Government  takes  is,  of  course,  the  return  or  income  which  the 
owners  have  been  getting  from  it  before  the  date  of  impressment,  and 
my  views  yesterday  were  directed  to  that  feature  of  compensation. 
Now,  if  you  take  the  commission's  estimates  or  statements  to  this 
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committee  of  the  market  value  of  stocks,  over  a  certain  period  which 
they  worked  up,  I  think,  at  your  request 

Senator  Cummins.  In  that  respect  I  hope  Mr.  Kruttschnitt  will 
take  into  account  the  fact  that  the  total  furnished  by  the  commission 
is  of  comparatively  little  value,  because  for  the  three  years  that  it 
names  it  simply  takes  the  high  point  and  the  low  point  for  the  year 
and  makes  an  average  of  the  two.  A  fairer  average  of  the  market 
value  of  stock  would  require  an  enlarged  basis. 

Mr.  Kruttschnitt.  Quite  right.  I  did  not  know  how  it  was 
arrived  at.  I  simply  got  it  off  these  statements.  If  they  are  not 
reliable  I  do  not  think  it  is  worth  while  to  waste  any  of  the  com- 
mittee's time  in  argument  on  it,  except  to  say  if  they  had  been  reli- 
ably gathered,  and  if  they  had  multiplied  the  total  bonds  and  stock 
issued  by  these  prices,  you  would  have  gotten  for  the  years  in  ques- 
tion— which  I  think  were  1912,  1916,  and  1917 — values  which  were 
highest  in  1912,  lower  in  1916,  and  still  lower  in  1917.  In  the  inter- 
val values  of  the  property  have  increased  largely  from  1912  to  1917. 
In  other  words,  making  the  multiplications  you  will  find  that  the 
valuation  of  the  properties  derived  from  the  multiplication  of  the 
average  cost  of  stocks  and  bonds  by  their  amounts  would  represent 
$1,600,000,000  less  in  the  latter  period  than  the  former;  yet  in  the 
interim  $2,000,000,000  more  money  has  been  put  into  the  property, 
so  it  shows  how  misleading  such  a  plan  of  deducing  value  would  be. 

Senator  Gore.  That  in  the  aggregate  they  were  less? 

Mr.  Kruttschnitt.  The  value  determined  by  the  multiplication  of 
these  market  prices  by  quantities  shows  a  diminution  in  value  from 
1912  to  1917  of  $1,600,000,000,  and  in  the  interim  $2,000,000,000  had 
been  put  into  the  properties. 

Senator  Gore.  And  included  in  that  shrinkage? 

Mr.  Kruttschnitt.  Yes. 

Senator  Pomerbne.  Making  a  total  difference  of  $3,600,000,000? 

Mr.  Kruttschnitt.  Yes,  sir;  now,  to  take  some  concrete  examples, 
I  will  cite  Southern  Pacific  stock,  as  it  is  our  own  stock,  and  I  am 
more  familiar  with  it  than  any  other.  Southern  Pacific  stock  sold 
about  10  years  ago  at  its  maximum,  which  was  $128  or  $130.  It 
sold  a  couple  of  weeks  ago  at  $75,  a  fall  of  55  points — $55  a  share. 

In  the  same  period  the  Southern  Pacific  Co.  put  $400,000,000  of 
new  money — actual  cash — into  its  property. 

Senator  Pomerene.  In  what  period? 

Mr.  Kruttschnitt.  In  about  10  years,  and  increased  its  property 
values  by  about  50  per  cent. 

Senator  Pomerene.  What  do  you  mean  by  that? 

Mr.  Kruttschnitt.  I  mean  that  using  approximate  figures  of  10 
years  ago  the  property  values  of  the  Southern  Pacific  properties 
were  $800,000,000  and  to-day  about  $1,200,000,000.  Now,  the  actual 
cash  put  in  the  property  increased  about  50  per  cent  and  the  market 
quotations  of  the  stock  fell  55  points  on  130 — that  is  42  per  cent. 
The  money  put  in  the  property  increased  50  per  cent  and  the  market 
value  of  the  stock  decreased  42  per  cent. 

Senator  Gore.  How  much  new  stock  was  issued  in  the  meantime  ? 

Mr.  Kruttschnitt.  None. 

Senator  Watson.  How  do  you  explain  that,  Mr.  Kruttschnitt? 
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Mr.  Kruttschnitt.  Senator,  the  who  can  explain  what  influences 
the  market  price  of  stock — what  people  are  willing  to  pay  for  it — 
would  make  a  fortune  that  would  be  beyond  the  dreams  of  the  wildest 
avarice. 
Senator  Watson.  I  think  we  all  agree  with  you  on  that. 
Mr.  Kruttschnitt.  I  cite  that  to  show  that  without  any  increase 
in  the  amount  of  stock,  the  market  quotations  have  little  or  nothing 
to  do  with  the  intrinsic  value.  Remember,  market  quotations  apply 
to  a  very  small  fraction  of  the  stocks  of  conservative  companies. 
There  is  a  certain  amount  floating  around  that  is  bought  and  sold, 
but  the  great  mass  of  the  stock  of  the  companies  is  held  for  invest- 
ment, and  is  not  on  the  market.  The  price  would  no  doubt  be  very 
different  if  the  entire  stock  were  on  the  market. 

Senator  Pomerene.  Has  this  company  been  paying  dividends  dur- 
ing these  years? 

Mr.  Kruttschnitt.  Yes ;  same  dividend  all  along,  same  amount  of 
stock. 
Senator  Pomerene.  What  amount? 

Mr.  Kruttschnitt.  $273,000,000  of  stock;  6  per  cent  dividends. 
The  dividend  policy  of  a  company  has  most  to  do  with  the  price  of 
the  stock.  I  have  no  doubt  that  without  any  change  whatsoever  in 
the  value  of  the  Southern  Pacific  property,  if  the  directors  to-morrow 
should  increase  the  dividend  rate  from  6  per  cent  to  10  per  cent  the 
stock  would  take  a  tremendous  jump  up,  and  would  stay  up,  yet  it 
is  not  the  proper  thing  to  do.  It  would  be  against  the  interests  of 
the  shareholders  of  the  company  en  masse,  yet  it  would  increase 
the  market  quotations  on  the  stock,  and  if  the  guaranty  were  to  be 
based  on  that,  possibly  the  directors  would  be  justified  in  declaring 
such  a  dividend. 

These  considerations  will  show  that  market  prices,  which  are  sub- 
ject to  all  kinds  of  influences,  would  never  do  as  a  basis  for  compensa- 
tion for  the  use  of  the  property.  You  would  affect  the  interests  not 
only  of  the  shareholders,  but  the  bondholders.  I  was  going  to  say 
you  would  encourage  improvident  dividend  policies.  It  is  a  fact 
that  the  company  that  in  the  past  has  pursued  the  most  improvident, 
nonconservative  dividend  policy  would  probably  get  the  best  return, 
because  its  stocks  would  stand  highest. 

Now,  we  might  have  some  roads  that  had  a  disproportionate  stock 
issue  to  the  real  value  of  the  property,  and  vou  might  have  market 
quotations  that  were  unreasonably  high,  and  a  compensation  based 
on  those  market  quotations  would  be  exceedingly  high  and  not  justi- 
fied. Now,  consider  the  rate  of  interest  on  bonds.  Iiyou  were  simply 
to  pay  the  interest  on  bonds  as  a  guarantee — take  two  properties  as 
nearly  as  possible  of  equal  value.  One  might  have  issued  bonds  at  a 
time  when  the  money  rate  was  low ;  may  have  negotiated  the  sale 
skillfully,  so  that  it  got  its  money  at  a  very  low  rate.  The  other  com- 
pany might  have  deferred  selling  its  bonds  for  a  few  months  only, 
and  been  compelled  to  pay  a  very  much  higher  rate  for  the  money. 
Its  property  would  not  be  of  any  more  value  than  the  other,  yet, 
under  tnis  proposed  plan  of  compensation  it  would  get  a  very  much 
larger  compensation  than  the  other.  There  would  be  a  premium  put 
on  poor  management  in  selling  the  bonds  and  acquiring  the  money. 
Now,  a  very  interesting  case  would  be  presented  by  the  Southern 
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Pacific  Co.'s  ships.  The  Government  has  taken  them  over.  The 
Shipping  Board  has  fixed  a  charter  price,  based  on  the  income  de- 
rivable from  those  ships  by  the  owners. 

Under  the  President's  proclamation  the  Shipping  Board  has  noti- 
fied the  Southern  Pacific  Co.  that  it  relinquishes  control  over  their 
ships  and  turns  them  back  to  the  company,  to  be  controlled  by  the 
Director  General  of  Railroads  because  these  ships  are  part  of  a  line 
owned  by  a  railroad.  If  that  is  done,  and  we  were  paid  on  the  basis 
of  bond  interest  and  interest  on  stock,  the  compensation  we  would 
get  for  those  ships  would  be  very  much  less  from  one  agency  of  the 
Government  than  we  would  get  from  another,  and  the  compensation 
we  would  get  would  be  very  much  less  than  shipowners,  controlling 
parallel  and  competing  lines,  who  would  be  operating  under  the  con- 
trol of  the  Shipping  Board,  would  get  for  their  ships.  Now,  if  you 
pay  on  the  basis  of  income,  those  contradictions  and  anomalies  van- 
ish. I  do  not  see  how  you  could  at  all  pay  on  the  basis  simply  of  the 
bond  interest  and  interest  on  the  stock,  without  causing  the  most  pro- 
found disturbance  in  values,  and  among  the  stockholders  and  bond- 
holders. It  is  not  a  sound  or  conservative  basis,  but  a  fictitious  and 
unsound  one,  and  one  liable  to  all  kinds  of  fluctuation. 

The  Chairman.  If  Mr.  Kruttschnitt  is  through,  I  want  to  make  a 
suggestion. 

Senator  Cummins.  Inasmuch  as  this  matter  has  been  brought  for- 
ward, I  must  ask  Mr.  Kruttschnitt  a  question  or  two.  Mr.  Krutt- 
schnitt, no  one  has  suggested  that  the  market  quotations  for  1917  be 
taken  into  account  in  determining  the  value  of  stocks?  It  would  be 
as  unfair  to  the  railroads  to  take  any  such  abnormal  time  as  a  stand- 
ard, or  as  a  part  of  a  standard,  as  it  is  unfair  to  the  public,  in  my 
judgment,  to  take  the  earnings  for  1916  and  1917.  But  suppose  you 
take  the  market  quotations  for  1912,  1913, 1914,  1915,  and  1916,  these 
violent  fluctuations  have  not  occurred,  have  they  ? 

Mr.  Kruttschnitt.  Not  as  violent  in  the  past  30  to  50  days,  but 
the  reasons  that  I  have  given  apply  to  market  quotations  of  stock,  on 
principle.  Perhaps  you  can  take  years  where  the  fluctuations  are  not 
quite  as  violent,  but  in  principle  they  apply  just  as  much  as  if  you 
took  the  violent  fluctuations. 

Senator  Cummins.  You  have  suggested  taking  the  market  quota- 
tions on  the  stock  for  1917,  up  to  date — up  to  the  end  of  the  year,  and 
applying  that  to  the  Southern  Pacific  road,  and  it  would  have  the 
very  anomalous  and  extraordinary  result  that  while  you  have  added 
to  the  value  of  your  property,  its  market  estimate  has  been  decreased, 
but  if  you  will  take  the  highest  years  which  I  have  mentioned,  from 
1904  to  1915,  the  market  quotations  of  your  stock  have  been  pretty 
near  the  same,  have  they  not? 

Mr.  Kruttschnitt.  I  do  not  think  so. 

Senator  Cummins.  Well,  how  much  difference?  I  have  got  all 
those  figures  down  in  my  office,  but  I  find  that  in  the  accumulation  of 
papers  I  have  not  got  them  here. 

Mr.  Kruttschnitt.  To  show  how  little  the  market  price  of  a  stock 
varies  with  the  increased  income  of  a  company,  ana  increased  in- 
come is  the  real  criterion  of  its  value,  the  Southern  Pacific's  monthly 
statements  that  appeared  for  the  last  18  months  have  been  uniformly 
good,  with  the  exception  of  one  or  two  months,  where  we  had  to  put 
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in  unusual  expenses,  due  to  causes  that  we  could  not  control,  such 
as  distributing  the  expense  of  wages  due  to  the  Adamson  law — the 
stock  market  prices  were  commented  on  by  many  of  the  directors. 
Market  prices  of  the  stock  seemed  to  bear  no  relation  whatever  to  the 
excellence  of  the  company's  statements,  which  reflected  good  manage- 
ment, and  in  the  one  or  two  months  when  we  had  very  bad  state* 
ments  they  did  not  seem  to  have  any  effect  on  the  value  of  the  stock. 

Senator  Cummins.  They  should  not  have. 

Mr.  Kruttschnitt.  If  they  should  not,  why  should  not  any  par- 
ticularly good  month  have  a  good  effect  on  the  stock  ? 

Senator  Cummins.  You  must  distribute  this  estimate  of  the  public 
over  a  period  of  years  in  order  that  it  shall  be  of  any  value.  I  un- 
derstand perfectly  a  raid  on  the  market  may  decrease  or  may  increase 
the  market  quotations  or  market  value,  but  in  the  long  run,  over  a 
period  of  5  years,  or  over  a  period  of  10  years,  is  not  the  steadiness 
of  the  dividend-paying  roads  of  the  country  upon  the  market  very 
remarkable? 

Mr.  Kruttschnitt.  I  do  not  think  so.  It  produces  just  the  reverse 
impression  on  me.  In  other  words,  that  there  is  nothing  more  un- 
stable or  fickle  than  the  value  of  stock. 

Senator  Cummins.  What  do  you  think  was  the  range — the  aver- 
age market  value  of  stock  for  the  Union  Pacific  road  for  the  year 
ending  June  30,  1916  ? 

Mr.  Kruttschnitt.  I  could  not  tell  you  at  all. 

Senator  Cummins.  Can  you  tell  what  the  range  was  for  the  year 
ending  June  30, 1912  ? 

Mr.  Kruttschnitt.  No. 

Senator  Cummins.  Have  you  the  figures  at  hand  to  supply  that 
information? 

Mr.  Kruttschnitt.  No  ;  I  have  not.  Those  figures  would  have  to 
be  gotten  from  the  records  of  some  good,  reputable  stock  exchange. 

Senator  Cummins.  Now,  the  difference  in  the  outcome  of  the  plan 
that  you  have  proposed  for  compensation,  or  upon  which  you  nave 
commented  favorably,  and  the  plan  for  paying  a  reasonable  interest 
upon  the  value  of  the  property,  as  determined  by  the  funded  and 
unfunded  debt  and  the  market  value  of  the  stock,  is  about  $250,000,000 
a  year.  That  is  to  say,  your  plan  will  bring  about  an  aggregate,  sub- 
stantially, of  a  billion  dollars  a  year,  whereas  the  other  plan  will 
bring  about  an  aggregate  guarantee  of  $750,000,000  a  year;  and  is 
your  objection  to  it  because  it  provides  a  less  amount  in  the  aggre- 
gate for  the  Government  to  pay,  or  because  it  works  injustice  m  its 
application  among  the  several  railroads  ? 

Mr.  Kruttschnitt.  I  could  not  be  influenced  by  the  last  motive  that 
you  suggest,  because  I  never  knew  what  the  eflfect  would  be  on  the 
returns  to  the  railroads  that  you  just  mentioned,  but  here  is  another 
thought  that  occurs  in  respect  to  this  question.  You  say — no  doubt 
it  is  true — that  you  have  proved  that  by  statistics  that  the  range  of 
value  of  market  prices  of  stocks  have  been  reasonably  uniform.  In 
other  words,  it  has  been  quite  constant. 

Senator  Cummins.  Up  to  the  end  of  the  fiscal  year  1916. 

Mr.  Kruttschnitt.  Therefore  the  remuneration  to  be  paid  to  the 
roads  on  such  a  plan  would  depend  on  the  uniform  market  value  of 
the  stocks  up  to,  we  will  say,  that  time,  but  all  of  the  talent  and 
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managing  ability  put  into  the  roads  in  the  years  preceding  the  end 
of  1916  has  increased  very  largely  the  net  operating  income  of  those 
roads,  and  the  value  to  the  owners  has  been  greater  through  the  exer- 
cise of  ability  and  putting  in  additional  money,  yet  under  this  plan 
of  paying  on  the  market  value  no  account  could  be  taken  of  that  at 
all,  because  these  additions  of  cash  and  accretions  from  net  income 
brought  about  by  good  and  careful  management  have  little  or  no 
effect  on  the  price  of  the  stock. 

Senator  Cummins.  Do  you  not  think  that  the  efficient  and  careful 
management  of  a  property,  which  enables  it  to  put  a  large  surplus 
accumulated  each  year  into  the  property  rather  than  distributing  it 
in  dividends  has  some  effect  on  the  market  sales  of  stock  ? 

Mr.  Kruttschnitt.  I  have  just  explained  our  case,  where  we  have 
had  put  in  50  per  cent  in  a  period  of  about  10  years,  and  the  stock  has 
fallen  very  much  in  value. 

Senator  Cummins.  You  have  instanced,  though,  the  end  of  the 
year  1916  in  order  to  bring  about  that  result. 

Mr.  Kruttschnitt.  Suppose  we  drop  back  to  the  end  of  the  year 
1915,  which  you  took.  I  do  not  remember  what  the  Southern  Pacific 
stock  sold  for  at  that  time,  but  I  am  quite  sure  that  it  did  not  sell 
up  to  par.  It  has  not  been  to  par  for  any  length  of  time  for  a  num- 
ber of  years.  Therefore  it  would  follow  that  the  price  of  the  stock 
had  fallen  from  about  130,  which  was  the  maximum  at  which  it  sold 
about  10  years  ago,  to  less  than  par  at  the  end  of  1915,  and  in  the 
interim  a  sum  somewhat  less  than  $400,000,000  had  been  put  into  the 
property. 

Senator  Cummins.  Did  you  say  your  stock  was  quoted  on  the  mar- 
ket at  less  than  par  on  June  30,  1915  ? 

Mr.  Kruttschnitt.  I  will  not  say  that  positively,  but  I  will  say 
that  our  stock  has  not  been  up  to  par  for  any  length  of  time  for  quite 
a  long  while.  You  may  find  an  occasional  quotation  where  it  was 
at  par. 

Senator  Cummins.  Your  general  view  of  it,  then,  is  that  the 
market  value  of  stock  is  not  influenced  by  the  accumulation  of  a 
surplus  by  the  company,  no  matter  whether  it  is  put  into  property  or 
held  in  the  treasury  of  the  company? 

Mr.  Kruttschnitt.  I  won't  say  it  is  not  influenced  at  all ;  but  it  is 
not  proportional  to  the  accumulation  of  the  surplus.  There  are  so 
many  influences  governing  the  price  people  pay  for  stock  that  it  is 
an  extremely  unreliable  criterion  oi  the  value  of  a  property  or 
amount  of  rental  you  should  pay  for  it.  In  other  words,  the  net 
income  of  the  property  does  not  seem  to  bear  any  relation  to  the 
price  at  which  the  stock:  is  quoted. 

Senator  Cummins.  You  understand  that,  of  course,  no  one  desires 
to  deprive  any  company  of  its  right  to  just  compensation  for  the  use 
taken  by  the  Government,  ascertained  in  a  way  in  which  the  laws  of 
the  country  provide,  and  the  only  question  that  we  have  been  talking 
about  here  is  what  offer  shall  the  (Government  make  to  these  various 
companies  in  lieu  of  the  just  compensation  which  undoubtedly  you 
would  receive? 

Mr.  Kruttschnitt.  Why  should  an  offer  be  made  in  lieu  of  just 
compensation  ? 

Senator  Cummins.  The  President  suggested  that.  I  am  not  quar- 
reling with  him  or  with  his  policy.    That  is  the  policy  of  this  bill. 


GOVERNMENT  CONTROL  AND  OPERATION   OF  RAILROADS.        299 

It  is  the  policy  of  the  President's  message  to  make  an  offer  on  a  cer- 
tain basis  to  tne  railway  companies,  which  they  are  to  accept  in  lieu 
of  the  compensation  which  a  court  would  award,  if  they  desire  to 
do  it.  That  is  entirely  within  the  control  of  the  railway  companies. 
Now,  I  have  thought  that  the  best  substitute  for  the  ascertainment 
of  the  value  of  the  property  was  the  estimate  in  which  the  public 
held  the  property,  as  shown  in  the  market  quotations  in  the  various 
financial  centers  of  the  United  States.  To  me  it  indicates  what  the 
public  believes  the  property  to  be  worth  over  and  above  the  mort- 
gages or  liens  which  have  been  put  upon  it.  I  understand  that  that 
is  not  accurate.  Nothing  is  accurate  oxcept  the  award  of  a  court 
showing  what  is  just  compensation,  and  no  company  would  be  com- 
pelled to  accept  it  if  it  thought  the  other  plan  was  better  for  itself 
and  for  the  country.  I  wanted  you  to  fully  understand  the  founda- 
tion of  the  suggestion  that  was  made.  It  has  not  ripened  into  any 
concrete  proposition,  although  it  may. 

Mr.  Krtjttschnitt.  I  think  I  understand  it,  Senator.  My  view 
about  the  public's  estimate  of  the  price  of  stock  is  very  largely  this; 
that  some  one  has  bought  some  stock  and  comes  along  and  tells  us, 
44  So-and-so  is  a  good  buy ;  why  don't  you  get  some  ?  "  and  probably 
So-and-so  goes  and  gets  some,  and  he  passes  it  on  to  his  neighbor. 
"  Why,  I  bought  some  of  this.  It  is  a  good  buy ;  get  some,"  and  he 
gets  it.  I  don't  suppose  there  is  one  man  in  ten  thousand  who  buys  a 
stock  who  goes  into  a  study  of  what  the  stock  is  intrinsically  worth. 
That  is  proven  by  the  fact  that  you  may  put  out  ever  so  good  state- 
ments and  it  does  not  affect  the  price  of  your  stock,  and  you  may 
have  very  bad  statements,  on  the  other  hand,  that  do  not  seem  to 
affect  it.  In  other  words,  the  public  buys  on  impulse  largely.  I  con- 
fess I  have  bought  some  that  I  did  not  know  an  earthly  thing  about, 
simply  because  some  friend  said  he  had  bought  some  and  thought  it 
was  a  good  thing. 

Senator  Cummins.  That  is  true  of  Government  bonds;  it  is  true  of 
bonds  of  municipalities ;  it  is  true  of  stock — all  stocks  that  are  issued 
throughout  the  country — is  it  not  ? 

Mr.  Krtjttschnitt.  I  beg  to  differ  with  you  on  that.  It  is  entirely 
different  from  a  Government  bond.  The  Government  bond  has  the 
stamp  of  Government  authority. 

Senator  Cummins.  Why  is  it  below  par? 

Mr.  Kruttschnitt.  Because  there  are  so  many  of  them  on  the 
market  the  supply  exceeds  the  demand.  But  you  take  a  stock — 
turned  out  by  running  a  printing  press — I  suppose  people  buy  it  in 
many  instances  simply  because  somebody  else  buys  it,  and  without 
any  real  information  as  to  the  solvency  or  actual  values  behind  it. 

Senator  Cummins.  That  is  just  the  difference  between  your  plan 
and  the  one  I  have  suggested.  Your  plan  makes  the  product  of  a 
printing  press  worth  par  and  mine  does  not. 

Mr.  Kruttschnitt.  I  have  no  plan.  I  have  not  suggested  any 
plan. 

Senator  Cummins.  I  withdraw  that.  I  mean  the  plan  proposed  by 
the  President  and  in  the  bill. 

Mr.  Kruttschnitt.  I  certainly  do  not  understand  how  what  I  am 
advocating  should  make  worthless  stock  worth  par. 
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Senator  Cummins.  As  a  whole.  I  do  not  mean  with  reference  to 
any  particular  railroad  company. 

Senator  Robinson.  If  Senator  Cummins  has  concluded,  I  move 
that  we  take  an  adjournment  until  to-morrow  morning  at  10  o'clock. 

The  Chairman.  I  would  like  to  have  the  committee  extend  that  to 
10.30,  to  arrange  for  a  room  on  the  next  floor,  where  the  committee 
will  meet  in  what  is  known  as  the  Immigration  Committee  room,  on 
the  fourth  floor — Room  410.  The  committee  stands  adjourned  until 
10.30. 

(Whereupon,  at  5  o'clock  p.  m.,  the  committee  adjourned  until 
Wednesday,  January  9, 1918,  at  10.30  o'clock  a.  m.) 
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WEDNESDAY,  JANTXABY  9,   1918,   10.30  A.   M. 

United  States  Senate, 
Committee  on  Interstate  Commerce, 

Washington,  D.  C. 

The  committee  met  pursuant  to  adjournment  at  room  410,  Senate 
Office  Building,  Senator  Ellison  D.  Smith,  of  South  Carolina  (chair- 
man), presiding. 

Present :  Senators  Pomerene,  Robinson,  Borah,  Underwood,  Cum- 
mins, Townsend,  La  Follette,  Poindexter,  McLean,  Watson,  and 
Kellogg. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Thorn, 
who  is  your  next? 

Mr.  Thom.  Senator  Kellogg  asked  me  last  night  if  Mr.  Krutt- 
schnitt  could  appear  again  this  morning,  and  Mr.  Kruttschnitt  is 
here,  and  I  presume  from  that  question  that  Senator  Kellogg  wants 
to  ask  him  some  additional  questions. 

The  Chairman.  Well,  Senator  Kellogg  is  not  present,  and  the 
lime  of  the  committee  is  very  valuable. 

Senator  McLean.  I  would  like  to  ask  Mr.  Kruttschnitt  one  ques- 
tion. 

The  Chairman.  Senator  McLean  says  he  desires  to  ask  Mr.  Krutt- 
schnitt a  question. 

STATEMENT  OF  JULIUS  KRUTTSCHNITT— Besumed. 

Senator  McLean.  I  do  not  know  whether  it  has  been  answered  in 
my  absence  or  not.  If  it  has,  why.  it  will  be  not  necessary  for  you 
to  reply,  but  it  has  been  claimed  tnat  the  increase  in  cost  for  labor 
and  supplies  which  the  railroads  have  had  to  meet  during  the  last 
year  has  been  offset  by  increases  in  the  volume  of  traffic  and  im- 
proved methods  of  operation.  I  would  like  to  ask  you  whether  that 
is  so  or  not.  It  has  been  claimed,  very  stoutly,  and  I  think  the 
matter  was  put  before  the  Interstate  Commerce  Commission  in  the 
hearing — I  believe  in  its  hearing  20  per  cent  increase  was  asked  for — 
that  these  expenses  which  you  have  had  to  meet  have  been  offset  by 
the  increased  volume  of  traffic  and  the  improved  methods  of  opera- 
tion. 

Mr.  Kktjttschnitt.  The  answer  to  that  would  be  that  it  is  quite 
possible  to  increase  the  volume  of  traffic  so  much,  if  that  traffic  car- 
ries a  thoroughly  compensatory  rate,  to  offset  increases  of  a  certain 
amount*  in  material  and  labor.  It  may  be,  and  I  think  it  is  the  case, 
that  on  some  roads  where  the  increased  volume  of  traffic  has  been 
extremely  great,  without  a  material  decrease  in  rates,  that  they  have 
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offset,  and  perhaps  in  some  cases  more  than  offset,  the  increased  prices 
of  material  and  labor  up  to  the  present  time,  but  that  is  not  true  of 
the  r/oads  of  the  country  generally.  They  have  not  done  it.  As  I  said 
yesterday,  take  the  returns  of  the  principal  roads  as  they  are  made 
monthly  to  the  commission  and  you  will  find  that  while  their  growth 
is  increasing  in  1917,  and  is  far  ahead  of  1916,  that  their  net  income 
is  less,  and  that  is  proof  positive  that  nothing  that  they  have  done 
in  the  way  of  more  efficient  operation  has  been  able  to  offset  these 
constantly  mounting  increases.  In  other  words,  you  can  not  make 
a  general  answer  in  the  affirmative  to  the  question  you  ask. 

Senator  McLean.  It  was  also  claimed  that  the  application  of 
earnings  to  capital  was  entirely  indefensible,  and  that  all  of  this 
expense  should  be  provided  by  an  increase  in  capital  stock,  and  I 
would  like  to  ask  for  your  opinion  with  regard  to  that. 

Mr.  Kruttschnitt.  If  under  these  surpluses,  or  what  is  left  after 
paying  dividends  which  have  been  earned  by  the  roads,  under  regula- 
tion, that  has  been  stronger  and  stronger  every  year,  the  roads  have 
not  been  permitted  to  handle  any  business  except  at  rates  prescribed 
by  regulating  bodies,  that  is  a  guaranty  or  a  voucher  for  the  fact 
that  the  rates  are  reasonable,  and  how  anyone  could  claim  that  any 
increase  in  surplus,  governed  by  more  volume  of  traffic,  at  rates  which 
have  been  pronounced  reasonable  and  prescribed  by  the  interstate 
and  State  commissions,  does  not  belong  to  the  shareholders,  I  can  not 
understand  at  all.  If  it  does  belong  to  them,  it  is  their  right  to  do 
anything  legitimate  with  them  that  they  wish,  and  if  they  wish  to 
put  those  surplus  earnings  in  the  property  instead  of  pocketing  them, 
which  they  have  a  perfect  right  to  do,  why,  it  seems  to  me  it  is  a 
policy  that  makes  for  conservatism,  for  better  service  to  the  public 
in  every  way. 

Senator  McLean.  I  wanted  to  get  your  opinion  in  regard  to  that, 
as  the  subject  was  brought  up  in  the  hearing. 

Mr.  Kruttschnitt.  Another  reason  that  occurs  to  me  is  this:  The 
return  on  the  property  investment  of  railroads,  according  to  the 
table  of  the  Interstate  Commerce  Commission,  has  run  from  4  per 
cent  to  a  little  over  5.  No  money  could  have  been  borrowed  by  rail- 
roads in  the  last  two  years  at  rates  approximating  even  4  or  5  per 
cent,  and  what  a  road  could  live  on,  if  it  relied  on  6  or  7  per  cent 
money  for  improvements,  when  it  could  earn  only  4  or  5  per  cent  on 
\t,  is  hard  to  understand.  It  seems  to  me  it  would  be  a  well  devised 
loute  to  bankruptcy.  The  increase  in  the  capitalization  of  the  roads 
ot  this  country  from  1900  to  1917  has  been — if  you  will  allow  me— 
I  don't  want  to  quote.  I  could  do  it  fairly  accurately,  but  I  would 
rather  give  the  figures.  I  thought  my  examination  was  through, 
Senator,  and  I  left  a  lot  of  papers.  I  do  not  think  I  have  it  here, 
but  I  will  quote  from  them  as  near  as  may  be.  I  think  I  could  do  so 
fairly  accurately.  In  the  16  years  from  1900  to  1916  the  capitaliza- 
tion of  the  roads  increased  in  the  first  8  years  of  that  period  at  the 
rate  of  $630,000,000  per  annum.  The  rate  earned  by  the  roads  on  that 
increased  capitalization  was  fair.  I  have  forgotten  the  figure,  but  it 
was  between  5  and  6  per  cent.  In  the  last  8  years  of  the  J6-year 
period  the  yearly  increase  in  capitalization  has  been  the  same— 
$630,000,000  per  annum.  In  the  whole  period  it  would  be  eight 
times  that,  which  would  b*   in  round  numbers,  $5,000,000,000  and 
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on  the  second  increase  in  capital  of  $5,000,000,000  they  earned  abso- 
lutely nothing.  There  was  no  return  and  with  no  return — in  other 
words,  their  net  income  was  $32,000,000  less  in  the  last  period  of 
8  years,  after  an  increased  capitalization  of  $5,000,000,000,  than 
it  was  in  the  first  period.  That  shows  that  if  this  increase  in  capitali- 
zation had  all  been  made  in  bonds  or  borrowed  money,  on  which 
should  be  paid  anywhere  from  5  to  6  or  7  per  cent,  why,  you  would 
have  had  a  guaranty  of  bankruptcy — it  cbuld  not  have  been  avoided. 

Senator  Gore.  What  was  the  average  during  the  last  eight  years? 

Mr.  Kruttschnitt.  The  average  during  the  last  eight  years,  not 
on  all  capital,  Senator,  but  on  the  increased  capitalization,  was  32 
millions  worse  than  nothing. 

Senator  Gore.  But  I  did  not  understand  what  the  annual  increase 
was. 

Mr.  Kruttschnitt.  Six  hundred  and  thirty  millions  a  year. 

Senator  Gore.  During  the  first  period? 

Mr.  Kruttschnitt.  It  happens  to  be  the  same  in  the  second, 
within  a  million  or  two  dollars. 

The  Chairman.  Senator  Kellogg,  the  remark  was  made  that  you 
desired  to  ask  Mr.  Kruttschnitt  some  questions  this  morning.  Are 
you  ready  now? 

Senator  Kellogg.  I  suppose,  perhaps,  the  questions  may  have  been 
answered.  I  wanted  to  ask  Mr.  Kruttschnitt  what  would  be  the 
effect  on  the  railroads  of  the  country  if  they  were  limited  to  just  a 
fair  dividend  on  the  stock,  without  a  reasonable  surplus  to  invest  in 
the  property,  other  than  from  borrowed  money.  Directing  your  at- 
tention to  this,  of  course,  if  the  Government  makes  a  guaranty  which 
is  permanent,  and  the  roads  are  to  remain  for  all  time  in  the  hands 
of  the  Government,  of  course  a  small  rate  of  dividend,  with  the  Gov- 
ernment guaranty  back  of  it,  would  be  reasonable,  because  it  would 
be  a  Government  security  and  the  Government  would  have  to  keep 
up  the  roads  and  furnish  t)ie  money  for  the  improvements  and  better- 
ments, but  what  would  be  the  effect  of  a  temporary  guaranty  of 
simply  dividends,  without  any  fund  to  invest  in  the  property  beyond 
borrowed  money  ?    I  would  like  your  general  views  on  that. 

Mr.  Kruttschnitt.  That  I  answered,  really,  in  answer  to  Senator 
McLean's  question,  but  I  will  repeat  it.  If  the  income  was  simply 
a  dividend  on  the  market  value  of  the  stock,  there  would  be  no  sur- 
plus. The  roads  would  be  compelled  to  make  all  of  their  better- 
ments and  additions  out  of  borrowed  money.  Now,  if  the  roads  had 
never  been  able  to  earn,  even  under  the  most  favorable  circumstances, 
over  5  or  5£  per  cent  on  the  money  that  they  got  in  the  property — 
money  can  not  now  be  obtained  by  the  roads  under  6£  to  7  per  cent — 
anv  schoolboy • 

Senator  Kellogg.  I  will  say  that  if  you  have  already  answered 
that  question,  do  not  answer  it  again. 

Mr.  Kruttschnitt.  I  was  iust  going  to  add  that  any  school  boy, 
almost,  could  see  that  if  you  borrow  money  at  7  per  cent  and  put  it 
in  a  business  where  you  would  only  make  5  or  5J,  why,  it  does  not 
pay.  You  could  not  do  it.  It  is  just  like  a  merchant.  A  merchant 
will  borrow  money  from  a  bank,  we  will  say,  at  4  per  cent,  and| 
through  his  energy  and  talent  for  business,  can  make  7  per  cent.  He 
is  ahead  3  per  cent,  and  he  can  afford  to  go  borrowing,  but  if  he  has 
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to  pay  7  per  cent  for  the  money  and  can  only  make  3  or  4,  why,  he 
simply  can  not  borrow. 

Senator  McLean.  I  asked  the  question,  because  it  was  claimed  be- 
fore the  Interstate  Commerce  Commission  in  the  last  hearing  that  all 
the  betterments  should  be  paid  for  by  increased  capital,  and  it  was 
indefensible  to  take  surplus  earnings  for  that  purpose. 

Senator  Kellogg.  Suppose  the  money  can  be  borrowed  at  reason- 
able rates  of  interest,  and  not  be  beyond  what  is  a  fair  return  on 
capital,  do  you  consider  it  good  railroading  to  pay  for  the  entire 
betterments  and  improvements  out  of  borrowed  money  ? 

Mr.  Kruttschnitt.  For  this  reason:  Interest  on  bonds  is  an  ab- 
solutely necessary  and  unavoidable  expense.  You  can  not  get  away 
from  it.  If  you  fail  to  pay  the  interest  on  your  debts,  you  go  into 
bankruptcy.  The  business  of  the  roads,  as  evidenced  by  the  figures 
of  the  commission,  is  subject  to  very  considerable  fluctuations.  They 
are  not  compelled  to  pay  dividends  on  stock.  The  dividends  are 
paid,  if  they  are  earned.  If  they  are  not,  they  are  not  paid.  In 
other  words,  you  might  consider  the  stock  as  a  sort  of  a  buffer  be- 
tween the  bonded  debt  and  the  public.  You  must  pay  the  interest 
on  your  bonds.  You  need  not  pay  the  dividends  on  the  stock  unless 
you  earn  it.  Now,  if  you  had  nothing  but  stock,  or  substantially  all 
of  your  capitalization — if  you  had  nothing  but  bonds,  and  and 
substantially  all  of  your  capitalization  was  in  bonds,  you  would  be, 
to  use  a  slang  expression,  sailing  so  close  to  the  wind  that  if  the 
slightest  storm  came  up,  you  would  be  wrecked. 

Senator  Underwood.  May  I  ask  you,  Mr.  Kruttschnitt,  how  any 
reasonable  business  man  can  expect  to  borrow  money  and  continue 
to  borrow  money,  without  increasing  the  equity  on  winch  it  is  based  ? 

Mr.  Kruttschnitt.  I  think  the  answer  to  that  is  almost  self- 
evident.    He  can  not  do  it — he  can  not  continue. 

Senator  Underwood.  There  has  got  to  be  a  margin  for  a  safe  loan 
between  the  amount  of  the  loan  and  the  amount  of  the  value  of  the 
property? 

Mr.  Kruttschnitt.  That  is  the  idea  I  tried  to  convey,  in  stating 
that  the  stock  was  somewhat  of  a  buffer  or  a  spring  to  absorb  shocks. 

Senator  Underwood.  Therefore,  if  your  loans  are  increased,  the 
value  of  your  property  must  proportionately  increase  or  you  can 
not  borrow  the  money  ? 

Mr.  Kruttschnitt.  Yes;  and  unless  you  can  make  a  better  return 
on  your  property  than  the  return  expected  by  the  investor  on  the 
money  he  loans  you,  you  can  not  borrow  at  all. 

Senator  Townsend.  How  it  is,  Mr.  Kruttschnitt,  about  the  capi- 
talization and  bonded  indebtedness  of  the  Michigan  Central  Rail- 
road?   What  is  their  proportion? 

Mr.  Kruttschnitt.  I  have  not  the  slightest  idea. 

Senator  Townsend.  The  bonded  indebtedness  far  exceeds  the  stock 
issue,  does  it  not? 

Mr.  Kruttschnitt.  I  do  not  know.  I  am  totally  unfamiliar  with 
the  Michigan  Central. 

Senator  Townsend.  I  think  it  does.  I  think  that  is  in  evidence  be- 
fore the  committee,  and  I  was  wondering  what  explanation  you 
could  make  of  that.  If  I  understood  your  testimony  a  moment  ago, 
it  was  to  the  effect  that  if  your  bonded  indebtedness  exceeded  your 
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capital  stock,  you  were  on  the  road  to  bankruptcy  if  you  kept  that 
up.    Am  I  correct  about  that? 

Mr.  Kruttschnitt.  Yes. 

Senator  Townsend.  Now,  if  it  should  be  shown,  as  I  think  it  has 
been  shown,  that  the  New  York  Central  road  has  for  years  carried 
an  excess  of  bonded  indebtedness  over  its  capital  stock,  and  the  road 
has  been  reasonably  successful  and  prosperous  during  the  time,  how 
do  you  account  for  it  if  that  is  trues 

Mr.  Kruttschnitt.  Well,  I  would  really  answer  that  question  in 
the  answers  to  the  preceding  questions.  I  do  not  know  anything 
about  the  New  York  Centrars  finances,  but  I  would  say,  to  take  & 
hypothetical  case,  if  a  road  has  a  bonded  indebtedness  out  of  all  pro- 
portion to  its  stock,  and  has  been  successful,  the  only  reason  it  has 
been  successful  is  that  it  has  been  fortunate.  It  could  not  possibly 
expect  to  weather  any  very  serious  storm  if  it  did  not  have  some 
means  of  absorbing  the  shock  of  the  storm. 

Senator  Underwood.  I  might  suggest  there — I  don't  know  any- 
thing about  the  stock  or  the  bonded  indebtedness  of  the  New  York 
Central,  but  the  stock  does  not  always  represent  the  actual  value  of 
a  road*  The  stock  might  not  have  increased,  and  betterments  and 
more  money  had  gone  into  the  road.  There  may  be  the  actual  value 
on  which  to  increase  the  bonded  indebtedness,  whether  represented 
in  the  stock  or  not. 

Mr.  Kruttschnitt.  That  is  the  case  with  a  great  many  roads.  They 
have  but  a  very  small  stock ;  and  if  you  measure  their  income  from 
the  return  on  the  stock?  it  may  appear  unreasonable  and  excessive,  not 
because  the  return  in  itself  is  unreasonable  but  because  the  basis  on 
which  you  measure  it  is  not  a  fair  one. 

Senator  Townsend.  I  may  be  mistaken.  I  am  just  talking  from 
memory;  but  that  is  my  memory,  that  that  relation  between  stocks 
and  bonds  exists.    We  had  some  difficulty  about  it. 

Mr.  Kruttschnitt.  You  mean  on  the  Michigan  Central? 

Senator  Townsend.  On  the  New  York  Central  lines.  We  had 
some  difficulty  before  the  Finance  Committee  when  we  came  to  tax 
certain  railroad  properties,  as  to  establishing  a  basis  which  would  be 

?[uitable  and  just  to  all  railroads.  We  found,  for  instance,  the  New 
ork  Central  and  the  Pennsylvania  were  in  the  same  class  of  roads, 
so  far  as  strength  and  prosperity  was  concerned.  The  New  York 
Central,  small  capital,  large  bonded  indebtedness.  The  Pennsyl- 
vania, large  capital  and  small  bonded  indebtedness ;  and  yet,  as  I  say, 
they  were  reported  to  us  as  being  about  equally  prosperous,  and  that 
condition  has  maintained  for  years.  That  is  my  memory  of  what  the 
situation  was  when  that  bill  was  up  for  consideration. 

Mr.  Thom.  May  I  interpolate  a  remark  there,  Mr.  Chairman? 
Senator  Townsend  is  entirely  correct  in  his  memorv  of  that  situation. 
That  situation,  however,  is  somewhat  illuminated  by  these  facts  that 
I  am  about  to  relate,  as  bearing  on  the  question  now  before  this  com- 
mittee. In  preparing  to  present  the  case  of  the  railroads  before  the 
joint  committee  having  the  matter  under  investigation,  we  had  a 
scientific  study  made  of  this  question  of  the  proper  delation  between 
the  amount  of  stock  and  the  amount  of  bonds.  We  realized,  of 
course,  that  if  a  company  is  to  remain  permanently  solvent,  there 
must  be  a  point  which  must  not  be  crossed  by  the  debt,  and  the  line 
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running  through  that  point  is  known  to  students  of  finance  as  the 
danger  line.  Our  economists  fix  that  line  at  the  maximum  of  60  per 
cent  of  debt  and  40  per  cent  of  stock. 

Senator  Underwood.  That  is,  you  mean  a  surplus  of  40  per  cent 
of  the  value? 

Mr.  Thom.  Yes ;  the  real  value  in  the  road  must  be  represented  by 
not  more  than  60  per  cent  of  debt,  with  a  margin  of  40  per  cent  in- 
terest in  the  owners  in  it,  represented  by  stock.  That  conclusion  was 
especially  arrived  at,  Senator  La  Follette,  by  Mr.  Ericson  of  your 
State,  whom  you  may  know,  and  it  was  declared  to  us  by  these 
gentlemen  that  at  least  40  per  cent  of  the  investment  must  be  repre- 
sented by  the  interest  of  the  owners,  and  that  must  be  preserved,  un- 
less there  would  come  danger  and  insufficient  basis  for  new  operating. 

Now  on  that  theory  we  made  a  list  of  the  railroads  of  the  United 
States,  as  to  which  could  get  new  capital,  in  the  shape  of  the  proceeds 
of  stock  at  par,  and  we  found  that  the  New  York  Central  did  not 
answer  that  test,  and  we  put  the  New  York  Central  in  the  list  of 
roads  that  could  not  dispose  of  their  stock  at  par.  While  we  had  that 
list  under  advisement,  we  were  told  "  The  New  York  Central  is  now 
disposing  of  an  issue  of  25  millions  of  dollars  of  stock  at  par,"  and 
we  did  not  feel  that  we  could,  in  the  midst  of  that  negotiation,  pub- 
lish anything  that  would  embarrass  our  friends;  so  we  did  not  give 
any  publicity  at  that  time  to  that  list  of  roads,  because  we  were 
afraid  that  our — what  might  be  deemed  our  theoretical  views  of 
this  question  might  form  an  impediment  in  the  practical  carrving 
out  of  this  effort  of  the  New  York  Central  to  float  25  million  dollars 
at  par.  Well,  they  tried  it,  and  in  a  little  while  it  completely  failed. 
It  put  the  balance  of  their  stock  down  well  below  par.  They  were 
unable  to  do  it,  and,  therefore,  without  any  embarrassment  to  them, 
we  were  enabled  to  add  the  New  York  Central  to  the  list  of  roads 
that  could  not  float  their  stock  at  par. 

Senator  Gore.  Bather  a  confirmation  of  your  theory? 

Mr.  Thom.  Yes,  sir. 

Senator  Townsend.  May  I  ask  you  whether,  in  your  judgment, 
that  was  the  real  cause  they  could  not  sell  their  bonds  at  par? 

Mr.  Kruttschnitt.  I  think  that  had  a  great  deal  to  do  with  it.  I 
do  not  believe  that  a  railroad  that  is  all  the  time  absorbing  its  values 
in  debt  can  long  continue  to  float  its  stock  at  par.  Of  course,  there 
are  a  great  many  circumstances  operating  besides  that  law,  but  we 
believe  that  that  law  is  adequate  for  that  purpose,  and  it  is  safe 
financing,  and  it  is  not  safe  when  you  go  beyona  that  danger  mark, 
and  whether  that  line  is  correctly  drawn  at  60  per  cent,  or  where  it 
is  drawn,  it  is  certainly  true  that  the  line  of  safety  exists  somewhere 
and  that  there  must  be  some  proper  proportion  between  the  amount 
of  borrowed  money  and  amount  of  capital  contributed  by  the  owner. 

Senator  Townsend.  When  we  had  this  matter  up — I  think  my 
memory  is  correct  on  that— by  the  joint  investigating  committee  of 
the  two  Houses  the  same  statement  was  made  that  that  issue  of  stock 
had  failed  to  be  disposed  of  at  par,  but  not  a  railroad  suggested  the 
argument  that  you  put  up,  did  he? 

Sir.  Thom.  I  do  not  know  whether  he  did  or  not.  We  had  it  to 
present  at  the  proper  time.  We  are  going  to  present  it  to  Mr.  Eric- 
son  when  he  comes  on  the  witness  stand. 
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Senator  Townsend.  The  argument  presented,  as  I  remember  it, 
was  that  it  was  due  to  the  overstrict  regulation  on  the  part  of  the 
Federal  Government  and  the  confusion  that  was  caused  by  too  many 
jurisdictions  interfering  in  the  issuance  of  stock. 

Mr.  Thom.  Bef  erring  to  those  matters,  we  are  dealing  with  the 
general  situation,  not  with  the  New  York  Central.  We  have  as- 
sumed that  in  your  joint  committee  there  will  be  some  appreciation 
expressed  of  the  general  economic  principles  that  govern  the  whole 
situation,  and  in  bringing  those  economic  principles  before  you  we 
are  going  to  bring  them  as  one,  that  there  must  be  regulation  based 
upon  the  ability  to  float  stock  at  par,  in  order  to  prevent  bankruptcy 
or  these  roads  by  the  increase  of  debt  without  a  proportionate  in- 
crease of  assets.  What  I  mean  by  proportionate  increase  of  assets— 
I  don't  mean  a  dollar  debt  and  dollar  assets,  but  to  preserve  the  assets 
in  the  dollar  of  debt,  plus  the  necessary  margin  beyond  the  debt,  and 
you  can  not  have  a  margin  of  over  the  debt  due — that  is  safe — and 
then  increase  the  debt  by  a  dollar,  and  then  increase  the  assets  by  a 
dollar,  and  still  preserve  the  proportion.  We  shall  argue  before 
your  committee,  as  we  shall  argue  here,  that  it  is  necessary  to  in- 
crease and  preserve  your  proper  proportion  when  you  increase  your 
debt 

Senator  Townsend.  I  have  agreed  to  what  Mr.  Thom  is  saying. 
That  is,  it  has  seemed  to  me  that  some  such  rule  was  absolutely  neces- 
sary, but  I  had  supposed  it  had  been  absolutely  ignored,  because,  as  I 
said  before  our  committee,  the  railroads  were  divided  into  two  classes. 
First,  where  the  stock  predominated,  and  then  those  where  the  bonds 
predominated,  and  those  seemed  to  be  equally  prosperous,  and  I 
thought  there  was  some  legerdermain — something  connected  with  it 
which  I  did  not  understand — which  was  being  employed  to  float  stock 
under  such  conditions  as  that. 

Mr.  Thom.  No,  Senator.  We  haye  got  a  great  deal  to  say  to  you 
and  the  joint  committee  on  that  subject. 

Senator  Gore.  Is  this  Ericson  report  in  such  form  that  we  can 
have  it  printed  in  the  hearing? 

Mr.  Thom.  No  ;  he  is  going  to  give  it  in  his  testimony. 

Senator  Watson.  Mr.  Kruttschnitt,  what  is  your  opinion  of  a  na- 
tional charter  for  railroads,  and  what  is  the  result  of  having  49  com- 
missions dealing  with  the  question  of  rates,  one  for  each  State  and 
the  Interstate  for  the  Nation,  instead  of  one  general  authority  ? 

Mr.  Krtjttschnitt.  I  tried  to  answer  that  question  very  fully  in 
my  testimony  before  this  joint  committee  last  March. 

Senator  Watson.  Well,  the  reason  I  asked  that  question  was  be- 
cause I  thought  it  would  be  pertinent  at  this  time  and  to  get  your 
opinion  in  this  hearing.  I  would  not  want  you  to  go  fully  into  it,  if 
you  can  just  generalize. 

Mr.  Kruttschnitt.  I  would  answer  in  a  general  way,  and  I  would 
like  then  the  privilege  of  just  taking  my  answers  for  my  testimony 
before  the  committee  in  March  and  putting  it  in  as  a  separate  answer. 

Senator  Townsend.  That  will  be  all  right,  unless  there  be  objec- 
tion to  it. 

The  Chairman.  Unless  there  is  objection,  it  will  be  so  ordered. 

Mr.  Kruttschnitt.  I  pointed  out  last  March  the  embarrassment 
that  the  railroads  were  meeting  with  in  having  to  serve  so  many 
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masters  and  expressed  my  views  in  favor  of  some  national  incorpora- 
tion that  would  relieve  them  from  those  embarrassments.  As  I  say, 
the  reasons  at  that  time  were  given  very  fully,  because  I  had  time  to 
sit  down  and  prepare  these  reasons  and  put  them  in  the  shape  of  a 
written  memorandum. 

Senator  Watson.  Mr.  Chairman,  then  I  ask  that  Mr.  Krutt- 
schnitt's  testimony  on  that  point  be  incorporated  in  these  hearings. 

The  Chairman.  That  will  be  agreed  to.  Mr.  Kruttschnitt,  I  would 
like  to  ask  you  this  question :  You  said  yesterday,  I  believe,  that  on 
account  of  the  order  of  the  Food  Commission  you  were  able  to  pool 
certain  food  products  and  thereby  handle  them  more  expeditiously 
as  to  the  betterment  of  the  traffic,  by  virtue  of  the  Government  hav- 
ing the  power  to  make  that  order. 

Mr.  Kruttschnitt.  I  think  you  misconstrued  my  language.  I  did 
not  say  that  we  were  enabled  to  pool  traffic.  I  said  that  the  Food 
Administrator,  Mr.  Hoover,  had  given  some  very  helpful  orders  as 
to  the  routing  of  freight,  taking  it  away  from  the  congested  area  east 
of  Chicago  and  by  diverting  it  to  the  Gulf  ports,  where  there  was 
no  congestion. 

The  Chairman.  That  was  under  Government  power,  that  you 
might  not  have  felt  at  liberty  to  exercise,  and,  therefore,  it  was  help- 
ful to  you  in  moving  this  congested  freight? 

Mr.  Kruttschnitt.  Decidedly  so. 

The  Chairman.  Now,  I  want  to  ask  you  this  question :  Do  you  or 
do  you  not  believe  that  in  the  condition  that  we  now  find  the  rail- 
roads in  reference  to  certain  legislation  of  certain  private  interests, 
that  if  the  management  of  the  roads  could  be  approximately  main- 
tained, and,  as  you  mentioned  yesterday,  the  esprit  de  corps  of  the 
employees,  that  Government  supervision  during  this  particular  pe- 
culiar period — Government  control  would  be  better  in  mobilizing 
and  meeting  the  exigencies  of  the  case  than  private  control,  unlim- 
ited? 

Mr.  Kruttschnitt.  Mr.  Chairman,  the  railroads  made  up  their 
minds  from  the  beginning  that  they  were  going  to  be  good  soldiers 
and  be  just  as  good  soldiers  as  they  knew  how,  and  I  do  not  want 
anything  that  I  have  said  here  in  answer  to  questions  or  any  volun- 
tary statements  to  be  construed  as  criticism  of  what  has  been  done. 
We  accept  what  has  been  done  as  something  in  the  opinion  of  the 
President — the  Commander  in  Chief — as  necessary,  and  we  are  going 
to  work,  each  and  every  one  of  us,  as  loyally  under  the  new  condi- 
tions as  we  did  for  our  owners  solely  in  the  past.  I  think  under 
existing  conditions  the  President  must  have  had  reasons,  and  good 
reasons,  for  doing  what  he  did,  and  we  don't  question  them,  not  in 
the  least.  We  intend  to  support  his  policies  to  the  very  best  of  our 
ability. 

The  Chairman.  The  reason  that  I  asked  the  question  was  that, 
familiar  as  you  are  with  conditions  in  the  railroads— particularly 
familiar  with  the  peculiar  conditions  that  now  exist,  not  as  a  rail- 
road official  or  not  as  representing  the  railroads,  but  as  a  representa- 
tive of  the  interest  involved — I  just  thought  perhaps  you  would 
feel  at  liberty  to  make  an  affirmative  statement  from  that  standpoint 
as  to  whether,  in  jour  judgment,  at  this  time  the  control  by  the  Gov- 
ernment, in  mobilizing  the  resources  of  the  railroads  for  the  pur- 
pose for  which  they  are  being  used,  would  not  be  better  than  giving 
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unlimited  control ;  that  is,  suspending  for  the  time  being  any  stat- 
utes that  we  may  have,v  restrictive  or  otherwise,  and  turning  it  over 
to  the  railroads  unlimited? 

Mr.  Krtjttschnitt.  I  think  what  has  been  done  has  been  done  for 
the  best.  I  think,  as  I  explained  yesterday,  that  the  railroads  could 
have  done  a  good  deal  more  by  voluntary  agreement  and  under  the 
organizations  that  they  themselves  had  created  than  they  could  if 
they  had  had  greater  Government  support  and  assistance,  but  it  is 
quite  conceivable  that  assistance  in  a  good  many  of  those  directions 
could  not  be  given  to  private  ownership,  and  I  may  say  for  myself 
individually — I  have  no  right  to  speak  for  anyone  else,  and  only 
said  what  I  did  say  before  from  the  opinion  I  have  gathered  from 
general  intercourse  with  railroad  executives — that  they  have  all  ac- 
cepted the  situation  as  the  best  thing  to  be  done.  It  is  an  order  of 
the  Commander  in  Chief  of  the  Army  and  Navy  in  time  of  war, 
when  our  country  must,  above  everything  else,  win  the  war.  We 
have  no  criticisms  to  make,  and  we  propose  to  do  our  level  best  to 
make  the  existing  conditions  successful.  I  have  already,  as  indicated 
in  the  list  of  instructions  that  I  sent  to  our  chief  executives  yester- 
day, exhorted  them  to  work  as  hard  for  the  success  of  the  properties 
in  their  jurisdictions,  under  the  new  conditions,  as  they  did  ror  the 
shareholders,  and  I  have  not  the  slightest  doubt  that  each  and  every 
one  of  them  will  do  it;  and  I  know  that  a  great  many  other  roads 
have  done  the  same  thing,  probably  all  of  them.  I  only  know  of 
some,  but  I  am  convinced  that  all  of  them  will  do  the  same. 

The  Chairman.  If  it  is  agreeable  to  the  committee,  hereafter, 
when  we  have  finished  with  the  general  questions  of  the  witness,  I 
will  consider  it  the  rule  of  the  committee  that  each  one  as  in  their 
order  on  the  committee  will  be  given  an  opportunity,  if  they  see  fit, 
lo  ask  questions,  and  if  that  is  agreeable  to  the  committee,  if  Mr. 
Kruttschnitt  is  through  with  his  testimony,  I  will  just  ask  each, 
member  if  he  has  any  further  questions  to  ask. 

Senator  Underwood.  Mr.  Chairman,  I  think  we  tried  that  out 
once  and  it  did  not  work  satisfactorily.  I  do  not  interrupt  often, 
but  sometimes  there  is  a  pertinent  question  comes  up  that  it  is  very 
necessary  to  offer,  and  I  think  we  have  been  running  satisfactorily. 
I  would  much  prefer  to  have  it  run  as  it  has. 

The  Chairman.  Very  well.  If  the  committee  prefers  the  order 
that  we  have  observed,  the  chairman  will  be  very  glad  to  carry  that 
out. 

Senator  Cummins.  Mr.  Chairman,  I  desire  a  last  question  to  ask 
in  regard  to  a  subject  described  by  Mr.  Kellogg. 

Senator  Underwood.  Mr.  Chairman,  unless  tne  committee  desire  to 
go  into  executive  session  to  settle  it,  I  would  prefer  to  let  the  matter 
rest  as  it  is. 

The  Chairman.  Is  that  agreeable  ?  I  have  observed  that  the  rule 
we  made  under  the  old  chairmanship  was,  when  we  were  through 
with  the  witness  that  each  member  of  the  committee  was  to  ask  in 
his  order  if  he  had  any  further  questions. 

Senator  Robinson.  That  applied  that  the  witness  should  be  per- 
mitted to  make  a  direct  statement  without  interruption.  I  never 
heard  in  the  history  of  the  committee  anything  different.  It  was 
found  impracticable  to  do  that. 
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Senator  Underwood.  We  tried  that  on  the  joint  committee  and 
it  broke  down. 

The  Chairman.  All  right.  Then  you  will  be  permitted  to  ask 
him  a  question  now,  Senator. 

Senator  Cummins.  It  is  in  reference  to  the  accumulation  of  a 
surplus  from  earnings  which  may  be  used  in  the  betterments  or 
additions  to  the  property.  Are  you  familiar  with  what  might  be 
called  the  British  situation,  in  connection  with  the  railways? 

Mr.  Kruttschnitt.  I  have  not  made  a  close  study  of  it.  In  a 
general  way,  I  do  know  about  it. 

Senator  Cummins.  We  are  likening  this  measure  anyhow  to  what 
was  done  by  Great  Britain.  Do  you  remember  the  average  dividends 
that  were  paid  upon  the  stocks  of  the  British  railways,  prior  to 
the  war? 

Mr.  Kruttschnitt.  No;  I  have  never  seen  those  in  print. 

Senator  Cummins.  Do  you  know  what  surplus  after  the  payment 
of  dividends  was  accumulated  by  the  British  railways  from  earnings! 

Mr.  Kruttschnitt.  I  will  say  at  the  outset,  Senator,  that  I  am 
totally  ignorant  about  the  statistics  of  the  British  railways.  The 
sources  of  my  information  are  two :  I  was  privileged  to  read  a  let- 
ter written,  I  think,  by  Col.  Thornton,  now  a  member  of  the  British 
executive  committee,  to  a  friend.  He  outlined  this  British  situation. 
There  is  nothing  in  it  whatever  about  the  amounts  of  the  dividends 
or  the  rates  of  dividends  or  the  capitalization.  It  was  just  written 
in  general  terms.  And  I  have  also  read  a  statement  drawn  by  Mr. 
Acworth,  a  very  able  student  of  British  railway  affairs,  and  his 
statement  did  not  include  any  figures  or  statistics. 

Senator  Cummins.  The  point  of  my  inquiry  is  this:  Great  Britain 
took  over  the  railways  and  guaranteed  the  net  income  of  the  railways 
for  the  year  preceding  the  war — measured  by  the  year  preceding  the 
war — and  the  question  comes  up  here  with  regard  to  our  situation, 
as  compared  with  theirs,  and  I  would  like  to  know  if  you  have  in- 
quired into  it.  If  not,  I  will  have  to  ask  some  other  witness  with 
regard  to  the  surplus  over  and  above  the  payment  of  dividends 
which  have  been  accumulated  by  the  British  railways  in  the  year 
preceding  the  war. 

Mr.  Kruttschnitt.  No;  I  do  not.  I  couldn't  give  any  information 
about  that.    I  have  never  seen  it,  and  I  know  nothing  about  it. 

Senator  Cummins.  I  do  not  pretend  to  have  definite  and  conclusive 
information  upon  it,  but  what  I  have  leads  me  to  believe  that  the 
net  income  of  the  British  railways,  after  the  payment  of  interest  and 
dividends,  did  not  amount  to  more  than  one-half  or  1  per  cent — one- 
half  of — I  do  not  say  of  1  per  cent — or  to  1  per  cent. 

Mr.  Kruttschnitt.  I  do  not  know  anything  about  that. 

The  Chairman.  Are  there  any  further  questions  of  any  member 
of  the  committee?     If  not,  Mr.  Kruttschnitt  will  be  excused. 

Mr.  Thorn? 

Mr.  Thom.  Mr.  A.  C.  Dustin,  of  Cleveland,  Ohio,  wants  to  be 
heard  at  this  point,  Mr.  Chairman. 

The  Chairman.  Mr.  Dustin,  will  you  come  around? 

Senator  Cummins.  Before  he  testifies,  Mr.  Chairman,  I  think  that 
we  ought  to  bear  in  mind  this  situation,  in  view  of  the  question  put 
to  Mr.  Kruttschnitt  by  Senator  Watson :  He  has  put  into  the  record 
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Mr.  Kruttschnitt's  argument  in  favor  of  Federal  incorporation. 
Everybody  knows  that  I  am  not  hostile  to  that  movement,  but  we 
had  a  great  deal  of  testimony  before  the  joint  committee  with  ref- 
erence to  that  question,  and  especially  had  we  a  great  deal  from  the 
representatives  of  the  various  State  commissions  throughout  the 
country  who  were  opposed  to  it,  and  I  think  it  will  be  fair,  if  we  are 
going  into  that  question  at  all,  in  order  to  be  fair,  we  ought  to  con- 
sider all  the  testimony  developed  before  the  joint  committee  on  that 
matter.    If  we  take  one,  we  ought  to  take  all. 

Senator  Kellogg.  Mr.  Chairman.  I  merely  wish  to  make  a  state- 
ment. Could  not  Senator  Watson's  question  be  withdrawn?  The 
entire  testimony,  I  suppose,  as  printed  by  the  subcommittee,  is  avail- 
able for  this  committee  to  examine,  is  it  not? 

Senator  Watson.  It  has  been  printed? 

Senator  Kellogg.  It  has  been  printed.  I  am  not  sure  whether 
the  last  testimony  has  been  printed  or  not. 

Senator  Gore.  Could  not  the  clerk  make  a  sort  of  a  digest? 

Senator  Watson.  If  that  be  true,  I  should  be  very  glad  to  with- 
draw the  question. 

The  Chairman.  I  understand  from  the  clerk  that  the  testimony 
has  been  printed,  up  to  the  time  of  the  San  Francisco  hearing. 

Senator  Cummins.  We  will  have  this  understanding  then,  instead 
of  putting  Mr.  Kruttschnitt's  testimony  on  that  point  in  as  part  of 
that  record,  it  could  be  understood,  of  course,  that  the  committee,  if 
it  desired  to  do  it,  could  consider  all  of  the  testimony  that  was  put 
in  before  the  joint  committee  upon  this  subject. 

Senator  Gore.  Have  the  clerk  make  citations  of  it. 

Senator  Watson.  I  will  withdraw  the  question  on  the  subject  of 
the  incorporation. 

STATEMENT  OF  MB.  ALTON  C.  DTTSTIN,  OF  CLEVELAND,  OHIO, 
PRESIDENT  OF  THE  FORT  SMITH  &  WESTERN  RAILROAD  CO. 

The  Chairman.  Will  you  give  the  stenographer  your  name  and 
your  official  connection  with  the  road  ? 

Mr.  Dustin.  Alton  C.  Dustin,  Cleveland,  Ohio,  and  I  am  the 
president  of  the  Fort  Smith  &  Western  Railroad.  I  would  like  to 
call  the  attention  of  this  committee  to  the  noncompensatory  character 
of  the  method  of  computing  the  compensation  of  small  railroads, 
provided  in  the  bill,  where  the  President  is  given  the  authority  in 
the  event  of  a  disagreement,  to  give  them  90  per  cent — not  exceeding 
90  per  cent  of  their  standard  income.  The  road  I  represent,  and  it 
is  typical  of  a  large  number  of  small  roads  in  the  new  and  unde- 
veloped sections  of  the  country,  showed  net  earnings  for  the  fiscal 
year  ending  June  30,  1915,  of — speaking  in  round  numbers — $53,000. 
The  fiscal  year  ending  June  30, 1916,  $62,000.  The  fiscal  year  ending 
June  30,  1917,  $147,000,  or  an  average  of  only  $87,000 ;  while  during 
the  calendar  year  1917  we  have  run  into  earnings  of  $244,000. 

Now,  this  railroad,  like  a  good  many  others,  is  affected  in  its  reve- 
nue by  conditions  that  are  purely  local.  It  is  not  necessary,  unless 
some  member  of  the  committee  would  care  to  make  inquiry,  perhaps 
to  go  into  the  reasons  for  that,  but  those  are  the  facts,  and  I  have  a 
suggestion  that  if  in  section  2  of  the  bill,  at  the  top  of  page  3,  after 
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the  words  "  such  standard  returns,"  the  difficulties  I  mention  would 
be  obviated,  if  there  could  be  incorporated  something  along  the  fol- 
lowing lines:  "And  in  special  cases  where  such  standard  return  is 
found  by  the  President  to  be  noncompensatory,  so  much  in  addition 
thereto  as  the  President,  under  the  facts  of  such  special  cases,  may 
deem  just,  not  exceeding  in  the  aggregate  the  current  net  operating 
income  of  the  carrier."  That's  restricting  these  small  carriers,  who 
have  been  building  up  their  roads — respecting  the  power  of  the  Presi- 
dent to  give  them  their  current  operating  income.  I  am  speaking 
for  our  railroad,  which  is  in  the  hands  of  a  receiver.  I  know  that  it 
we  are  limited  to  the  90  per  cent  of  the  average  of  the  three  years  we 
will  have  very  serious  difficulties. 

Senator  Underwood.  What  do  you  mean  by  current  operating  in- 
come— gross  income? 

Mr.  Dustin.  No. 

Senator  Underwood.  Net  income? 

Mr.  Dustin.  The  language  is  "  current  net  operating  income."  It 
would  mean  the  net  income  earned  by  that  particular  carrier  that 
year.     In  other  words,  the  President's  authority  would  go  that  far. 

Senator  Cummins.  Give  them  what  they  actually  made? 

Mr.  Dustin.  Give  them  what  they  actually  made. 

Senator  Cummins.  Last  year? 

Mr.  Dustin.  Not  last  year,  but  what  they  happened  to  make  the 
year  in  question. 

Senator  Gore.  To  give  them  what  they  would  have  made  if  it  had 
not  been  taken  over? 

Mr.  Dustin.  On  what  they  actually  do  make. 

Senator  Robinson.  Under  this  new  system  of  cooperation,  a  given 
road  might  by  reason  of  pooling  freight  and  by  changed  conditions 
brought  about  through  tne  combination  of  all  the  roads,  make  a 
great  deal  more  or  a  good  deal  less  than  it  would  if  left  free  to  op- 
erate itself;  but  the  standard  he  sets  up  is  whatever  that  road  already 
earns,  give  it  to  it,  if  the  standard  provided  in  the  present  bill  is  not 
adequate. 

Mr.  Dustin.  That  is  it.  My  reason  for  that  is  this :  That  we  all 
know  that  while  we  could  get  quick  action  in  getting  the  90  per  cent, 
and  probably  quick  action  under  this  provision  to  get  what  the  rail- 
road is  positively  entitled  to,  if  there  was  a  controversy  through  the 
Court  of  Claims,  it  might  take  several  years,  and  in  the  meantime 
somebody  has  got  to  provide  the  sinews  of  war  to  carry  on  the  prop- 
erty, and  I  suggest  this  amendment  for  your  consideration,  as  affect- 
ing special  cases. 

Senator  Pomerene.  How  old  is  your  road  ? 

Mr.  Dustin.  The  railroad  was  completed  about  13  years  ago. 

Senator  Pomerene,  Where  is  it  located  ? 

Mr.  Dustin.  It  runs  from  Fort  Smith,  Ark.,  to  Guthrie,  Okla. 
December,  1913,  it  took  trackage  in  Oklahoma  City. 

Senator  Pomerene.  That  is  in  Arkansas,  undeveloped  territory. 

Mr.  Dustin.  It  was  in  the  Indian  Territory.  This  railroad  crossed 
the  Indian  Territory,  and  when  it  was  built  all  of  those  lands  were 
owned  by  Indian  tribes.  It  took  years  and  years  to  get  the  land 
divided  among  the  Indians.  Then  Congress  put  restrictions  on  their 
rights,  which  prevented  settlers  from  coming  in,  and  the  road  was 
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built  finally  to  open  up  a  large  coal  field,  but  those  coal  lands  belong 
to  the  Choctaw  and  Chickasaw  Indians,  and  there  is  very  limited 
power  of  leasing,  and  very  little  of  the  coal  land  has  been  developed, 
so  that  the  railroad  only  has  begun  to  come  into  its  own  within  the 
last  year. 

Senator  Robinson.  What  is  the  approximate  length  of  your  line? 

Mr.  Dustin.  It  is  217  miles  from  Fort  Smith  to  Guthrie  and  33 
miles  running  down  to  Oklahoma  City,  but  the  line  we  own  our- 
selves is  only  197  miles;  and  then  we  operate  20  miles  on  trackage 
of  the  Kansas  City  Southern  and  33  miles  of  trackage  over  the  Mis- 
souri, Kansas  &  Texas. 

Senator  Robinson.  It  is  an  independent  line,  is  it? 

Mr.  Dustin.  Yes. 

Senator  Robinson.  What  have  you  in  the  way  of  property  value? 

Mr.  Dustin.  Well,  I  can  only  state  that  there  is  a  foreclosure  going 
on  now,  and  the  amount  due  on  the  bonds — the  bonds  only  draw  4  per 
cent  interest.  The  amount  due  on  the  bonds  is  something  over 
$9,000,000.  There  has  been  no  interest  paid  to  the  bondholders  for 
10  years.  The  bondholders  form  a  committee  and  have  been  carry- 
ing the  property  and  furnishing  the  money,  and  when  the  receiver 
wanted  to  get  money  on  the  receiver's  guaranties  he  could  only  get  it 
by  the  individual  guaranty  of  the  bondholders. 

Senator  Robinson.  How  long  has  the  receivership  been  in  exist- 
ence? 

Mr.  Dustin.  It  was  put  in  the  hands  of  a  receiver  in  October,  19191. 

Senator  Robinson.  Is  it  buying  itself  out  now  ? 

Mr.  Dustin.  It  earned  $244,000  above  operating  expenses,  taxes, 
and  rentals  in  the  last  calendar  year. 

Senator  Robinson.  And  interest  on  bonds? 

Mr.  Dustin.  No. 

Senator  Robinson.  What  interest  would  that  have  paid  on  the 
bonds? 

Mr.  Dustin.  Counting  the  par  value  of  the  bonds — $6,240,000 — 
about  4  per  cent. 

Senator  Gore.  What  is  the  amount  of  stock  outstanding? 

Mr.  Dustin.  The  stock  will  be  wiped  out  on  any  reorganization, 
because  the  bonds,  with  the  accumulated  interest,  are  more  than  the 
property  is  worth. 

Senator  Robinson.  And  the  language  you  have  suggested  there  as 
an  amendment  to  the  bill  designed  to  cover  the  case  of  all  railroads 
that  have  been  during  the  years  1915,  1916,  and  1917  under  receiver- 
ships? 

Mr.  Dustin.  No;  I  do  not  think  it  has  anything  to  do  with  receiv- 
erships. Under  the  bill  as  now  drawn  the  President's  power  is  lim- 
ited to  giving  the  railroads  the  90  per  cent  of  the  average  income, 
and  this  would  apply  to  any  special  case  where  such  average  was  not 
compensatory. 

Mr.  Thom.  Where  he  found  it  to  be  noncompensatory. 

Mr.  Dustin.  Yes;  where  he  found  it  to  be  noncompensatory. 

Senator  Robinson.  Take  the  case  of  a  railroad  that  during  the  three 
years— if  such  case  exists — 1915, 1916,  and  1917  may  have  been  oper- 
ated at  a  loss.    Have  you  given  thought  to  that  case? 

Mr.  Dustin.  This  would  reach  that  case — this  amendment. 
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Senator  Robinson.  There  are  cases  of  comparatively  large  sys- 
tems that  might  fall  within  that  clause,  are  there  not? 

Mr.  Dustin.  Yes. 

Senator  Robinson.  Now,  what  I  am  asking  is,  is  the  language 
that  you  suggest  there  intended  to  embrace  all  of  those  cases,  or  is 
it  merely  directed  to  remedy  the  matter  as  to  short  lines? 

Mr.  Dustin.  All  cases  where  the  average  net  revenue  the  Presi- 
dent finds  is  not  compensatory,  and  then  the  President  is  authorized 
by  this  language  to  provide  them  with  such  an  amount  as  he  con- 
siders just,  not  exceeding  what  they  actually  earned. 

Senator  Pomerene.  Leaves  it  to  his  discretion. 

Senator  Robinson.  So  that  that  would  prevent  the  Government 
from  committing  itself  to  the  policy  of  maintaining  and  guarantee- 
ing a  dividend  to  a  road  that  was  not  actually  earning  it? 

Mr.  Dustin.  Yes. 

Senator  Underwood.  Let  me  ask  you  this  question:  I  suppose 
that  your  road  and  other  roads  in  similar  condition,  that  are  on  the 
main  trunk  lines,  have  a  tremendous  freight  throughout  the  country? 

Mr.  Dustin.  Yes. 

Senator  Underwood.  If  the  committee  were  to  incorporate  an 
amendment  in  this  bill,  so  that  the  President  could  exempt  roads  of 
that  kind  from  this  order,  and  not  take  them  over  at  all,  and  leave 
them  in  their  present  status,  would  that  be  more  satisfactory  ? 

Mr.  Dustin.  I  am  not  able  to  answer  that,  and  I  will  explain  in 
a  few  words  why.  It  would  be  a  mere  guess.  For  instance,  in  the 
summer  of  1913  we  took  a  trackage  into  Oklahoma  City,  incurring 
a  fixed  obligation  of  75  to  a  hundred  thousand  dollars,  and  in  order 
to  operate  into  that  town  wo  began  with  practically  nothing  in  and 
out  of  Oklahoma  City,  and  yet  our  earnings  in  and  out  of  Oklahoma 
City  in  November,  1917,  had  climbed  up  to  $37,000.  Now,  those 
earnings  were  obtained  by  our  having  solicitors  throughout  the 
southeastern  part  of  the  United  States,  so  that  business  in  and  out 
of  Oklahoma  City  would  be  routed  into  Fort  Smith,  if  you  please, 
over  the  Iron  Mountain,  and  then  taken  by  us  into  Oklahoma  City. 
Now,  if  those  solicitors  were  all  withdrawn,  maybe  the  business 
would  all  disappear. 

Senator  Underwood.  I  mean  by  that,  of  course,  if  that  exception 
was  made,  it  would  leave  your  road  to  operate  independently  oi  this 
order  entirely.  You  could  maintain  your  solicitors  and  operate  your 
road  as  you  have. 

Mr.  Dustin.  We  would  be  entirely  content,  if  that  were  consid- 
ered feasible. 

Senator  Underwood.  Then,  any  roads  of  that  kind,  if  the  discre- 
tion was  left  to  the  President  to  exempt  them  from  this  order,  and 
allow  them  to  stand  on  the  same  basis,  where  the  roads  were  of  that 
character  that  they  did  not  interfere  with  the  great  movement  of 
traffic  in  this  country,  you  would  think  that  would  be  satisfactory 
to  the  roads? 

Mr.  Dustin.  It  would  be  satisfactory  to  us. 

Senator  Cummins.  The  President  has  that  power  now. 

Senator  Underwood.  It  must  be  a  way  out,  if  we  allowed  that  ex- 
emption, instead  of  providing  for  taking  them  all  over. 

Mr.  Thom.  While  that  matter  is  under  consideration,  I  would  like 
to  make  this  suggestion  as  generally  applicable,  and  that  is  that  the 
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problem  of  the  railroads  is  a  very  different  one  in  managing  those 
properties,  in  competition  with  the  Government-operated  railroads, 
than  it  was  in  operating  them  in  competition  with  individually 
operated  railroads. 

Senator  Cummins.  I  think  that  is  perfectly  plain.  Will  you  point 
out  again  where  you  desire  your  amendment  to  be  inserted! 

Mr.  Dustin.  At  the  top  of  page  3  of  the  bill,  after  the  words 
u  standard  return  "  in  line  1. 

Senator  Cummins.  Then,  if  your  amendment  were  put  in  at  that 
point,  it  would  mean  this :  That  any  road  which  did  not  voluntarily 
agree  with  the  President  .could  resort  to  the  courts  for  the  ascertain- 
ment of  the  compensation,  and  in  the  meanwhile  the  United  States 
should  pay  the  guaranteed  net  income  or  advances  to  the  guaranteed 
net  income  in  such  road? 

Mr.  Dustin.  No;  it  would  mean  that  the  railroad  operating  offi- 
cials would  be  permitted  to  retain  the  amount  that  they  collected 
op  to  the  extent  that  the  President  decided  was  proper. 

Senator  Cummins.  You  are  thinking  of  it  with  reference  to  your 
road  alone.  Now,  section  2  of  the  bill,  in  which  your  proposed 
amendment  is  to  be  inserted,  begins:  "That  if  no  such  agreement 
is  made."  That  is  to  say,  if  the  road  instead  of  making  an  agree- 
ment with  the  United  States  to  furnish  compensation  resorts  to  the 
lawful  procedure  for  ascertaining  the  compensation  that  then  the 
President  can  allow  that  road  to  retain  all  of  the  earnings — net  earn- 
ings that  it  makes? 

Mr.  Dustin.  Yes;  that  is  what  it  means. 

Senator  Cummins.  And  that  would  be  true  of  all  railroads! 

Mr.  Dustin.  Any  railroad  that  felt  that  the  average  return  was 
not  compensatory  could,  unquestionably,  under  this  amendment  ask 
the  President  to  determine  tnat — whether  the  90  per  cent  was 

Senator  Cummins.  Now,  I  agree  with  you  that  the  standard  that 
is  set  up  here  is  an  utterly  impossible  one,  as  applied  to  all  of  the 
railroaas  of  the  United  States,  but  the  correction  or  modification 
of  that  would  practically  give  to  the  President  the  right  to  agree 
with  every  railroad  that  it  should  retain  its  guaranteed  net  earnings. 

Mr.  Dustin.  It  would  amount  to  that. 

Mr.  Thom.  During  the  period,  Senator,  of  the  contest. 

Senator  Cummins.  During  the  period  of  the  contest;  yes.  We 
all  know  that  that  period  will  be  probably  somewhat  prolonged,  and 
inasmuch  as  it  is  on  us  to  ascertain,  in  a  legal  way,  the  just  compen- 
sation to  be  paid  to  any  railroad,  and  if  all  the  railroads  of  the 
country  chose  to  adopt  that  plan,  then  the  result  would  be  simply  that 
the  railroads  would  retain  tneir  gauranteed  net  earnings. 

Mr.  Dustin.  If  the  President^  decided  that  that  is  what  they  ought 
to  do  during  the  interval  of  their  operations,  yes. 

Senator  Cummins.  And  that  practically  means  that  we  give  the 
President  no  guide  at  all.  That  is  for  him  to  determine  in  each  case, 
whether  the  standard  that  we  propose  in  the  bill  affords  just  com- 
pensation, and  if  it  does  not,  that  then  each  road  takes  its  net  earn- 
ings. 

Mr.  Dustin.  That  in  one  sense,  yes ;  but  it  provides  that  in  spe- 
cial cases,  where  such  standard  return  is  found  by  the  President 
not  to  be  compensatory,  then  he  may  give  the  other  standard.    If 
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any  road  appealed  to  the  President  it  would  be  up  to  the  railroad 
to  establish  the  fact  that  the  average  fixed  by  the  standard  was  not 
compensatory,  and  then  the  President  would  make  the  necessary 
order. 

Senator  Cummins.  That  is  true,  but,  after  all,  the  whole  matter 
is  simply  turned  over  to  the  President,  with  authority  to  fix  whatever 
just  compensation  he  believes  ought  to  be  awarded,  limited  only  by 
the  guaranteed  net  earnings. 

Mr.  Dustin.  That  is  right,  but  it  seems  to  me  that  something 
must  be  done  to  take  care  of  these  small  railroads.  For  instance, 
we  have  receivers'  certificates  and  interest  on  them.  We  are  paying 
for  equipment  and  we  have  no  credit.  We  can  get  along  all  right, 
if  the  Government  don't  take  our  revenue,  but  if  it  takes  all  of  it— a 
year  ago  we  only  had  $80,000  in  the  year,  and  in  the  last  three 
months  of  this  year  we  earned  $150,000  net.  We  have  been 
putting  in  a  lot  of  money  to  put  our  property  in  shape  to  operate. 
We  would  be  very  glad  to  be  let  alone.  We  can  not  be  let  alone. 
Our  equipment  is  going  to  be  sent  on  to  other  railroads,  and  their 
equipment  on  to  our  road.  Traffic  is  going  to  be  routed  across  the 
country  on  our  line.  Our  line  is  a  cross-country  line  and  bound  to 
get  some  of  that  cross-country  traffic  which  formerly  it  did  not 
get  at  all. 

Senator  Town  send.  Could  you  get  along  and  clo  business  if  your 
traffic  was  confined  entirely  to  that  which  originated  on  the  line? 

Mr.  Ddstin.  No. 

Senator  Town  send.  Under  this  plan,  if  all  the  railroads  were  put 
under  Government  control,  the  outside  business  might  be  diverted 
from  you  ? 

Mr.  Dustin.  I  hardly  think  so.  You  see,  we  are  relieving  con- 
gestion on  the  Frisco  to-day  at  the  rate  of  a  good  many  cars  a  day, 
and  I  think  the  shippers  would  protest,  because  we  are  a  cross- 
country line  and  are  doing  a  good  deal  of  business 

Senator  Poindexter.  The  probability  would  be  that  there  would  be 
more  business  on  your  line  tnan  there  is  now,  would  it  not  ? 

Mr.  Dustin.  I  can  not  tell  you.  It  might  be  so.  I  do  not  under- 
stand that  this  amendment  of  mine  interferes  in  any  respect  with 
the  operation  of  the  subsequent  sections  of  the  bill,  which,  as  I  un- 
derstand it,  give  to  the  Government  on  the  one  side,  as  well  as  the 
railroads  on  the  other  side,  to  determine  through  the  Court  of 
Claims  what  is  a  just  compensation,  and  if  the  railroad  has  been 
awarded  more  in  this  preliminary  way  than  it  is  entitled  to,  it  is  to 
pay  it  back  with  6  per  cent;  and  if,  on  the  other  hand,  it  has  been 
awarded  less,  it  will  get  it  back,  with  6  per  cent. 

Senator  Cummins.  So  far  as  I  am  concerned,  I  am  very  much 
obliged  to  you  for  pointing  out  that  this  standard  would  be  very 
unjust  to  a  great  many  railroads  in  the  country  and  would  be  equally 
nfrjust  to  the  public  with  regard  to  many  others. 

The  Chairman.  Are  there  any  further  questions  that  any  member 
desires  to  ask? 

Senator  Gore.  You  stated  that  the  freight  originating  on  the  Iron 
Mountain  goes  over  your  tracks  into  Oklahoma  City  by  way  of 
Fort  Smith  and  other  points  along  the  line.  Now,  there  is  no  com- 
petition between  Fort  Smith — between  the  Fort  Smith  &  Western, 
which  you  represent  there,  and  the  Iron  Mountain? 
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Mr.  Dtjstin.  None  whatever. 

Senator  Gore.  It  occurs  to  me  if  the  Government  would  even  en- 
courage traffic  arrangements  of  that  sort,  it  would  facilitate  the 
transportation  service  of  that  country  and  might  be  good  for  your 
road.  Then  you  could  take  the  freight  that  would  originate  in 
that  territory  and  bring  it  into  Fort  Smith  and  into  Oklahoma  City. 
I  would  like  to  have  your  view  on  that  point,  generally  speaking. 

Mr.  Dtjstin.  Well,  I  am  not,  Senator,  a  practical  railroad  man. 
My  profession  is  that  of  an  attorney,  and  it  was  in  an  unguarded 
moment  that  I  financed  a  railroad,  and  what  little  I  have  learned 
has  been  the  financial  line,  in  providing  the  sinews  of  war  rather 
than  the  operation  of  the  property. 

Senator  Gore.  It  has  occurred  to  me  that  there  are  a  great  many 
instances  like  your  road  and  the  Iron  Mountain,  where  the  Gov- 
ernment supervises  traffic  arrangements,  that  it  would  facilitate  the 
service. 

Mr.  Dustin.  I  have  given  the  matter  some  thought,  but  my  opinion 
would  not  be  anything  like  as  good  as  that  which  could  be  given  by 
practical  railroad  men  who  are  here. 

Senator  Kellogg.  Mr.  Dustin,  as  near  as  I  can  recollect  from 
hearing  your  amendment  read  once,  the  effect  would  be  that  if  any 
railroad  company  declined  to  accept  the  guaranty  of  the  average 
three  years9  earnings  ending  June  30,  1917,  the  President  might 
permit  it  to  receive  not  90  per  cent  of  such  amount  but  all  of  its  cur- 
rent earnings — any  road — it  doesn't  make  any  difference  whether  it 
was  a  poor  road  or  a  rich  one. 

Mr.  Dtjstin.  Yes;  you  would  have  to  depend  on  the  honesty  and 
fairness  of  the  President  to  interpret  the  bill  in  the  spirit  in  which 
it  is  drafted. 

Senator  Kellogg.  Yes ;  that  is  what  I  thought. 

The  Chairman.  Are  there  any  further  questions?  If  not,  Mr. 
Dustin  will  be  excused. 

Mr.  Thom  ¥ 

Mr.  Thom.  I  will  call  Mr.  Shriver. 

Senator  Robinson.  Mr.  Chairman,  it  is  now  10  miiiutes  until  the 
Senate  meets,  and  I  suggest  that  we  ought  to  standardize  our  hear- 
ings a  little  bit.  I  think  it  will  be  necessary  to  take  a  recess  until 
2.  I  suggest  that  we  meet  regularly  hereafter  from  10  to  12  and 
recess  until  2  and  then  continue  from  2  until  5. 

Senator  Kellogg.  That  is  satisfactory  to  me. 

Senator  Robinson.  So  that  there  will  he  a  sort  of  an  understanding 
as  to  the  hours  which  the  committee  will  sit,  and  we  can  arrange  our 
other  engagements  accordingly.  I  suppose  every  Senator  has  a 
multiplicity  of  other  matters  that  require  some  attention. 

The  Chairman.  I  think  it  is  a  good  suggestion  that  we  have  some 
definite  time  to  meet  and  some  definite  time  to  recess  and  adjourn 
over,  and  the  hours  that  have  been  indicated  by  the  Senator  from 
Arkansas  seem  to  me  to  be  adequate.    You  have  heard  the  motion. 

(The  motion  was  agreed  to.) 

The  Chairman.  It  is  ordered  that  we  run  continuously  now  until 
we  dispose  of  this  matter  from  10  to  12  and  recess  until  2,  and  then 
we  run  from  2  to  5,  and  we  automatically  close  at  5. 

The  committee  now  stands  at  recess  until  2  o'clock. 
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(The  committee  accordingly  took  a  recess  until  2  o'clock  p.  m. 
to-day.) 

after  recess. 

2  o'clock  p.  m. 

The  committee  reassembled  at  the  expiration  of  the  recess. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Thorn, 
who  is  the  next  witness? 

Mr.  Thom.  Mr.  Shriver,  vice  president  of  the  Baltimore  &  Ohio 
Railroad. 

STATEMENT  OF  GEOBGE  M.  SHBXVER,  VICE  PRESIDENT    BALTI- 
MORE &  OHIO  RAILROAD  CO.,  BALTIMORE,  MD. 

The  Chairman.  Mr.  Shriver,  will  you  give  to  the  stenographer 
your  name,  address  and  official  connection  with  the  road  \ 

Mr.  Shriver.  George  M.  Shriver,  Baltimore;  vice  president  of  the 
Baltimore  &  Ohio  Railroad  Co.,  in  charge  of  the  accounting,  treas- 
ury, claim,  relief,  and  purchasing  departments. 

The  Chairman.  Now,  Mr.  Shriver,  we  have  before  us  this  bill, 
the  purport  with  which  you  are  familiar,  and  we  will  allow  you  to 
address  yourself  to  the  features  that  you  are  most  interested  in. 

Mr.  Shriver.  I  have  some  copies  of  tabulations  which  I  will  refer 
to,  in  case  the  members  of  the  committee  care  to  have  them  before 
them.  I  appear  before  the  committee  in  behalf  of  the  eastern  rail- 
road carriers. 

EASTERN  CARRIERS. 

The  carriers  I  present  statistics  for  represent  60,880  miles  out  of  the 
total  in  the  United  States  of  230,906  miles,  or  about  25  per  cent  of 
the  total  mileage  of  the  country.  The  eastern  roads  herein  referred 
to  are  those  roads  the  principal  mileage  of  which  is  in  the  official 
classification  territory  and  generally  north  of  the  Ohio  River  and 
east  of  the  Mississippi  River.  In  all  there  are  something  over  100 
eastern  roads  reporting  to  the  Interstate  Commerce  Commission, 
but  for  the  purposes  of  this  presentation,  affiliated  railroads  are 
grouped  and  comprise  38  systems,  and  in  stating  the  results  of 
operation  intercorporate  payments  are  eliminated.  That  is,  divi- 
dends  paid  from  one  road  to  another  are  eliminated.  So  the  net 
result  is  as  if  there  were  but  38  separate  corporations. 

The  Chairman.  And  this  applies  to  the  specific  operations  of  the 
individual  corporations? 

Mr.  Shriver.  Yes,  sir;  consequently  the  figures  that  I  may  give  are 
not  directly  comparable  with  the  statements  which  will  be  submitted 
for  the  roads  in  the  eastern,  western,  and  southern  districts,  which 
presentation  gives  the  individual  carrier  and  follows  the  district 
grouping  of  the  Interstate  Commerce  Commission.  The  principal 
difference  in  these  groupings  is  the  fact  that  in  the  compilations  I 
will  present  of  the  38  eastern  systems  the  Chesapeake  &  Ohio  and  Nor- 
folk &  Western  roads,  which  are  recognized  by  the  Interstate  Com- 
merce Commission  classification  as  being  in  the  southern  district,  are 
included,  and  the  reason  for  that  is  that  these  roads  are  the  group 
where  the  rates  generally  are  made  in  accordance  with  each  other, 
and  it  is  the  group  on  which  the  rate  basis  is  made.    Now,  the  reason 
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it  seemed  to  me  desirable  for  presenting  a  district  compilation,  as 
against  one  for  the  entire  United  States,  in  this  instance  is  the  xact 
that  you  can  not  take  any  one  year  of  the  entire  country  and  find  it 
representative  of  the  conditions  of  the  roads  in  the  country  through- 
out. 

In  other  words,  in  a  particular  year  you  will  find  that  in  the  east- 
ern district,  for  instance,  it  has  been  a  prosperous  period,  when  in  the 
western  or  southern  districts,  because  of  local  conditions,  there  is  & 
difference  in  the  results,  and  it  has  frequently  been  the  case  that  the 
roads  in  one  section  of  the  country  were  prosperous  at  a  time  when 
the  roads  in  the  other  section  were  not.  That  has  been  particularly 
the  case  in  the  last  two  or  three  years,  with,  as  you  all  know,  the 
pressure  of  traffic  in  this  eastern  district,  which  may  be  termed  the 
center  of  the  manufacturing  interests  in  connection  with  the  war 
industries,  has  brought  into  this  section  a  large  number  of  cars,  which 
have  been  detained  a  great  while;  and,  consequently,  these  eastern 
carriers  have  been  congested  and  their  operations  have  been  more 
difficult  and  expensive.  I  have  not  checked  up  the  operating  figures 
sufficiently  to  testify  finally  on  that,  but  my  belief  is  that  the  eastern 
carriers  in  the  past  two  or  three  years  have  had  expenses  greater  in 
proportion  to  the  whole  country,  and  also  have  been  called  upon  to 
pay  in  the  adjustments  between  the  sections  and  between  the  roads, 
a  greater  proportion  of  the  car  hire.  The  car  hire,  for  instance,  as  I 
recall,  three  years  ago,  showed  a  debit  against  the  eastern  territory 
of  $17,000,000,  about,  as  compared  with  $34,000,000  in  the  last  year. 

BASIS  OF  DATA. 

The  figures  herein  submitted  are  based  upon  the  exhibits  of  these 
carriers  in  the  so-called  Five  Per  Cent  ana  Fifteen  Per  Cent  Bate 
Cases,  and  as  to  which  the  commission  said  in  its  opinion  in  the 
Five  Per  Cent  Case  (31  I.  C.  C,  350,  p.  360,  1914) :  ''The  substan- 
tial accuracy  of  these  figures  was  not  questioned  " ;  and  in  the  Fifteen 
Per  Cent  Case  (I.  C.  C.,  303,  p.  317, 1917) ,  the  commission  said :  "All 
these  statistical  exhibits  introduced  by  carriers  and  protestants  have 
been  carefully  checked,  just  as  far  as  checking  was  possible,  from  the 
annual  and  other  periodical  and  special  reports  filed  with  us  by  the 
carriers.  There  can  be  no  question  regarding  the  fundamental  accu- 
racy of  the  statistical  summaries  upon  which  we  have  primarily 
relied  in  this  respect."  It  is  proper  to  say  in  that  connection  that  in 
their  report  the  commission  stated  that  they  did  not  mean  by  this 
statement  to  indorse  the  facts  as  to  the  property  investment.  That  is, 
as  to  its  value.  They  simply  stated  it  as  to  the  correctness  of  the 
compilations  from  the  carriers'  accounts. 

Tne  exhibit  which  I  will  present  discloses  the  property  investment 
of  the  carriers,  the  net  operating  income,  and  the  percentage  of  return 
from  the  investment  in  question. 

PROPERTY  INVESTMENT. 

Property  investment,  as  we  have  treated  it,  is  a  summary  of  those 
items  m  the  balance  sheet,  representing  the  cost  of  road,  equipment, 
and  other  physical  property  used  in  the  transportation  service  of  the 
carrier  and  producing  the  net  operating  income.    It  does  not  include 
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material,  supplies,  and  working  capital.  These  items  involve  an 
additional  large  sum  of  money,  which  is  not  included  as  property 
investment,  but  is  required  in  the  operation  of  these  roads,  in  the 
carrying  of  materials  on  hand,  the  agents'  accounts  and  the  working 
capital  needed  in  the  conduct  of  the  business  generally. 

Senator  Watson.  Under  what  head  do  you  carry  that  ? 

Mr.  Shriver.  Well,  it  has  been  eliminated  from  these  compilations 
for  the  reason  that  it  is  a  rather  difficult  item  to  get.  That  is,  there 
are  debits  and  credits  in  the  account,  in  order  to  get  the  current 
assets  in  excess  of  current  liabilities  which  constitutes  the  working 
capital,  and  finding  it  somewhat'  difficult  to  get  that  exact  figure,  in 
considering  these  questions  we  have  eliminated  working  capital  in 
making  up  the  property  investment  and  the  calculations  and  per- 
centages do  not  reflect  any  return  on  this  capital. 

Senator  Robinson*  Do  you  mean  to  say  it  should  be  added  to  the 
property  values  if  it  could  be  ascertained  correctly? 

Mr.  Shriver.  Yes,  Senator;  and  I  might  say  that  upon  the  Balti- 
more &  Ohio  Railroad  Co.  the  property  investment  is  approximately 
$559,000,000.  Our  working  capital  in  addition  to  that  is  between 
$20,000,000  and  $25,000,000 ;  that  gives  you  some  idea  of  the  relation 
working  capital  bears  to  the  property  investments.  Further,  the 
property  investment  as  herein  stated  does  not  include  outside  invest- 
ments of  the§e  companies.  If  they  happen  to  be  in  the  coal  business 
or  any  other  business  not  directly  contributing  to  these  earnings,  that 
is  eliminated.  For  instance,  in  compiling  the  statement  for  the 
Baltimore  &  Ohio  Co.,  we  have  $3,000,000  of  real  estate.  We  found 
that  $1,500,000  of  that  has  been  purchased  for  a  specific  railroad  im- 
provement ;  that  is  included  in  the  "  Property  investment "  and  the 
remainder  is  not  included. 

NET  OPERATING  INCOME. 

The  net  operating  income  as  used  herein  is  the  amount  of  the  gross 
revenues  derived  from  the  operation  of  these  properties  utilized  in 
the  conduct  of  the  carriers'  transportation  service,  remaining  after 
charging  against  said  revenues  all  operating  expenses — including 
charges  for  maintenance,  renewals,  and  depreciation,  taxes  on  the 
property  used  in  the  service  or  the  revenues  or  income  therefrom,  and 
after  debiting  or  crediting  the  net  amount  of  hire  of  equipment  and 
joint  facilities  and  miscellaneous  rents — (I  would  state  that  in  some 
instances  the  roads  are  taxed  on  their  gross  receipts,  so  that  while 
a  tax  on  their  property  used  in  transportation  it  is  apparently  * 
tax  on  income.  It  is  an  indirect  way  some  of  the  States  have  of 
taxing  the  property,  by  taxing  it  on  gross  receipts,  or  on  some 
basis  ouilt  up  on  the  receipts,  but  is  in  fact  a  property  tax).  Also 
after  charging  the  income  taxes,  so  far  as  they  have  been  charge- 
able in  past  years,  and  after  debiting  and  crediting  the  net  amount  of 
hire  of  equipment  and  joint  facilities,  and  miscellaneous  rents,  but 
not  rent  of  leased  lines;  in  other  words2  the  net  income  applicable 
to  the  payment  of  rentals  upon  leased  lines  and  what  with  the  in- 
come from  other  sources  constitute  the  net  corporate  income  applica- 
ble to  the  payment  of  interest,  dividends,  and  for  surplus. 

The  operating  income,  as  I  have  stated,  is  substantially  in  accord 
with  the  suggestions  in  the  act,  although  it  would  not  be  exactly,  nor 
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would  the  compilations  that  have  been  made  by  the  carriers  hereto- 
fore, exactly  accord  with  the  basis  proposed  in  the  act.  There  is  one 
item  which  the  act  suggests  the  elimination  of — miscellaneous  rents — 
which  is  included  in  these  compilations  as  a  charge,  so  they  are  not 
exactly  comparable. 

Senator  La  Follette.  How  important  is  that  in  amount  ? 

Mr.  Shriveb.  Comparatively  unimportant.  I  think  possibly  some- 
thing like  $13,000,000.  It  is  a  debit  and  credit  account,  and  final 
result  is  immaterial  either  one  way  or  the  other.  That  sounds  rather 
crude  probably  to  refer  to  $13,000,000  as  not  material,  but  it  is,  when 
you  consider  the  size  of  these  figures.  I  am  afraid  one  of  the  diffi- 
culties the  railroads  have  had  has  been  the  magnitude  of  the  figures, 
and  a  fraction  of  a  per  cent,  apparently  unimportant,  may  play  an 
important  part  in  the  final  result  to  individual  treasuries. 

BASIS  OF  COMPENSATION. 

The  President,  by  proclamation,  took  possession  and  assumed  con- 
trol— I  am  simply  quoting  the  proclamation,  not  undertaking  to  de- 
termine the  legal  point — over  the  transportation  system  of  these 
carriers,  at  12  o'clock  noon  on  the  28th  day  of  December,  1917,  but 
for  the  purposes  of  accounting  such  possession  and  control  is  to  date 
from  12  o'clock  midnight  on  December  31,  1917,  and  I  call  partic- 
ular attention  to  that  date— December  31,  1917. 

The  suggested  method  of  compensation  is  through  a  guarantee  to 
the  carrier  that  during  the  period  of  Federal  control  it  shall  receive 
as  its  just  compensation  an  income  at  an  annual  rate  equivalent,  as 
nearly  as  may  be,  to  its  average  net  railway  operating  income  for  the 
three  years  ending  June  30,  1917,  computed  as  to  carriers  making 
returns  to  the  Interstate  Commerce  Commission  from  such  returns, 
excluding,  however,  debits  and  credits  arising  from  the  accounts 
called  in  the  monthly  returns  "Leased  road  rents'9  and  "Miscel- 
laneous rents." 

RETURN  ON  PROPERTY  INVESTMENT. 

In  its  report  in  the  Five  Per  Cent  Case  the  commission  stated  with 
respect  to  the  operating  income  in  relation  to  property  investment : 

The  carriers  while  exhibiting  their  returns  in  net  corporate  income  have 
very  properly  placed  greater  dependence  upon  the  net  operating  income  as  the 
measure  of  the  sufficiency  of  their  returns ;  and  we  shall  use  the  net  operating 
income  of  these  carriers  as  the  price  of  transportation  rates  that  should  be  ex- 
amined in  order  to  determine,  so  far  as  we  may,  the  adequacy  and  tendency  of 
their  revenues. 

Mr.  Shriver  submitted  statement  showing  the  property  invest- 
ment and  return  for  the  38  systems,  and  asked  that  it  be  inserted  in 
the  record,  marked  "  Shriver  Exhibit  A." 

The  statement  submitted,  marked  "Shriver  Exhibit  A,"  shows 
the  net  operating  income  of  the  38  systems  combined.  The  names 
of  the  38  systems  referred  to  are  listea  in  the  second  tabulation  sub- 
mitted. It  shows  the  38  systems  combined  for  the  years  June  30, 1903, 
to  1917,  inclusive,  in  relation  to  the  property  investment  and  the  per- 
centage of  returns.  There  is  also  shown  the  net  operating  income 
averaged  for  the  years  to  June  30,  1915,  1916,  and  1917  in  relation 
to  the  average  property  investment  for  the  same  years  and  in  rela- 
tion to  the  property  investment  of  June  80,  1917,  and  in  relation  to 
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the  estimated  property  investment  at  December  81,  1917,  the  last 
being  partly  estimated. 

We  have  received  returns,  I  think,  from  about  85  per  cent  of  these 
roads,  as  to  the  increase  in  their  property  since  June  30,  1917,  and 
have  estimated  a  small  amount,  representing  the  roads  that  did  not 
report  that  item. 

It  is  of  common  knowledge,  but  it  may  be  well  before  considering 
the  percentage  return  on  the  property  investment,  to  call  attention 
to  the  fact  that  it  takes  $5  of  railroad  investment  to  produce  $1  of 
earnings.  That  is  to  say,  the  annual  gross  operating  earnings  of  the 
road  is  only  one-fifth  of  the  property  investment  involved  in  produc- 
ing it;  or,  stated  in  another  way,  it  is  20  cents  of  product  annually 
for  $1  of  capital,  and  this  compares,  according  to  the  Census  of 
Manufactures  for  1909,  with  bituminous  coal  mining,  40  cents  peril. 
That  is  to  say,  the  bituminous  coal  mining  produced  $2  gross  revenue 
for  each  $1  of  capital.  Anthracite  mining,  60  cents;  packing-housr 
products,  $3.39;  milling,  $2.48:  oil  refining,  $1.30;  cotton  manufac- 
turing, 56'  cents;  woolen  manufacturing,  98  cents;  automobile  manu- 
facturing, $1.32;  glass  furnaces,  80  cents;  rolling  mills,  37  cents; 
canning  and  preserving,  $1.33.  In  other  words,  the  turnover  of  cap- 
ital with  the  railroad  is  very  much  less  than  any  other  industry  in 
the  country. 

That  vast  sums  should  have  been  invested  in  tha  carriers'  bonds, 
bearing  interest  averaging  but  4J  per  cent,  in  an  enterprise  producing 
such  small  gross  revenues  compared  with  invested  capital  could  only 
have  been  because  of  the  feeling  of  an  assured  income,  while  invest- 
ments in  stock  of  the  enterprise  was  no  doubt  in  the  expectation 
generally  of  a  reasonable  return,  and  that  with  the  development  of 
the  country  and  the  growth  of  business  there  would  not  only  be  fair 
but  liberal  returns. 

Now,  if  you  will  glance  at  this  tabulation,  it  shows  the  return  that 
these  roads  have  had  on  their  property  investment,  from  the  results 
of  the  operating  of  their  railroad  properties,  as  follows: 
Shrivkr  Exhibit  A. 
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The  property,  investment — that  is,  the  average  of  the  property  in 
service  during  the  three  years  1915, 1916,  and  1917,  was  $6,950,412,000, 
and  on  that  there  was  a  return  of  $384,840,150,  or  5.54  per  cent 
When  we  come  to  June  30,  1917,  the  entire  property  investment  at 
that  date  was  $7,116,424,426,  and  the  average  earnings  for  the  three 
years— $384,840,000 — affords  a  return  on  that  property  of  5.41  per 
cent.  When  we  add  to  that  the  additional  investment  between  June 
30, 1917,  arid  December  81, 1917,  we  have  a  total  property  investment 
of  $7,226,424,426,  and  the  same  three-year  average  operating  income 
gives  a  return  of  but  5.33  per  cent  on  the  total  property  at  December 
31,  1£L7. 

Senator  Watson.  How  do  you  happen  to  get  the  same  net  operat- 
ing income  there  exactly  each  year? 

Mr.  Shriver.  That  is  the  average  net  operating  income  in  dollars 
for  the  three-vear  period  to  June  30, 1917,  and  is  the  sum,  as  I  under- 
stand it,  which  the  carriers  would  receive  each  year  thereafter  during 
Federal  operation,  and  based  on  the  property  at  December  31,  1917, 
it  gives  a  return  of  5.33  per  cent. 

Senator  Kellogg.  Let  me  see  if  I  understand  that.  That  is,  assum- 
ing that  the  earnings  for  the  calendar  year  be  the  same  as  the  earn- 
ings for  the  fiscal  year  ending  June  30, 1916? 

Mr.  Shbiver.  No ;  if  I  may  restate  it,  I  intended  to  say  if  we  take 
the  period  which  has  been  suggested  in  the  bill  we  find  that  the  aver- 
age earning  in  dollars  and  cents  is  $384,840,000.  Now,  we  would  un- 
derstand from  that  that  the  revenue  of  these  carriers,  if  it  were 
guaranteed  to  them,  would  continue  on  that  basis,  regardless  of  their 
property  investment. 

Senator  Robinson.  That  is,  assuming  that  the  net  operating  rail- 
way income  of  all  the  carriers  embraced  in  this  classification  was  the 
same? 

Mr.  Shriver.  Well,  they  would  be  the  same  if  the  amount  was 
fixed  under  the  act.  The  act  purposes  to  not  let  you  have  a  fluctu- 
ating revenue  but  a  fixed  revenue,  and  that  fixed  revenue  for  these 
38  systems,  as  I  estimate  it,  is  $384,340,000  and  would  continue 
whether  it  would  be  one  year,  two  years,  or  thrqe  years,  except  under 
the  suggestion  that  there  would  be  a  reasonable  allowance  for  inter- 
est on  property  which  may  be  added  from  January  1,  1918.  There 
is  a  twilight  zone  between  June  30  and  December  31,  1917,  and  no 
allowance  provided  for  interest  on  property  added  in  that  period. 

The  Chairman.  Up  to  the  time  that  you  will  have,  if  this  bill 
becomes  law,  a  fixed  income;  it  would  be  on  the  average  property 
investment  of  $6,950,412,000  there  in  your  first  item,  on  which  the 
income  would  be  $384,840,150.  Now,  your  new  property  invest- 
ments for  1917,  running  up  to  December  31,  would  raise  that  to  over 
seven  billion,  but  you  would  still  have  the  same  income  under  the 
operation  of  this  law. 

Mr.  Shriver.  And  your  return  would  be  reduced. 

The  Chairman.  Would  be  reduced  in  the  percentage,  and  when 
you  got  to  December  31, 1917,  it  is  reduced  to  5.33. 

Mr.  Shriver.  Reduced  to  5.33,  and  I  think  that  is  probably  one  of 
the  most  important  figures  in  the  whole  proposition,  because  you 
will  see  that  the  return  on  the  three-year  average  was  5.54  per  cent, 
and  you  might  assume  that  you  were  granting  these  carriers  for  the 
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future  a  return  on  their  investment  of  5.54  per  cent,  whereas,  as  a 
matter  of  fact,  when  you  take  the  income  which  produces  5.54  per- 
centage  on  the  average  property  and  apply  against  the  property  at 
December  31,  1917,  you  get  not  5.54  per  cent  but  5.33  per  cent  as  the 
future  return. 

The  Chairman.  But  does  not  the  bill  provide  that  if,  after  the 
assumption  of  possession  by  the  Government,  additional  investments 
are  made  in  the  roads  that  are  accepted  by  the  supervision  of  the 
Government,  that  you  are  allowed  a  return  on  that  if  approved  by  the 
Government  ? 

Mr.  Shriver.  That  would  be  as  to  additional  property.  That  is,  if 
we  made  this  $7,300,000,000  you  would  get  an  increased  revenue  com- 
parable to  the  cost  of  the  money  on  that  $100,000,000,  but  the  carrier 
would  receive  nothing  on  the  increase  between  the  $6,900,000,000  and 
the  $7,228,000,000. 

Senator  Cummins.  I  understand  what  these  figures  mean  is  this: 
We  took  possession  on  the  31st  of  December  and  we  took  possession 
of  property  which,  according  to  the  books  of  the  railroad  company, 
was  worth  or  represented  an  investment  of  $7,226,424,426,  and  that 
the  compensation  we  propose  to  pay  on  that  would  be  5.33  per  cent. 

Mr.  Shriver.  That  is  exactly  the  proposition,  as  I  understand  it, 
Senator. 

Mr.  Thom.  I  think,  Mr.  Chairman,  in  order  to  get  that  matter 
well  in  mind,  as  we  go  on,  this  figure  which  the  witness  has  given 
here  is  dealing  with  the  property  investment  account,  and  at  the 
time  the  roads  were  taken  over,  and  deals  only  with  the  additions  to 

Eroperty  in  the  past,  and  up  to  December  31,  which  represents  the 
gures  that  Senator  Cummins  has  just  read.  Now,  that  is  to  be 
clearly  distinguished  from  any  additions  to  the  investment  after  the 
Government  takes  control.  The  witness  is  dealing  only  with  the 
status  as  existing  on  the  31st  day  of  December,  1917. 

Mr.  Shriver.  And  only  the  latter  with  respect  to  this  one  item  on 
Exhibit  A,  where  this  additional  capital  to  December  31  is  estimated, 
and  the  return  is  shown  as  5.33,  the  other  statistics  are  based  on  the 
property  at  June  30,  1917.  I  have  not  had  time  to  secure  in  detail 
tor  each  road  the  figure  up  to  December  31,  1917,  so  the  tabulations 
submitted,  showing  the  returns  of  each  of  these  individual  roads,  is 
based  on  the  property  at  June  30, 1917. 

Mr.  Thom.  I  will  ask  for  that  tabulation  to  be  inserted  in  the 
testimony  at  this  point. 

The  Chairman.  That  will  be  done. 
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Mr.  Shriver.  The  suggested  method  of  compensation  contem- 
plates giving  each  carrier  the  net  operating  income  averaged  for 
the  three  years  ending  June  30,  1915,  1916,  and  1917.  So  far  as 
the  38  eastern  railroad  systems  are  concerned,  the  year  ending 
June  30,  1915,  was,  with  the  one  exception,  1914,  the  worst  year 
that  the  eastern  railroads  had  in  the  last  18  years.  That  is,  it 
was  the  worst  year  on  the  basis  of  returns  received  on  their  property. 
The  net  operating  income  of  1915  of  the  entire  38  systems  was 
$296,000,000,  and  was  less  than  the  net  operating  income  of  the  years 
1906,  1907,  1909, 1910, 1911,  1912,  and  1913.  That  is,  the  dollars  and 
cents  earned  that  year  were  less  than  the  dollars  and  cents  earned  in 
each  of  those  previous  years,  notwithstanding  since  1906  there  has 
been  an  increase  in  investment  of  over  $1,790,000,000.  The  return 
on  the  investment  for  the  year  ending  June  30,  1915,  was  only  4.34 
per  cent,  which  is  less  than  the  return  in  any,  except  1914,  in  the  last 
18  years. 

The  year  ending  June  30,  1916,  was  the  first  really  good  year  that 
the  eastern  railroads  had  had  since  1910.  It  was  not  only  the  year 
of  largest  operating  revenues,  but  was  also  the  year  of  the  largest 
net  operating  income  and  the  return  on  property  investment  was 
6.53  per  cent,  or  the  highest  in  any  of  the  18  years. 

Reference  nas  frequently  been  made  to  1916  as  an  extraordinarily 
prosperous  year  for  the  railroads.  It  should  be  recalled  in  this  con- 
nection  that  between  1913,  the  previous  peak  year  in  business,  and 
1916  these  carriers  had  added  more  than  $500,000,000  to  their  prop- 
erty investment,  and  so  were  enabled,  when  traffic  offered  in  1916, 
to  handle  about  12  per  cent  more  business  than  in  1913,  and  as  was 
demonstrated  in  1917,  were  capable  of  performing  an  even  larger 
service.  The  returns  for  1916,  therefore,  would  seem  to  represent 
the  fair  earning  value  of  the  plant.  That  is,  1916  was  a  vear  in 
which  the  railroads  had  an  opportunity  to  avail  of  their  additional 
investment  and  use  their  property  fully  which  they  had  provided 
for  by  adding  $500,000,000  to  their  capital,  and  they  added  that 
capital,  because  in  the  peak  business  of  1913  it  was  demonstrated  that 
these  carriers  could  not  practically  do  any  more  business  than  they 
did  in  that  year,  and  so  the  managements,  generally,  were  most 
energetic  in  adding  to  their  property,  to  expand  and  be  prepared  to 
meet  the  larger  demands  for  business,  which  came  to  them  in  1916. 

The  year  ending  June  30,  1917,  showed  a  still  further  increase  in 
operating  revenues  over  1910,  but  the  still  larger  increase  in  operating 
expenses,  due  in  part  to  severe  weather  conditions  whioji  prevailed 
in  January,  February,  and  March,  but  more  particularly  to  the 
increases  in  the  cost  of  labor,  of  fuel,  and  materials  (offset  in 
part  only  by  increased  rates) ,  reduced  the  net  operating  income  re- 
turn of  property  investment  to  5.71  per  cent;  so  that  it  was  less 
than  the  returns  for  the  years  1906,  1907,  1910,  and  1916,  and  very 
many  of  the  eastern  railroads  showed  a  lower  return  than  in  many 
of  the  preceding  years.  For  example,  in  the  case  of  the  Baltimore 
&  Ohio  Railroad  Svstem,  the  return  in  1917  was  lower  than  that  of 
1903.  1904.  1905,  1906,  1907,  1909,  1910,  1912,  and  1916,  and  the  re- 
turns for  the  Pennsylvania  System  were  lower  in  1917  than  in  any 
vear  from  1903  to  1910,  inclusive,  and  of  course  lower  than  1916. 
Now,  these  are  the  three  vears  which  have  been  taken  for  a  fixinsr 
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base,  and  the  results  of  these  three  years— the  results  of  the  operations 
of  these  three  years  produced  a  net  operating  income  for  the  38  sys- 
tems amounting  to  $384,840,150,  and  in  relation  to  the  average  invest- 
ment during  the  three  years,  a  return  of  5.54  per  cent,  or  less  than  the 
returns  for  the  years  1902, 1903, 1905, 1906, 1907, 1910, 1916,  and  1917. 
In  other  words,  the  suggested  basis  of  compensation,  even  if  it  were 
what  it  appeared  to  be,  5.54,  instead  of  5.33  was  less  than  any  one  of 
those  eight  preceding  years — eight  of  the  fifteen  preceding  years. 

The  Chairman.  Have  you  in  your  table  an  average  of  the  years 
inclusive  from  1903  to  1917 — what  would  be  the  average? 

Mr.  Shriver.  The  detailed  average ;  I  have  that;  yes. 

The  Chairman.  It  might  be  well  to  put  that  in  just  at  this  time,  to 
show  what  would  be  your  average  from  1903  to  1917. 

Mr.  Shriver.  The  average  for  the  period  of  fifteen  years  is  5.36 
per  cent. 

The  Chairman.  Three  hundredths  of  one  per  cent  above  what  we 
allow. 

Mr.  Shriver.  As  I  have  suggested,  however,  we  should  consider 
this  return  as  related  to  the  property  at  June  30, 1917,  and  at  Decem- 
ber 31,  1917.  When  related  to  the  investment  as  of  June  30,  1917, 
the  returns  afforded  by  the  suggested  guaranty  is  but  5.41  per  cent, 
or  less  than  the  years  1903, 1905, 1906, 1907, 1910, 1916,  and  1917,  and 
when  related  to  the  investment  at  January  1, 1918,  estimated,  shows  a 
return  of  but  5.33  per  cent. 

In  this  connection  attention  is  called  to  the  following  comment  by 
the  Interstate  Commerce  Commission  in  its  opinion  in  the  Five  Per 
Cent  Case,  31 1.  C.  C.  371, 1914: 

The  ratio  for  1913  Is  shown  as  5.36  per  cent.  This  is  below  the  average  for 
the  entire  period  (1900  to  1913,  inclusive),  which  was  5.64  per  cent,  and  only 
slightly  higher  than  the  ratio  for  1900,  although  the  property  investment  during 
the  period  increased  59  per  cent,  while  the  operating  revenues  increased  110 
per  cent 

That  is,  the  carriers  had  increased  their  property  investment  by 
59  per  cent.  They  had  done  a  greater  business  oy  110  per  cent,  but 
still  had  a  less  return  on  their  property  than  1900.  The  commission 
found,  in  31  I.  C.  C,  384  : 

In  view  of  a  tendency  toward  a  diminishing  net  operating  income,  as  shown 
by  the  facts  described,  we  are  of  opinion  that  the  net  operating  income  of  the 
railroads  in  Official  Classification  Territory,  taken  as  a  whole,  is  smaller  than 
is  demanded  in  the  interests  of  both  the  general  public  and  the  railroads. 

I  would  not  mean  to  infer  that  the  commission's  conclusion  was 
based  solely  on  the  return  of  5.36  per  cent.  That  was  simply  one 
of  the  items  before  them.  They  had  all  of  the  data  presented  by  the 
carriers,  and  such  other  information  as  they  had  available. 

Senator  Cummins.  You  are  reading  from  the  opinion  of  the  com- 
mission on  the  rehearing  of  that  case? 

Mr.  Shriver.  That  is  the  decision;  yes,  Senator — the  rehearing. 

Senator  Cummins.  In  the  fall  of  1914. 

Mr.  Shriver.  That  expression  was  in  the  first  decision  and  the 
commission  quoted  it  in  the  second,  as  I  recall.  Exhibit  B,  which  is 
before  you,  is  a  compilation  showing  the  net  operating  income  of  the 
individual  carriers  averaged  for  the  three  years.  The  property  in- 
vestment averaged  for  the  three  years,  and  the  rate  of  return  that  it 
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affords  each  of  these  several  carriers.  I  do  not  suppose  that  it  is 
necessary  to  read  into  the  record  the  carriers  that  are  covered  in  this 
tabulation.  They  are  substantially  the  ones  that  Senator  Cummins 
read  yesterday,  and  if  the  statement  is  filed 

Senator  Robinson.  It  goes  in  the  record — the  whole  statement. 

Mr.  Shriver.  Very  good.  The  names  appear  on  the  exhibit.  The 
second  chart  simply  indicates  the  years  in  which  the  proposed  com- 
pensation is  higher  or  lower  than  the  return  actually  earned  in  each 
year  of  the  period  1903  to  1917.  As  I  do  not  think  we  can  deduct 
much  from  the  individual  carrier  situation,  I  will  not  speak  further 
on  that,  but  will  file  it,  marked  "  Shriver  Exhibit  C." 
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It  might  cast  some  light  on  this,  if  vou  could  have  before  you  this 
chart  showing  graphically  the  trend  of  these  carriers'  returns  for  this 
period  from  1900  to  1917.  It  indicates  the  yearly  trend  of  return  on 
property  investment.  These  are  also  averaged  in  three-year  periods. 
The  chart  which  I  will  file  is  marked  "  Shriver  Exhibit  D." 

Senator  Cummins.  That  is  simply  putting  in  chart  form  the  fig- 
ures you  have  already  given. 

,  Mr.  Shriver.  Yes*.  The  three-year  average  from  1915  to  1917. 
inclusive,  is  quite  a  good  deal  higher  than  the  three-year  average 
from  1912  to  1914,  which  included  the  peak  year,  1913,  which,  while 
a  peak  in  amount  of  business  handled,  was  not  high  in  the  return 
to  the  railroads. 

Senator  Pomerene.  Now,  are  you  speaking  of  all  these  railroads  ?^ 

Mr.  Shriver.  I  am  speaking  of  the  38  railroads.  The  return  for 
the  three  years  1915-:-1917  has  been  referred  to  as  being  higher  than 
the  two  preceeding  three-year  periods,  but  you  will  note  is  very  little 
above  the  period  1909  to  1911  and  is  very  much  below  the  period 
from  1906  to  1908,  inclusive. 

Senator  Gore.  That  is  on  the  percentage  return  basis. 

Mr.  Shriver.  On  the  percentage  return  basis.  That  is  the  return 
on  their  investment — to  their  property  investment,  proposed  to  be 
paid  these  carriers  under  the  bill  is  lower  than  any  three-year  period 
excepting  1912— 19JL4,  and  I  might  suggest  that  what  the  railroads 
have  been  engaged  in  since  1910  was  in  trying  to  bring  that  block  up 
by  increased  rates  so  as  to  be  more  fairly  remunerative.  Now,  when 
we  take  the  5.53  per  cent  which  this  suggested  compensation  makes, 
and  which  is  shown  in  a  red  line  below  the  actual  three-year 
average 

The  Chairman.  You  mean  the  5.33  per  cent? 

Mr.  Shriver.  It  should  be  5.33  per  cent.  Thank  you,  Senator,  for 
correcting  me. 

Senator  Gore.  Is  that  1915, 1916,  and  1917? 

Mr.  Shriver.  The  net  operating  income  for  the  years  1915,  1916, 
and  1917,  actually  averaged,  show  a  return  of  5.54  per  cent  on  the 
average  property.  When  we  take  the  additions  to  theproperty  up  to 
December  31,  1917,  which  is  the  period  when  the  Federal  control 
began,  and  relate  to  it  the  average  income  for  the  three  years,  then 
the  return  on  thatproperty  is  only  5.33  per  cent. 

Senator  Gore.  What  was  the  new  factor  introduced  to  reduce  it? 

Mr.  Shriver.  Increased  investments. 

Senator  Gore.  During  the  fiscal  year? 

Mr.  Thom.  From  June  30, 1917,  to  December  31, 1917,  new  invest- 
ment.  When  you  add  that,  it  reduces  the  percentages. 

Mr.  Shriver.  It  is  more  than  that,  because  when  you  take  the 
property  for  the  three  years  and  averaged  it,  you  do  not  get  the 
property  value  that  you  had  at  June  30, 1917,  even.  It  is  much  below 
the  property  at  June  30,  as  I  will  show  in  a  few  moments.  What  I 
mean  you  begin  with  the  properties  that  were  utilized  in  1915,  then 
we  added  something  to  it  in  1916,  and  we  added  something  to  it  in 
1917,  so  that  you  are  constantly  building  up  a  property,  and  when 
you  average  the  three  years  you  do  not  get  tne  real  amount  of  prop- 
erty in  use  at  June  30, 1917,  though  that,  as  well  as  the  actual  increase 
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It  might  cast  some  light  on  this,  if  you  could  have  before  you  this 
chart  showing  graphically  the  trend  of  these  carriers'  returns  for  this 
period  from  1900  to  1917.  It  indicates  the  yearly  trend  of  return  on 
property  investment.  These  are  also  averaged  in  three-year  periods. 
The  chart  which  I  will  file  is  marked  "  Shriver  Exhibit  D." 

Senator  Cummins.  That  is  simply  putting  in  chart  form  the  fig- 
ures you  have  already  given. 

,  Mr.  Shriver.  Yes.  The  three-year  average  from  1915  to  1917, 
inclusive,  is  quite  a  good  deal  higher  than  the  three-year  average 
from  1912  to  1914,  which  included  the  peak  year,  1913,  which,  while 
a  peak  in  amount  of  business  handled,  was  not  high  in  the  return 
to  the  railroads. 

Senator  Pomerene.  Now,  are  you  speaking  of  all  these  railroads! 

Mr.  Shriver.  I  am  speaking  of  the  38  railroads.  The  return  for 
the  three  years  1915-1-1917  has  been  referred  to  as  being  higher  than 
the  two  preceeding  three-year  periods,  but  you  will  note  is  very  little 
above  the  period  1909  to  1911  and  is  very  much  below  the  period 
from  1906  to  1908,  inclusive. 

Senator  Gore.  That  is  on  the  percentage  return  basis. 

Mr.  Shriver.  On  the  percentage  return  basis.  That  is  the  return 
on  their  investment — to  their  property  investment,  proposed  to  be 
paid  these  carriers  under  the  bill  is  lower  than  any  three-year  period 
excepting  1912-19J14,  and  I  might  suggest  that  what  the  railroads 
have  been  engaged  in  since  1910  was  in  trying  to  bring  that  block  up 
by  increased  rates  so  as  to  be  more  fairly  remunerative.  Now,  when 
we  take  the  5.53  per  cent  which  this  suggested  compensation  makes, 
and  which  is  shown  in  a  red  line  below  the  actual  three-year 
average 

The  Chairman.  You  mean  the  5.33  per  cent? 

Mr.  Shriver.  It  should  be  5.33  per  cent.  Thank  you,  Senator,  for 
correcting  me. 

Senator  Gore.  Is  that  1915, 1916,  and  1917? 

Mr.  Shriver.  The  net  operating  income  for  the  years  1915,  1916, 
and  1917,  actually  averaged,  show  a  return  of  5.54  per  cent  on  the 
average  property.  When  we  take  the  additions  to  theproperty  up  to 
December  31,  1917,  which  is  the  period  when  the  Federal  control 
began,  and  relate  to  it  the  average  income  for  the  three  years,  then 
the  return  on  thatproperty  is  only  5.33  per  cent. 

Senator  Gore.  What  was  the  new  factor  introduced  to  reduce  it? 

Mr.  Shriver.  Increased  investments. 

Senator  Gore.  During  the  fiscal  year? 

Mr.  Thom.  From  June  30, 1917,  to  December  31,  1917,  new  invest- 
ment.  When  you  add  that,  it  reduces  the  percentages. 

Mr.  Shriver.  It  is  more  than  that,  because  when  you  take  the 
property  for  the  three  years  and  averaged  it,  you  do  not  get  the 
property  value  that  you  had  at  June  30, 1917,  even.  It  is  much  below 
the  property  at  June  30,  as  I  will  show  in  a  few  moments.  What  I 
mean  you  begin  with  the  properties  that  were  utilized  in  1915,  then 
we  added  something  to  it  in  1916,  and  we  added  something  to  it  in 
1917,  so  that  you  are  constantly  building  up  a  property,  and  when 
you  average  the  three  years  you  do  not  get  tne  real  amount  of  prop- 
erty in  use  at  June  30, 1917,  though  that,  as  well  as  the  actual  increase 
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in  property  to  December  31,  1917,  is  the  real  factor  which  produces 
the  new  ratio  of  5.33. 

Now,  when  we  look  at  that  5.33  per  cent  we  find  that  is  lower 
than  the  three-year  period  from  1909  to  1911,  although  not  appar- 
ently a  great  deal,  but  in  all  of  these  matters  a  very  small  percentage 
on  this  total  of  $7,000,000,000  of  property  investment  means  a  great 
deal  in  revenue. 

Now,  if  I  may  state  this  case  in  dollars  instead  of  ratios,  we  get 
the  following  results:  The  property  investment  averaged  for  the 
three  years  to  June  30,  1917,  was  $6,950,678,000.  The  property  in- 
vestment at  June  30, 1917,  was  $7,116,424,000.  The  additional  invest- 
ment in  road  and  equipment  for  the  six  months,  July  1, 1917,  to  De- 
cember 31, 1917,  partly  estimated,  was  $110,000,000. 

Senator  Gore.  That  is  from  July  31  to  December  31  of  this  year. 

Mr.  Shhiver.  At  June  30,  1917,  the  property  aggregated  $7,121,- 
776,000,  and  from  July  1, 1917,  to  December  31, 1917,  there  was  added 
$110,000,000  for  these  38  railroads.  We  had  returns  from  about  85 
per  cent  of  the  roads,  showing  an  actual  ascertained  increased  invest- 
ment of  about  $97,000,000.  And  the  difference  is  the  amount  esti- 
mated for  the  roads  not  reporting. 

Senator  Watson.  Well,  now.  do  you  include  that  $110,000,000  in 
bringing  this  down  to  the  5.33  ? 

Senator  Gore.  That  is  what  brings  it  down. 

Mr.  Sbbiveb.  Yes;  that  plus  the  difference  between  the  average 
property  and  the  actual  property  at  June  30,  1917.  There  is  a 
further  sum  involved  there  which  makes  a  difference  between  the 
average  property  of  $6,950,000,000  and  the  actual  property  at  De- 
cember 31  of  $7,226,000,000  or  $275,746,000,  which  has  in  fact  been 
added  to  these  properties,  during  the  period  of  high  interest  rates, 
and  for  which  the  suggested  base  of  compensation  makes  no 
allowance. 

Mr.  Thom.  Have  you  got  the  figures  there  to  show  if  you  did 
make  an  allowance  for  it  what  it  would  mean  in  dollars? 

Mr.  Shbtvek.  The  three-year  average  operating  income  or  so-called 
standard  return  is  $384,840,150.  If  the  earnings  were  scaled  up  to 
the  total  property  at  December  31, 1917,  it  would  be  $400,685,207,  or 
an  increase  of  $15,845,057. 

As  a  concrete  example  of  how  this  operates,  I  will  refer  to  the 
Baltimore  &  Ohio  Railroad  Co.,  which,  in  an  effort  to  meet  the  press- 
ing demand  for  services  early  in  1917,  contracted  for  40  locomotives, 
100  steel  passenger  cars,  4,000  freight  cars,  at  a  total  cost  of  over 
$10,000,000.  Some  of  those  contracts  were  made  in  December,  1916, 
others  in  February,  1917,  and  others  still  in  April,  1917.  We  had 
expected  the  deliveries  on  that  equipment  during  the  period  up  to 
June  30,  1917.  We  had  expectations  that  they  would  be  delivered, 
but  for  the  reasons  that  Mr.  Kruttschnitt  has  described,  neither  the 
locomotives  nor  cars  were  delivered  to  us  in  that  period.  Our  order 
was  set  back  on  account  of  the  emergency  orders  from  abroad. 

Senator  Watson.  Right  there,  did  you  get  any  new  equipment  dur- 
ing this  period  ? 

Mr.  Shkiver.  None  of  that  equipment  during  the  period.  None 
of  these  cars  contracted  for  were  delivered  in  the  period  up  to  June 
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30, 1917,  nor  were  they  in  the  property  account  at  that  date,ulthoaeh, 
in  order  to  provide  funds  to  pay  for  this  equipment,  we,  on  April  19 
1917,  issued  an  equipment  trust  loan  for  $10,000,000. 

Senator  Watson.  Well,  have  they  since  been  delivered? 

Mr.  Shriver.  They  have  nearly  all  been  delivered,  or  at  least  a 
very  large  proportion  of  the  equipment  was  delivered  up  to  December 
31, 1917. 

Senator  Watson.  Then  they  will  add  to  the  earnings  of  the  Gov- 
ernment, if  they  have  an  earning  capacity,  whereas  they  did  not  add, 
of  course,  to  the  earnings  of  the  railroad  when  you  were  operating. 

Mr.  Shriver.  That  is  correct.  The  railroad  had  the  use  of  some 
of  them  part  of  the  time,  between  July  1  and  December  31, 1917. 

Mr.  Thom.  But  did  not  add  to  the  earnings  at  all  during  the  test 
period. 

Mr.  Shriver.  It  had  no  effect  whatever  on  our  earnings  prior  to 
June  30,  1917,  and  notwithstanding  the  fact  that  commencing 
April  1,  last,  the  interest  commenced  to  run  on  the  $10,000,000  which 
we  had  borrowed  at  that  time  to  pay  for  the  equipment.  In  addition 
to  that,  in  the  six  months,  to  December  31,  1917,  the  road  expended 
for  new  construction  and  betterments  over  $5,000,000,  or  a  total  of 
$15,000,000  of  money  that  has  gone  into  property,  practically,  since 
June  30, 1917. 

Senator  Pomerene.  1915? 

Mr.  Shriver.  Since  June  30,  1917. 

Senator  Watson.  I  wish  the  stenographer  would  read  that  answer. 

(The  stenographer  read  the  answer  as  requested.) 

Mr.  Shriver.  Does  that  clear  that  point,  Senator? 

Senator  Watson.  Yes;  sir. 

Mr.  Shriver.  In  addition  to  that  $15,000,000,  the  company  ex- 
pended between  January  1  and  June  c0,  1917;  that  is,  in  the  six 
months  prior  to  the  date  when  the  compensation  is  fixed — $5,000,000 
for  additions  and  betterments,  which  were  not  completed  in  that 
period,  and  which  were  not  in  operation  and  had  no  bearing  on  the 
earnings  of  that  period. 

Senator  Pomerene.  You  mean  by  that  that  they  were  not  on  the 
property  account. 

Mr.  Shriver.  They  were  in  the  property  account,  but  they  were  not 
producing.  They  appear  and  are  included  in  our  property  invest- 
ment, as  it  is  included  in  these  compilations  at  June  30,  1917.  It  is 
true  that  the  property  was  in  existence,  although  it  was  not  productive 
that  time  ana  had  not  been  up  to  that  time. 

Senator  Pomerene.  In  a  general  way  describe  what  that  was — 
what  class  of  property.  I  do  not  care  to  go  into  details,  but  give  the 
committee  a  little  idea  as  to  what  it  was. 

Mr.  Shriver.  Well,  some  of  the  items  were  new  yards,  a  coal- 
handling  plant. 

Senator  Pomerene.  What? 

Mr.  Shriver.  A  new  yard  for  cars,  and  a  coal  handling  dumping 
plant  at  the  harbor  of  New  York.  The  year  before  we  had  a  good 
deal  of  congestion  there  with  our  old  plant  Furthermore,  the  citi- 
zens at  St.  George,  where  our  old  plant  was  located,  were  insistent 
that  we  take  the  noisy  operation  out  of  town.  So  we  went  farther 
down  the  island,  bought  new  property,  and  constructed  a  new  yard  and 
a  new  dumping  plant. 
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Senator  Watson.  Now,  in  that  connection,  you  are  speaking  of 
the  Baltimore  &  Ohio  alone,  are  you  ? 

Mr.  Shbiver.  Only  the  Baltimore  &  Ohio  line.  I  am  simply  citing 
this  as  an  example  of  how  this  might  operate  with  the  roads  generally. 

Senator  Kellogg.  Bight  there,  would  not  that  be  made  up  by 
property  which  was  under  construction  at  the  beginning  of  1915, 
which  would  go  into  the  earnings  as  for  1915? 

Mr.  Shbiver.  That  would  measurably  be  so,  and  possibly  should 
be  considered  against  what  was  not  in  operation  during  the  later 
period.  As  a  matter  of  fact,  there  was  much  less  expended  in  the  six 
months  January  to  June,  1915,  $2,500,000,  about,  compared  with  about 
$5,000,000  January  to  June,  1917. 

Senator  Kellogg.  That  is,  ordinarily  if  you  cut  off  a  period  of 
three  years,  it  will  lap  over  at  both  ends,  so  when  you  ordinarily 
would  make  up  the  other  half,  your  improvements  are  continuous. 

Mr.  Shbiver.  In  an  equal  proportion;  but  I  have  only  cited 
$5,000,000  of  improvements,  which  we  know  definitely  were  not  com* 
pleted  and  which  we  know  were  not  producing,  January  1  to  June  30, 
1917,  although  there  were  many  other  improvements  going  on  at  this 
time,  and  some  of  which  were  completed.  Further,  in  answer  to  Sena- 
tor Pomerene's  question :  The  coal-handling  plant  at  New  York,  as 
I  recall  it,  was  $1,100,000.  We  were  building  at  that  time  a  new  line 
to  the  new  shipbuilding  plant  at  Baltimore,  $450,000.  The  capital 
cost  in  the  restoration  of  two  piers  at  Baltimore,  $1,000,000.  Those 
piers  were  destroyed  by  fire,  and  the  cost  of  restoring  them  under  the 
present  prices  is  unusually  high — the  morning  after  that  fire  we  made 
contracts  and  bought  material  wherever  we  could  get  it,  at  any  price, 
in  order  to  put  those  piers  back  as  promptly  as  we  could,  because  the 
Government  was  anxious  to  utilize  the  piers  at  this  time. 

Mr.  Thom.  That  $1,000,000  represents  not  the  entire  cost  of  those 
piers? 

Mr.  Shriver.  No  ;  the  entire  cost  will  be  something  over  $1,500,000, 
but  the  value  of  the  old  pier  on  the  books  is  written  off  to  expenses, 
and  this  represents  the  increased  capital  expenditure  involved  in  that 
proceeding. 

Mr.  Thom.  Are  you  alluding  to  the  items  of  expense  since  June  30, 
1917,  now  ? 

Mr.  Shbiver.  This  is  the  entire  period  from  January  1,  1917,  to 
December  31, 1917 ;  that  is,  all  of  this  equipment — all  of  this  construc- 
tion— is  new  money  that  has  gone  in,  although  some  of  it  went  in  prior 
to  June  30.  None  of  it  had  any  bearing  on  the  operating  income  of  the 
test  period,  excepting  as  has  been  referred  to,  where  there  were  some 
offsetting  accounts  coming  over  in  1915.  Further  improvements  were 
a  new  second  track  on  our  Chicago  division,  about  27  miles,  was  just 
completed  and  put  in  operation  a  few  weeks  ago,  and  will  facilitate 
the  movement  in  that  section  very  much.  That  cost  $1,445,000.  We 
are  putting  in  tracks  at  the  cantonments  at  Admiral,  Md.,  and  Chil- 
licothe,  Ohio,  for  the  Government  camps,  over  $450,000.  (Just  how 
much  of  that,  if  any,  the  Government  will  reimburse  to  us  directly  is 
undetermined.) 

Senator  Pomerene.  That  was  running,  was  it  not? 

Mr.  Shriver.  Not  in  this  period  up  to  June  30, 1917.  In  fact,  they 
were  not  completed  up  to  that  time  and  were  not  in  operation  or  re- 
ceiving any  returns  at  that  time.    A  total  of  miscellaneous  items  I 
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have  recited  of  $10,000,000,  in  addition  to  $10,000,000  of  equipment  re- 
ferred to,  or  a  total  of  $20,000,000  for  new  road  and  equipment,  which 
will  be  available  for  use  under  the  Federal  operation,  but  for  a  large 
part  of  which  no  compensation  whatever  is  provided  under  the  three- 
year  guaranty. 

To  provide  for  the  cost  of  these  facilities  the  railroad  company  has 
issued  its  notes  and  equipment  obligations,  and  hereafter  must  meet 
the  increased  interest  charges  and  the  annual  equipment  trust  install- 
ments, aggregating  about  $2,000,000  a  year;  that  is,  the  interest  on 
the  $20,000,000  at  6  per  cent  equals  $1,200,000,  and  there  is  $1,000,000 
annual  installment  to  pay  on  account  of  this  equipment,  so  we  have 
something  over  $2,000,000  a  year  to  pay  on  account  of  these  improve- 
ments available  for  Federal  use  at  January  1, 1918,  but  for  which  the 
company  would  receive  no  compensation. 

I  have  no  doubt  there  are  many  instances  on  other  roads  that  will 
be  similar  to  that.  I  want  to  refer  incidentally  to  a  few  other 
factors  that  have  an  effect  on  the  carrier's  net  operating  income — the 
matter  of  maintenance.  It  is  suggested  that  during  the  period  of 
Federal  control  adequate  depreciation  and  maintenance  of  the  prop- 
erties of  the  carriers  shall  be  included  as  part  of  the  operating  ex- 
penses, or  provided  through  a  reserve  fund.  The  expenditures  for 
maintenance  and  charges  for  depreciation  bear  an  additional  relation 
to  the  net  operating  income  of  the  carriers.  Because  of  the  chang- 
ing prices  of  material  and  rates  of  pay,  it  is  not  practical  to  measure 
the  item  of  maintenance  in  dollars;  that  is,  it  would  not  be  practical 
to  say  that  your  average  obligations,  maintenance  expenditures,  in  the 
past  were  so  many  dollars,  and  in  the  future,  if  the  same  amount  of 
dollars  were  spent,  that  you  would  get  the  same  relative  material  and 
work  applied  in  maintaining  the  property. 

Senator  Pomerene.  What  do  you  charge  off  for  depreciation? 
What  rule  have  you  ? 

Mr.  Shriver.  With  the  Baltimore  &  Ohio  Railroad  Co.  we  have 
adopted  a  series  of  percentages  which,  in  the  opinion  of  our  operat- 
ing and  mechanical  officers,  are  proper,  based  on  our  experience  over 
a  series  of  years.    If  you  are  interested  in  those  percentages 

Senator  Pomerene.  Well,  if  you  can  just  give  me  some  general 
idea  about  it  is  all  I  care  for. 

Mr.  Shhiver.  The  total  equipment  value,  or  what  we  call  the  net 
value  of  equipment,  which  is  the  total  cost  on  our  books,  less  the 
ultimate  scrap  value — that  is,  we  assume  that  the  ultimate  scrap 
value  will  not  depreciate ;  that  we  will  some  day  get  that  back,  when 
the  car  is  destroyed,  but  the  amount  of  money  value  of  this  equip- 
ment for  depreciation  purposes  was  at  December  81,  1916,  $100,- 
086,000.  At  December  31,  1917,  it  was  $108,000,000.  Our  deprecia- 
tion was  based  generally  at  4  per  cent  on  locomotives,  3  per  cent  on 
steel  equipment,  5  per  cent  on  wooden  equipment,  3  per  cent  on  pas- 
senger equipment,  5  per  cent  on  working  equipment,  and  3  per  cent  on 
floating  equipment. 

Senator  Gore.  On  what? 

Mr*  Shriver.  Barges  and  tugs. 

Senator  Gore.  Floating  equipment? 

Mr.  Shriver.  Yes.  In  addition  to  the  direct  depreciation,  there 
comes  into  this  same  account  charges  on  account  of  retiring  equipment 
because  of  obsolescence.    That  is,  a  car  that  goes  out  of  existence  be- 
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cause  no  longer  fitted  for  service.  If  it  has  been  depreciated  only 
$400,  and  its  scrap  value  is  $200,  there  is  $200  still  to  be  disposed  of  and 
that  is  charged  up  also  to  expenses  under  the  general  heading  of 
depreciation  and  renewal.  The  $200  would  be  a  renewal  item,  so 
called,  so  that  all  of  the  depreciation  is  not  reflected  in  percentages, 
but  in  addition  to  the  standard  percentages,  there  is  charged  to  ex* 
penses  and  credited  to  renewal  account  the  difference  between  the  net 
book  value  and  the  scrap  value  of  equipment  that  goes  out  of  service. 

Senator  La  Follette.  Is  that  an  item — the  obsolescent  item,  is  it 
of  very  considerable  importance  ? 

Mr.  Shbiveb.  In  this  three-year  period,  for  instance,  these  years — 
I  have  not  the  year,  June  30,1917,  because  we  changed  our  basis  of 
accounting,  but  for  the  year  ended  June  30,  1916,  the  depreciation 
charge  was  $3,288,000  and  the  renewal  item  $2,047,000,  or  a  total  in 
that  year  of  $5,335,000.  The  preceding  year  the  renewal  charge  was 
$1,011,000  and  the  depreciation  charge  $2,852,000.  The  year  previous 
to  that,  June  30, 1914,  the  renewal  charge  was  $862,000  and  the  depre- 
ciation charge  $2,691,000.  The  total  charges  to  operation  in  these 
three  years,  June  30, 1916,  $5,335,000;  1915,  $3,864,000;  1914,  $8,554,- 
000,  or  about  $4,250,000  as  an  average  for  three  years.  The  average 
for  the  three  years  in  the  test  period  would  be  somewhat  higher  than 
that,  but  that  is  approximately  what  the  charge  would  be  during  the 
three  test  years  that  have  been  taken. 

Senator  Pomebene.  The  average? 

Mr.  Shbiveb.  On  the  average. 

Senator  Gore.  What  does  it  average  ? ! 

Mr.  Shbiveb.  $4,250,000.  Now,  if  we  had  charged  that 

Senator  Pomerene.  Your  total  property  investment  during  those 
years  was  $555,000,000? 

Mr.  Shbiveb.  The  average;  yes,  sir. 

Senator  Pomerene.  That  would  run  about  one-fifth  of  1  per  cent. 

Mr.  Shbiveb.  This  depreciation  applies  only  on  the  equipment,  of 
course,  not  on  the  total  property,  and  would  be  on  the  equipment  value 
about  5  per  cent.  Now,  if  we  had  charged  2  per  cent  instead  of  5 — 
and  that  is  a  purely  arbitrary  matter  with  the  road — there  is  no 
requirement  under  the  commission's  accounting  to  fix  the  percentage 
charge,  but  we  elect  our  own  percentage,  the  commission  only  requir- 
ing that  if  you  adopt  a  percentage  at  the  beginning  of  the  year  you 
must  carry  it  through  that  year.  If  we  had,  for  instance,  instead  of 
applying  what  averages  5  per  cent  on  this  property  we  had  only 
made  a  charge  that  averaged  3  per  cent  it  would  have  meant  $2,000,- 
000  less  expenses  and  would  have  been  added  to  our  net  operating 
income.  That  is,  it  would  have  been  $2,000,000  in  one  year.  Well,  it 
would  be  something  like  a  million  and  a  half  dollars  on  the  average. 
Just  a  question  of  discretion  whether  we  charged  5  per  cent  or  3  per 
cent,  and  I  mention  it  that  you  may  see  that  this  item  must  be  given 
consideration  in  determining  the  operating  income  of  carriers. 

Senator  Pomerene.  Are  these  charges  substantially  the  same  in 
your  class  of  roads? 

Mr.  Shbiveb.  There  is  probably  no  item  that  varies  more  than  the 

?uestion  of  depreciation.  It  is  handled  in  many  different  ways,  and 
do  not  think  the  percentages  are  comparable.  Now,  as  I  remarked, 
if  we  had  changed  our  basis  from  5  to  3,  it  would  be — it  would  have 
meant  at  least  a  million  and  a  half  dollars,  or  a  sum  equal  to  1  per 
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cent  on  our  capital  stock  of  $152,000,000.  That  is,  we  could  have 
made  the  appearance  of  an  earning  01  1  per  cent  more  on  our  stock 
by  the  simple  question  that  we  had  elected  to  make  this  charge  or 
some  other  charge. 

Now,  we  assume  that  this  depreciation  and  renewal,  which  is  really 
a  selling  of  the  property  or  the  equipment  to  the  operations,  under 
the  act,  becomes  a  reserve  fund  from  which  the  carrier  may,  should  it 
elect,  retire  its  equipment  obligations;  that  is,  it  may  be  applied  in 
payment  on  this  equipment  which  we  have  bought  and  are  paying  for 
on  the  installment  plan.  It  is  a  poor  man's  way  of  buying  equip- 
ment— buying  equipment  payable  one-tenth  each  year — and  this  xund 
arising  from  charges  account,  depreciation,  and  renewals  will  be  nec- 
essary and  will,  no  doubt,  be  available  to  apply  in  retiring  those  obli- 
gations. The  charges  for  depreciation  and  renewal  should  be  on  the 
same  bases  during  this  period  of  Federal  operation  as  was  the  prac- 
tice during  the  test  period. 

In  the  matter  of  maintenance  of  way  it  is  assumed  that  the  carriers 
would  be  protected  through  te  applications  of  the  average  quantities 
of  materials,  such  as  rails,  ties,  and  ballast,  as  the  various  carriers 
applied  on  the  average  during  the  test  period,  and  in  the  event  that 
the  average  quantity  of  material  was  not  applied  there  would  be 
charged  to  expenses  a  sum  representing  any  decrease  in  the  applica- 
tion of  material  and  work  done  which  would  constitute  a  reserve  fund 
from  which  the  deferred  maintenance  may  be  met,  when  the  men  and 
material  are  available  for  this  purpose.  I  did  not  mean  to  intimate  by 
that  that  the  Federal  control  would  expect  to  reduce  the  standard  of 
maintenance  at  all.  On  the  contrary,  it  is  the  general  belief  that  they 
will  have  to,  on  the  main  lines,  in  order  to  get  the  larger  business 
handled,  increase  the  maintenance,  but  it  is  possible  that  because  of 
that  very  necessity  maintenance  on  unimportant  lines,  or  branch 


they  may  be  properly 
that  the  property  will  be  returned  to  the  carriers  in  generally  good 
condition,  and  it  would  seem  to  be  equally  important  that  the  integ- 
rity of  tneir  administrative  accounting  and  commercial  forces  be 
maintained  if  the  railroads  are  to  be  continued  and  returned  as  a 
going  and  operating  proposition. 

The  attention  of  the  committee  is  also  directed  to  some  other  factors 
which  are  of  importance;  that  is,  with  respect  to  all  of  the  roads. 
Instances,  during  the  period  taken  as  a  standard,  where  the  net 
operating  income  of  a  particular  carrier  was  seriously  affected  be- 
cause of  fires,  floods,  failure  of  crops,  or  other  emergencies  beyond 
its  control.  Instances  where,  for  all  or  any  part  of  the  period, 
railroads  have  been  operated  in  the  hands  of  receivers  pending  a 
reorganization,  and  where,  possibly  by  the  application  of  new  capital, 
the  operations  have  improved,  and  so  the  three-year  average  period 
is  not  fairly  representative  of  what  has  been  demonstrated  as  the 
earning  power  of  the  particular  properties  acquired  under  the  or- 
ganizations. 

To  summarize:  (1)  The  suggested  basis  of  compensation  gives  the 
carriers  in  the  eastern  district  less  actual  income  than  they  received 
from  the  operations  of  their  properties  in  several  years  prior  to  1917, 
and  a  basis  of  return  upon  tneir  property  investment  less  than  that 
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realized  in  a  majority  of  the  preceding  15  years.  (2)  The  three-year 
average  of  net  operating  income  is  a  fiat  sum  and  does  not  properly 
allow  for  the  increase  in  investment  between  June  30, 1915,  and  June 
30,  1917,  and  makes  no  provision  ifor  additional  investments  made 
between  June  30, 1917.  and  December  31, 1917. 

Senator  Watson.  Are  any  of  these  38  railroads  in  the  hands  of 
receivers,  or  were  anv  of  them  in  the  hands  of  receivers  at  that 
time;  that  is,  during  the  last  three  years? 

Mr.  Shriver.  The  Wabash  Railroad  just  came  out  of  the  receiver- 
ship ;  Wheeling  &  Lake  Erie,  Cincinnati,  Hamilton  &  Dayton,  Pere 
Marquette.  There  are  some  five  or  six  roads  that  were  in  that  situa- 
tion. Newly  constructed  roads,  not  completed  or  in  operation  for  the 
entire  period,  and  which  might  still  be  undergoing  development.  I 
have  in  mind  a  road  30  miles  in  length  which  is  just  being  completed, 
now  being  built  into  some  coal  fields  in  Kentucky,  where  the  expendi- 
ture will  aggregate  for  the  period  about  $1,800,000,  and  for  equip- 
ment $850,000,  which  is  entirely  a  new  operation.  I  do  not  suggest 
any  criticism  of  the  provisions  of  the  bill  in  this  connection  because 
I  have  no  doubt  that  it  will  be  amply  protected  and  cared  for  under 
those  provisions. 

Senator  Underwood.  Let  me  ask  you  right  there:  You  recognize 
the  fact  that  if  we  adopt  the  plan  in  the  bill — at  least  I  judge  from 
what  you  stated  that  you  recognize  the  fact  that  there  are  certain 
railroads  that  it  can  not  be  worked  out  equitably  in  reference  to. 
Now,  what  is  your  suggestion  in  reference  to  a  modification  of  this 
plan  for  railroads  that  we  could  not  give  the  necessary  income  for  a 
period  of  years  to. 

Mr.  Shriver.  Well,  personally,  I  have  felt  that  the  provisions  of 
the  plan  might  be  workable;  that  is,  to  such  roads.  That  is,  as  I 
understand,  to  be  referred  to  a  body  of  accountants  under  the  Inter- 
state Commerce  Commission,  who  might  consider  their  proposition 
and  submit  it  to  the  President,  recommending  a  basis  which  might 
be  applicable  to  such  cases,  and  I  assume  that  they  might  be  equitably 
dealt  with. 

Senator  Underwood.  Then,  your  viewpoint  on  that  is  that,  so  far 
as  the  enactment  of  legislation  that  would  not  limit  the  operation  of 
the  bill,  so  far  as  the  roads  that  you  refer  to  are  concerned,  but  would 
leave  it  entirely  to  the  discretion  of  the  President  ? 
#  Mr.  Shriver.  I  should  think  that  it  at  least  would  be  better  than 
limiting  the  bill.    That  is  my  own  personal  opinion. 

TheCHAiRMAN.  What  particular  character  of  road?  I  mean  what 
condition  would  a  road  be  in  that  you  think  that  this  bill,  as  now 
drawn,  could  not  apply  to? 

Mr.  Shriver.  Well,  for  instance,  I  have  in  mind  the  Cincinnati, 
Hamilton  &  Dayton  road,  which  has  just  been  reorganized.  Money 
has  been  put  into  that  road  during  the  receivership — several  millions 
of  dollars.  It  is  now  reconstructing  a  line,  60  miles  long,  which 
will  connect  with  the  Norfolk  &  Western  and  Chesapeake  &  Ohio 
at  Chillicothe,  Ohio,  and  will  become  an  important  line.  During 
the  first  year  of  the  three-year  period  the  road  was  in  the  hands  of  the 
receivers ;  the  receivers,  having  no  other  funds,  were  very  liberal  in 
upbuilding  the  property  through  their  maintenance  charges ;  in  addi- 
tion 1915  was  a  very  poor  period  with  the  result  that  there  was  a 
deficit  on  the  Cincinnati,  Hamilton  &  Dayton  road  in  the  first  of  the 
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three  years;  in  the  second  year,  as  I  recall,  the  earnings,  interest* -etc, 
were  $1,489,000.  and  in  the  third  year  $1,130,000.  I  think  the  last 
two  years,  in  that  case,  much  better  represent  the  present  earning 
value  of  that  property  than  the  average  of  the  three  years,  which  was 
$857,000. 

Senator  Robinson.  Why  were  the  earnings  so  much  higher  in 
1916  than  in  1917? 

Mr.  Shriver.  More  lake  coal  business  in  the  first  instance  and 
heavier  car  hire  charges  in  the  second,  higher  costs  for  labor  and  fuel; 
but  even  those  earnings,  in  my  opinion,  do  not  represent  the  present 
actual  earning  value  of  that  road.  In  fact,  as  I  recall  it,  for  the 
year  to  December  31, 1917,  it  will  earn  net  for  capital  over  $1,500,000. 

Senator  Robinson.  In  1917? 

Mr.  Shriver.  Year  to  December  31, 1917. 

Senator  Pomerene.  Why  the  great  decrease  here  from  $56,000,000 
property  investment  in  1913,  but  for  $40,000,000  in  1916? 

Mr.  Shriver.  That  is  due  to  the  changes  in  the  property.  I  think 
that  whole  amount  would  have  to  be  restated  here.  In  that  period 
some  lines  were  dispensed  with.  The  present  Cincinnati,  Hamilton  A 
Dayton  road  has  420  miles  of  the  original  1,000  miles;  certain  lines 
have  been  dispensed  with  and,  as  they  were  operated  at  a  loss,  it  has 
the  effect  of  increasing  the  earnings  of  the  lines  that  are  left.  That 
is,  the  other  roads  did  not  earn  then:  operating  expenses. 

The  Chairman.  That  road  that  you  have  just  mentioned  is  typi- 
cal of  a  class  which,  being  reorganized,  has  an  immediate  prospect 
of  larger  earnings  than  would  be  shown  by  taking  the  three-year 
average  indicated. 

Mr.    Shriver.  I  think  that  is  so. 

The  Chairman.  Are  there  other  roads? 

Mr.  Shriver.  The  roads  that  have  been  referred  to  here — Pere 
Marquette,  Wabash,  and  several  other  lines — if  it  were  simply 
the  operation  of  the  same  old  property  it  would  be  a  different  mat- 
ter, but  they  have  expended  in  almost  every  instance  additional 
funds  and  have  made  new  arrangements  which  make  them  better 
operating  properties  than  they  were  at  the  beginning  of  the  three- 
year  test  period. 

The  Chairman.  I  do  not  mean  were  there  any  other  roads.  I  said 
this  would  be  typical.  Were  there  any  other  conditions  under  which 
this  might  not  apply?  Do  you  know  of  any  other  roads  under 
different  conditions  from  those  that  have  been  reorganized  and  have 
a  prospect  of  a  greater  return? 

Mr.  Shriver,  Well,  there  is  the  instance  of  an  entirely  new  rail- 
road which  has  not  made  any  development  as  yet 

The  Chairman.  Well,  that  would  come,  perhaps,  in  this  class. 

Mr.  Shriver.  Yes ;  I  think  so. 

The  Chairman.  But  are  there  any  railroads  that  you  know  of 
whose  earnings  prospectively  are  not  greater  than  they  are  now  that 
might  be  affected  disastrously,  I  mean  ? 

Mr.  Shriver.  Well,  I  could  not  say.  I  would  not  know  of  any 
particular  conditions  that  affected  the  roads  in  general  in  this  dis- 
trict which  would  apply  to  many  other  railroads  other  than  those 
that  are  in  these  peculiar  situations  and  which  no  doubt  would  have 
to  be  dealt  with  separately. 
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Mr.  Thom.  Mr.  Shriver,  in  connection  with  your  statement  of  the 
comparative  results  and  the  average  of  the  fiscal  years  1916  and  1917, 
have  you  not  a  table  by  individual  roads  showing  that  average  ana 
its  comparison  with  previous  individual  years? 

Mr.  Shriver.  Well,  we  had  this  only  by  rates  of  return. 

Mr.  Thom.  And  also  a  table  that  shows  that  in  detail,  by  rates  of 
return?    I  thought  you  had  both. 

Mr.  Shriver.  We  have  a  table  which  shows  the  average  return. 
That  is,  it  shows  the  dollars  and  cents  average  for  the  three  years 
and  shows  the  average  rate  of  return,  but  it  does  not  compare  the 
dollars  and  cents  with  the  previous  years  but  simply  the  percentage 
returns  on  property  investment.  It  would  not  be  significant,  in  my 
opinion,  to  compare  the  dollars  and  cents  earnings  with  earlier  years, 
because  the  change  in  property  would  not  be  reflected  in  that. 

Mr.  Thom.  I  want  the  table  first,  and  then  the  detail  of  it. 

Mr.  Shriver.  Mr.  Thom;  I  would  suggest  that  you  might  have  that 
incorporated,  if  it  is  essential,  without  delaying  the  committee  longer. 

Mr.  Thom.  And  introduce  this  table,  too.  It  is  drawn  graphi- 
cally to  show  the  years  above  and  below.  Some  members  of  the  com- 
mittee might  want  to  ask  questions  about  it.  Well,  we  will  have  to 
reserve  that. 

The  Chairman.  Very  good.  Mr.  Shriver,  I  would  like  to  ask  you 
a  question  right  in  this  connection — in  connection  with  your  first 
exhibit  here, 

Mr.  Thom.  That  will  be  inserted  at  this  point,  Mr.  Chairman? 

The  Chairman.  Very  good.  Without  objection,  we  can  insert 
that 

Shbiveb  Exhibit  E. 

Rate  of  return  on  property  investment  for  years  1900  to  1917  compared  with 

average  for  three  years  to  June  20,  1917. 

Average  return  on  average  property  in  vestment  (3  years,  1916-1917) 6.64 

Average  return  (3  years,  1916-1917)  on  property  Investment  to  June  30, 1917 6.41 
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The  Chairman.  I  noticed  you  have  a  period  covering  practically 
14  years,  and  your  entire  average  net  operating  income,  the  rate  of 
return  is  5.36.  That  includes  good  years  and  Bad  years,  or,  for  all 
all  your  investment  and  equipment  as  compared  with  your  full  state- 
ment up  to  December  31,  $7,226,424,426,  and  the  amount  allowed 
under  this  bill,  if  it  would  become  operative,  $384,840,150,  making 
5.33  per  cent.  Would  that  be  a  very  liberal  allowance  on  the  part  of 
the  Government  to  the  owners  of  the  roads  to  keep  up  all  of  their 
equipment  and  to  make  whatever  improvements  nave  been  made 
heretofore  upon  the  basis  of  your  showing? 
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Mr.  Shrivbr.  This  average  of  5.33,  if  I  understood  your  question, 
is  not  for  the  14  years. 

The  Chairman.  Oh,  no;  I  say  the  5.36  was  the  14-year  period, 
taking  in  everything. 

Mr.  Shriver.  Yes. 

The  Chairman.  Now,  including  your  subsequent  investment  since 
June  30,  1915,  to  December  31,  1917,  raising  it,  according  to  your 
figures,  from  $6,950,000,000  to  over  $7,000,000,000  reduces  your  pres- 
ent rate  of  return  to  5.33,  compared  with  the  14-year  average  of  5.36. 

Mr.  Shriver.  That  is  right,  sir. 

The  Chairman.  Now,  taking  in  the  disastrous  years,  including 
1914  and  all  of  the  years,  good,  bad,  and  indifferent,  you  have  only 

fjot  0.03  per  cent  difference.    Would  that  not  seem  to  be  a  pretty 
iberal  allowance  on  the  part  of  the  Government  for  the  roads  to  keep 
up  and  maintain,  averaging  for  14  years? 

Mr.  Shriver.  You  understand  this  final  percentage  is  the  sum  that 
is  available  for  interest  and  taxes.  There  is  the  additional  income 
tax,  which  will  reduce  this  return. 

The  Chairman.  Well,  as  I  understand  it,  the  standard  taxes  have 
been  accounted  for  in  your  return. 

Mr.  Shriver.  The  standard  taxes  have  been,  but  the  additional  tax 
on  these  roads,  which  would  probably  be  something  like  $25,000,000, 
has  not  been  provided  for. 

The  Chairman.  What  additional  tax  do  you  mean? 

Mr.  Shriver.  The  excess-profits  tax,  so  called,  or  the  difference 
between  2  per  cent,  as  I  recall  it,  and  6  per  cent  income  tax. 

Senator  Cummins.  That  has  not  been  estimated  in  the  tax  ac- 
cruals. 

Mr.  Shriver.  No  ;  they  have  not. 

Senator  Cummins.  But  they  are  not  to  go  in  in  ascertaining  this 
standard. 

Mr.  Shriver.  No  ;  but  if  we  deduct  them  from  the  $384,840,000  it 
would  reduce  that  allowance  so  the  carriers  would  have  for  their 
interest  and  other  purposes,  say,  $364,000,00Q^and  so  further  reduce 
the  percentage  of  return  on  their  property  investment. 

The  Chairman.  The  part  that  I  wanted  to  get  clear  was,  that  you 
had  a  14-year  average  on  investment,  that  has  been  increased  from 
time  to  time,  of  an  average  of  5.36.  bringing  up  your  investment  to 
December  31, 1917,  to  5.33.  Now,  that  is  not  the  14-year  average.  I 
am  taking  the  average  for  the  three  years  allowed,  and  allowing  your 
increase  to  December  31  would  reduce  it  from  5.54  to  5.33.  But  even 
the  5.33  is  but  0.03  per  cent  lower  than  your  14-year  average,  taking 
all  of  the  years  into  consideration,  1914  included. 

Mr.  Shriver.  That  is  so,  but  that  0.03  of  1  per  cent  is  equal,  as  I 
figure  it  roughly,  to  $21,000,000. 

The  Chairman.  I  made  some  mistake.  I  had  figured  it  out  on  your 
increased  property  to  be  about  $15,000,000. 

Mr.  Shriver.  It  would  be  0.03  on  the  $7,000,000,000,  or  $21,000,000. 
Answering  your  question,  you  take  an  average  of  this  14-year  period, 
which  includes  many  years  in  which  the  many  roads  did  not  earn 
their  fixed  charges,  "and  you  include  a  period  when  the  roads  were 
contending  for  higher  rates  and  their  owners  felt  that  they  were 
clearly  not  fairly  compensated.    Now  you  put  all  of  those  years  into 
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the  average  and  you  get  the  5.36,  and  the  suggestion  for  compensa- 
tion is  lower  even  than  that. 

The  Chairman.  Well,  the  reason  I  was  asking  this  question  was,  it 
had  been  stated  here  that  possibly  we  ought  to  eliminate  one  of  the 
three  years  and  not  count  it,  it  being  a  disastrous  year,  and  I  just 
wanted  to  get  what  was  your  idea  as  to  the  fair  basis  of  compensa- 
tion when  under  private  ownership  you  were  liable  to  the  disasters 
which  have  occurred  from  time  to  time.  I  wanted  to  know  if  you  did 
not  think  that  was  probably  a  fair  basis  to  undertake,  or  a  liberal 
one? 

Mr.  Shriver.  Answering  your  question,  personally,  I  do  not  think 
it  would  be.  I  do  not  think  it  is  a  basis  on  which  a  great  many  of 
these  roads  in  the  eastern  district  could  meet  their  obligations  for  the 
future. 

Senator  Robinson.  Have  you  worked  out  a  plan  which  you  think 
would  be  fair  for  the  railroads  you  are  speaking  about? 

Mr.  Shriver.  I  have  not  done  that. 

Senator  McLean.  Do  you  think  6  per  cent  would  be  fair  ? 

Mr.  Shriver.  As  against  5.54  average  for  the  three  years  that  has 
been  suggested  as  a  base,  the  return  in  1916  was  6.52.  The  average 
return  for  the  38  systems  for  the  period  taken  was  5.54.  Personally 
I  would  say,  and  I  speak  without  consultation  with  anyone,  that  if 
that  average  basis  for  all  the  lines  were  6  per  cent  and  prorated 
back  to  the  roads  in  the  proportion  the  earnings  of  each  were  to  the 
total  it  ought  to  be,  in  my  opinion  would  be,  satisfactory  to  a  large 
majority  of  these  roads. 

Senator  McLean.  Would  less  than  that  be  satisfactory? 

Mr.  Shriver.  I  would  not  like  to  express  an  opinion. 

Senator  Robinson.  During  the  period  you  have  testified  about  they 
have  never  gone  beyond  6.53  in  1916,  have  they? 

Mr.  Shriver.  No,  sir;  they  have  not. 

Senator  Robinson.  That  is  the  highest,  and  in  other  years  what  is 
the  lowest  return,  expressed  in  percentage? 

Mr.  Shriver.  The  lowest  in  1914,  3.88  per  cent,  and  the  other  years 
that  approximated  6  per  cent  were  1906, 1907,  and  1910. 

Senator  Robinson.  1910,  6.05  per  cent. 

Mr.  Shriver.  6.05;  yes,  Senator. 

Senator  Robinson.  1907,  6.02,  and  1906,  6.08. 

Mr.  Shriver.  As  I  recall  it,  I  think  the  average  of  the  two  years, 
1916  and  1917,  that  have  been  talked  about  as  possible,  is  6.11  per  cent 

The  Chairman.  You  mean  1915  and  1916? 

Mr.  Shriver.  1916  and  1917. 

The  Chairman.  From  June  30, 1916,  to  June  30,  1917. 

Mr.  Shriver.  Would  be  6.11  per  cent. 

Senator  Watson.  Are  you  through,  Senator  Robinson? 

Senator  Robinson.  Yes. 

Senator  Watson.  Mr.  Shriver,  I  think  these  roads  lie  north  of  the 
Ohio  River  and  east  of  the  Mississippi  River,  do  they  not?  They  are 
all  in  that  territory. 

Mr.  Shriver.  North  of  the  Ohio  River  and  east  of  the  Mississippi, 
excepting  the  Chesapeake  &  Ohio  and  the  Norfolk  &  Western,  which 
are  below  the  Ohio  River  line,  but  they  are  still  considered  in  this 
group. 
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Senator  Watson.  Now,  aside  from  Pittsburgh  and  that  territory, 
at  what  other  points  was  there  a  congestion  of  traffic  in  the  last 
year? 

Mr.  Shriyer.  The  congestion  of  traffic  affected  practically  all  of  the 
eastern  terminals — New  York,  Philadelphia,  Baltimore,  and  pretty 
much  all  over  these  roads.    As  a  matter  of  fact,  the  roads  in  the  East 

{generally  were  filled  with  more  cars  than  they  could  reasonably 
landle. 

Senator  Watson.  Now,  Mr.  Kruttschnitt  has  gone  into  the  proposi- 
tion as  to  how  that  was  handled  and  what  the  results  were,  and  all 
that.  It  is  not  necessary  to  go  into  that  I  would  like  to  ask  you 
this  general  question,  to  get  your  opinion.  After  the  War  Board 
began  to  operate  and  have  charge,  can  you  give  any  estimate  of  the 
traffic  that  the  roads  failed  to  handle? 

Mr.  Shriver.  Since  the  control  was  taken  over,  you  mean,  Decem- 
ber 31  ? 

Senator  Watson.  No;  while  the  Railway  War  Board  was  operat- 
ing. They  did  not  handle  all  the  freight;  the  roads  were  not  han- 
dling all  of  the  freight  under  their  management? 

Mr.  Shriver.  No. 

Senator  Watson.  Now,  can  you  tell  what  percentage  of  the  traffic 
they  failed  to  handle  in  that  time? 

Mr.  Shriver.  I  would  hardly  say  that  the  War  Board  failed  to 
do  it. 

Senator  Watson.  Well,  the  roads  did  not  do  it  under  their  man- 
agement? 

Mr.  Shriver.  The  roads  did  not  handle  anything  near — and  I  am 
.speaking  of  those  roads  that  I  am  more  familiar  with — anything 
near  the  offering  of  coal  tonnage,  for  instance,  and  other  commodi- 
ties in  this  territory.  We  have  not  been  able  to  handle  anything  like 
the  quantity  of  traffic  which  the  shippers  wanted  to  give  us. 

Senator  Watson.  Was  that  largely  coal  or  was  it  munitions,  or 
what  did  that  traffic  consist  of  that  you  could  not  handle  ? 

Mr.  Shriver.  Well,  it  was  some  of  all  traffic,  but  coal  was  one  of 
the  particular  items,  although  there  was  more  coal  handled,  I  think, 
in  this  period  than  in  the  previous  year,  and  more  business  altogether 
handled  than  in  the  previous  year;  the  roads  did  not  take  care  of 
all  the  business  all  of  the  people  wanted  to  ship.  Speaking  of  the 
munitions  and  other  war  material,  that  was  the  character  of  traffic 
which  was  preferred — given  preference  orders — and,  of  course,  to  the 
extent  that  the  Government  called  for  preference  and  Government 
business  had  preference  it  reduced  the  facilities  the  general  public 
could  command. 

Senator  Watson.  How  much  did  these  38  roads  handle  in  actual 
tonnage  after  the  War  Board  took  charge  than  they  handled  before? 

Mr.  Shriver.  I  could  not  give  you  that  fact. 

Senator  Watson.  Mr.  Kruttschnitt  stated  that  he  was  not  familiar 
with  the  eastern  road  situation  at  all,  and  therefore  could  give  no 
information  on  that  point,  and  we  did  not  know  but  that  you  might 
be  able  to  do  it. 

Mr.  Shriver.  I  think  we  can  get  you  a  figure. 

The  Chairman.  Mr.  Shriver,  I  want  to  ask  you  this  question:  You 
are  representing  that  particular  division  of  the  railroads  where  this 
congestion  was  greatest.    Did  the  congestion  interfere  with  the  maxi- 
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mum  business  that  you  might  have  done  ?  That  is,  did  not  the  con- 
gestion actually  subtract  from  the  business  that  you  might  have  done 
if  you  had  facilities  for  handling  it  at  the  terminals  ? 

Mr.  Shriver.  Undoubtedly.  The  minute  you  get  beyond  what  you 
can  dispose  of  currently  you  commence  to  lose  in  efficiency.  What 
happened  was  that  when  the  vessels  could  not  take  care  of  the  export 
freight  and  it  commenced  to  back  up  in  the  terminal  yards  at  the 
seaports,  you  commenced  to  hold  back  in  the  yards  all  along  the  line, 
and  that  took  up  the  tracks  which  would  ordinarily  be  available  for 
drilling  freight,  getting  ready  for  movement,  and  retarded  the  whole 
movement. 

The  Chairman.  So  that  your  roads  could  have  really  handled  more 
stuff  if  there  had  been  a  greater  mobilization  elsewhere  to  relieve 
the  congestion  there? 

Mr.  Shriver.  Undoubtedly.  As  a  matter  of  fact,  under  the  orders 
of  the  War  Board,  these  roads,  in  order  to  get  this  congestion  off 
their  hands,  gathered  up  vast  quantities  of  empty  cars  and  made 
special  runs  or  them  out  of  this  territory  in  order  to  relieve  the  situa- 
tion, although  in  some  instances  empty  cars  were  taken  right  away 
from  points  where  they  could  have  been  loaded  if  they  had  been  held 
for  the  traffic. 

The  Chairman.  Was  this  congestion  largely  due  to  the  orders 
of  the  Government,  ordering  munitions  to  certain  points,  either  for 
export,  or  for  completion  into  other  forms,  or  was  it  due  largely — or 
was  it  not  due  largely — to  the  fact  that  these  ports  were  the  habitual 
ports  for  emptying  and  clearance  for  the  bottoms  that  your  roads 
contributed  to? 

Mr.  Shriver.  The  business  was  undoubtedly  naturally  tending  to 
these  points,  but  there  was  more  business  tending  to  these  particular 
points  in  this  period  than  at  any  other  time,  and  the  traffic  was 
further  impeded,  I  think,  by  the  difficulties  that  the  railroads  experi- 
enced with  the  labor  situation.  That,  I  believe,  has  been  explained, 
and  I  won't  go  into  it  at  all  in  detail.  But,  for  instance,  our 
station  forces  were  turned  over,  and  over,  and  over  again.  The 
industries  generally  were  offering  and  paying  higher  wages  to  capa- 
ble men  than  our  rates  of  pay  in  that  kind  of  work,  and  there  was 
a  constant  turnover  of  those  men  which  brought  us  to  the  point 
where  we  had  to  do  a  great  deal  of  our  work  at  terminals  with  in- 
experienced men.  In  the  same  way,  in  the  machine  shops,  prob- 
ably 40  or  50  per  cent — there  has  been  an  actual  change  of  more  than 
40  or  50  per  cent — of  the  men,  and  there  has  been  several  hundred 
per  cent  of  changes  in  the  number  of  men. 

Senator  Robinson.  How  many  went  out  on  draft? 

Mr.  Shriver.  I  do  not  know. 

Senator  Robinson.  Were  there  a  considerable  number? 

Mr.  Shriver.  There  were,  yes.  We  have,  as  I  recall  it,  on  our 
service  flag  already  something  over  2,000  stars  representing  men  who 
have  gone  into  the  service  as  volunteers  or  through  draft — chiefly 
volunteers. 

Senator  Watson.  When  you  say  "  we  "  what  do  you  mean  ? 

Mr.  Shriver.  The  Baltimore  &  Ohio  Railroad. 

Senator  Robinson.  I  was  asking  you  about  the  88  roads. 

Mr.  Shriver.  No ;  I  do  not  know  the  aggregate  number  of  men. 
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Senator  Watson.  Did  any  one  of  the  38  roads  fail  to  obey  the 
orders  of  the  War  Board? 

Mr.  Shriver.  I  can  only  speak  for  one  road  in  that,  viz,  the 
Baltimore  &  Ohio,  and  as  far  as  we  were  physically  able  we  carried 
out  every  order  we  received. 

Senator  Watson.  Do  you  know  whether  or  not  the  others  did? 

Mr.  Shriver.  I  think  there  was  a  very  general  recognition  of  all 
the  orders  that  emanated  from  the  authorities — war  board  authori- 
ties. 

The  Chairman.  Mr.  Shriver,  what,  in  your  opinion,  would  have 
been  the  effect  if  the  railroads  had  the  power  to  have  routed  this 
freight  at  their  pleasure  and  to  have  interchanged  freight — pooled 
their  earnings  upon  this  congestion  ? 

Mr.  Shriver.  Well,  probably  if  they  had  the  right  to  pool  the  busi- 
ness and  pool  the  earnings — that  is,  if  you  could  feel  that  you  could 
have  given  up  business  without  losing  the  benefit^  there  might  have 
been  an  earlier  response  to  the  situation.  I  think,  so  far  as  the 
orders  were  concerned,  after  the  war  board  took  charge  that  we  did 
the  business  practically  as  we  would  have  if  we  had  pooled  it,  so  far 
as  it  was  practicable  to  do  it.  That  is,  we  handled  the  business  on 
every  order  regardless  of  whether  we  got  the  earnings  or  not.  I  can 
give  a  single  instance  of  that.  We  have  a  road  running  from  Cincin- 
nati to  Toledo  and  intersected  at  a  point  by  our  line  which  goes  to 
Chicago.  Now,  we  were  handling  business  from  Kentucky  over  this 
line,  Cincinnati  to  Deshler,  and  then  over  200  miles  of  low-grade  line 
to  the  terminals  at  Chicago.  When  the  demand  came  for  a  greater 
supply  of  coal  to  the  Lakes,  the  war  board  suggested  that  we  ought 
to  go  out  of  the  Chicago  business — that  is,  surrender  this  profitable 
business  that  was  going  to  Chicago  and  take  more  business  to 
Toledo,  which  was  a  shorter  haul  and  gave  us  much  less  revenue. 
We  immediately  retired  from  the  Cnicago  business  and  that 
business  went  to  other  roads  and  we  lost  the  revenue.  Now,  if  we 
had  had  a  pooling  arrangement  of  revenue  we  would  probably  have 
said  to  our  neighbor,  "  We  have  to  give  up  this  business  giving  us 
this  revenue,  and  we  will  turn  it  over  to  you  if  you  will  prorate  some 
of  these  earnings  with  us,"  but  in  this  case  our  earnings  in  that  period 
suffered  from  the  fact  that  we  voluntarily  complied  with  the  sugges- 
tion, which  clearly  resulted  in  a  greater  amount  of  coal  tonnage  tend- 
ing to  the  Northwest,  and  this  line's  terminal  at  Toledo,  I  think, 
was  the  one  terminal  on  the  Lakes  that  had  a  very  marked  increase  of 
tonnage  dumped  during  the  season  over  any  previous  year. 

The  Chairman.  Your  opinion  is  that  if  there  had  been  a  suspen- 
sion of  the  restrictive  laws  under  which  the  railroads  were  operating 
that  it  would  have  gone  far  toward  relieving  the  condition  that  ob- 
tained, and  that  led  to  this  Government  control  ? 

Mr.  Shriver.  I  think  it  would  have  suggested  more  promptly 
and  quickly  to  the  railroad  management  to  get  together  and  see  how 
this  traffic  could  be  moved  more  quickly. 

The  Chairman.  But  it  would  have  been  necessary  to  have  sus- 
pended the  operation  of  the  restrictive  law  that  was  thrown  around 
jou  in  order  to  accomplish  the  fullest  mobilization  and  handling. 

Mr.  Shriver.  I  think  that  is  so. 
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Senator  Robinson.  Would  you  care  to  say  whether  or  not  in  your 
opinion  the  condition  of  the  traffic  in  the  East,  referring  particu- 
larly to  the  38  railroads  you  have  testified  about,  is  improving  ? 

Mr.  Shriver.  At  the  present  time? 

Senator  Watson.  Yes,  sir, 

Mr.  Shriver.  I  doubt  very  much  if  it  is  improving  much,  because 
we  have  had  a  spell  of  the  most  severe  weather  that  we  have  ever 
experienced,  so  far  as  I  know,  in  this  whole  eastern  territory,  particu- 
larly along  the  line  of  the  Ohio  River,  places  where  ordinarily  you 
will  get  no  lower  temperature  than,  say,  20°  above ;  and  for  a  week 
past  and  for  a  great  deal  of  the  period  since  December  1  has 
been  running  4°,  5°,  and  down  to  12°  below  zero.  For  instance, 
at  points  like  Cincinnati  and  Dayton,  where  they  ordinarily  are  not 
prepared  for  severe  winter  weather,  the  engines  froze  up  in  the 
roundhouse,  and  there  has  been  a  great  deal  of  that.  Now,  when 
those  engines  freeze  up  it  takes  longer  to  get  them  shaped  up  again 
for  service.  If  I  may  put  it  this  way,  ordinarily  we  may  have  five 
days  of  very  severe  winter  weather,  that  suspends  things  for  a  few 
days,  but  these  difficulties  can  be  overcome  in  another  week.  This 
winter  we  have  had  30  or  40  days  of  continuously  severe  weather, 
and  it  will  take  time  to  overcome  the  effects  because  we  can  not  make 
repairs  as  quickly  as  we  could  before,  and  the  number  of  engines  out 
of  service  is  greater. 

Senator  Watson.  When  did  this  condition  of  congestion  of  traffic 
first  manifest  itself  in  your  territory? 

Mr.  Shriver.  I  think  the  congestion  commenced  in  the  fall  of 
1916. 

Senator  Watson.  Has  it  existed  continually  since? 

Mr.  Shriver.  It  has  been  growing  gradually  worse  since  that  time. 
It  was  better  last  September,  and  would  have  been,  I  think,  very 
much  improved — that  is,  I  think  we  would  have  gotten  on  top  of  the 
proposition  and  had  a  good  deal  better  movement  this  winter  had 
we  not  had  this  entire  month  of  December  with  severe  weather.  That 
is,  things  were  getting  in  position  where  there  was  a  better  response 
and  movement. 

Senator  Watson.  Was  there,  in  your  opinion,  a  marked  improve- 
ment when  the  so-called  war  board  came  into  existence  and  began  to 
exercise  authority? 

Mr.  Shriver.  I  can  only  express  a  personal  opinion  on  that  from 
what  I  have  seen.  I  would  say  that  the  suggestions  emanating  from 
the  war  board  greatly  facilitated  traffic;  I  know  it  facilitated  the 
business  on  our  road  very  much.  Of  course,  some  of  it  was  expensive. 
We  picked  up  cars  in  Baltimore  and  made  up  solid  trainloads  to  St. 
Louis,  which  is  a  very  unusual  thing. 

Senator  Watson.  Empties? 

Mr.  Shriver.  Empties;  yes,  sir;  and  delayed  traffic  which  wanted 
to  go;  but  we  could  not  hold  the  empties  for  it;  then  we  had  a  situa- 
tion at  Pittsburgh  which  was  the  most  congested  territory  the  Balti- 
more &  Ohio  had,  of  a  very  heavy  grade  to  get  out  of  Pittsburgh 
west,  and  under  the  war  board's  suggestion  the  Pittsburgh  &  Lake 
Erie  road  permitted  us  to  use  their  tracks  between  Pittsburgh  and 
New  Castle,  that  put  our  business  on  a  low-grade  r/oad  and  enaoled  us 
to  get  more  business  through  that  congested  territory  than  we  other- 
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wise  could  possibly  have  done.  It  probably  would  ruot  have  occurred 
to  the  Pittsburgh  &  Lake  Erie  to  have  let  us  on  their  tracks  at  the 
ordinary  train-mile  basis  except  under  extraordinary  conditions.  We 
might  have  worked  it  out  with  them,  but,  as  a  matter  pf  fact,  the  sug- 
gestion emanated  from  the  war  board  and  was  promptly  acquiesced 
in,  and  that  is  simply  one  of  probably  hundreds  of  instances  which 
worked  to  general  advantage. 

Senator  Watson.  Will  Government  control  assist  in  the  matter  of 
the  labor  problem  ? 

Mr.  Shriver.  That,  I  think,  is  a  question  for  the  future,  Senator. 

Senator  Watson.  You  do  not  think  you  could  express  an  opinion 
concerning  that? 

Mr.  Shriver.  I  would  not  care  to. 

Senator  Watson.  That  is  one  of  the  difficulties  that  has  contributed 
to  the  congestion,  has  it  not — the  less  efficient  labor  and  supplement- 
ing it  with  new  and  inexperienced  labor? 

Mr.  Shriver.  Yes;  and  then,  again,  that  labor — even  that  new 
labor  did  not  stay.    It  turned  over  and  over  again. 

Senator  Watson.  That  is  still  going  on,  I  suppose. 

Mr.  Shriver.  That  is  still  going  on,  although  to  not  quite  so  great 
an  extent  as  some  time  ago,  largely,  I  think,  because  efforts  have  been 
made  to  further  adjust  rates  of  pay.  For  instance,  on  the  Baltimore 
&  Ohio  Railrpad  we  have  increased  our  wages  to  machinists,  as  I 
recollect,  over  26  per  cent  since  last  spring.  That  is,  since  last  March 
our  increases  have  been  almost  constant  for  some  class  of  mechanical 
labor,  and  the  aggregate  basis  on  the  September  pay  roll,  as  I  recol- 
lect it,  was  about  26  per  cent  increase  for  that  class  of  labor  compared 
with  the  previous  year.  We  have  also  only  within  the  last  few  weeks 
increased  our  rates  of  pay  to  all  of  our  clerical  force.  We  have  just 
had  increased,  by  arbitration,  all  of  our  telegraphers.  That  increase 
in  effect  is  about  20  per  cent.  Many  of  these  increases  have  occurred 
since  the  closing  of  the  rate  case  and  are  in  addition  to  the  large 
amount  then  shown. 

Senator  Watson.  Will  it  be  possible  to  secure  the  necessary  addi- 
tional cars  and  locomotives  and  other  equipment  required  to  take  care 
of  the  traffic  in  this  eastern  territory  you  have  been  speaking  about? 

Mr.  Shriver.  The  Baltimore  &  Ohio  has  been  pretty  active  in  try- 
ing to  get  the  equipment  that  it  had  under  contract  and  which  is  yet 
to  be  delivered,  and  we  have  been  able  within  the  last  60  days  to  get 
a  good  deal  of  this  equipment,  and  we  understand  that  the  builders 
will  be  able  to  complete  that  shortly.  I  understand  there  is  a  prospect 
that  the  builders  generally  can  commence  to  fill  orders  of  American 
roads. 

Senator  Watson.  Well,  Government  control  would  facilitate  that, 
would  it  not?  If  the  Government  exercised  its  authority  toward 
securing  more  rolling  stock,  it  would  assist  in  that,  would  it  not? 

Mr.  Shriver.  I  do  not  know  that  that  is  the  particular  situation. 
We  have  not  received  the  equipment,  not  because  of  Government  or- 
ders or  lack  of  orders  in  the  past,  but  because  of  the  general  sugges- 
tion of  the  authorities  and  willingness  of  the  railway  executives  that 
their  orders  for  equipment  be  set  back  under  the  general  belief  that 
it  was  better  that  equipment  be  first  supplied  to  France  and  Russia* 

Senator  Watson.  But  necessarily  the  Government  would  have  to 
determine  that  if  controversy  arose  about  it.    The  individual  railroads 
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could  not  do  it,  and  probably  the  War  Board  itself  could  not  do  it. 
In  other  words,  if  a  conflict  arose  as  to  whether  locomotives  should 
be  furnished  to  France  or  whether  they  should  be  furnished  to  the 
railroads  in  this  country  to  carry  traffic  here,  it  would  involve  in  a 
measure  a  governmental  action  to  determine  that. 

Mr.  Shriver.  I  think  that  same  matter  could  have  been  determined 
as  effectively  had  the  railroads  been  operated  as  they  were,  and  if 
conditions  came  about  where  it  was  clearly  necessary  that  the  rail- 
roads in  this  country  should  have  equipment  in  a  conference  between 
the  railway  managers,  the  builders,  and  governmental  authorities  a 
satisfactory  conclusion  could  be  reached. 

Senator  Watson.  You  think  it  could  have  been  just  as  well  done 
under  proper  management  ? 

Mr.  Shriver.  I  think  so. 

Senator  Watson.  I  do  not  think  so.  I  think  that  is  one  situation 
that  adjusts  itself  to  governmental  control. 

Mr.  Shriver.  Of  course,  the  Government  to-day  could  either  order 
the  locomotive  builders  to  make  those  locomotives  for  America  or  for 
France. 

Senator  Watson.  The  Government  authority  would  be  more  likely 
to  be  appreciative  of  the  necessity  of  the  railroads  if  its  representa- 
tives were  familiar  with  the  conditions.  In  any  event,  I  wanted  to 
ask  your  opinion  about  that. 

The  Chairman.  What  in  your  opinion  would  be  the  necessity  for 
increasing  motive  power  and  rolling  stock  in  these  congested  centers, 
if  a  complete  or  an  approximately  complete  distribution  of  this 
freight  to  other  ports  and  to  other  terminals  could  be  made?  What 
is  your  opinion  of  the  capacity  of  American  roads  to  take  care  of 
the  freight  that  is  offered  if  under  one  management  they  could  de- 
flect freight  wherever  it  was  most  convenient  to  handle  it? 

Mr.  Shriver.  Well,  the  business,  if  it  were  generally  distributed 
over  the  whole  country  the  way  it  ordinarily  is,  the  railroads  could 
probably  do  a  great  deal  more  business,  whether  they  were  under 
Government  control  or  under  private  control,  because  at  the  present 
time  all  of  the  railroads  are  not  utilized  to  the  same  degree,  although 
they  are  all  very  busy.  I  do  not  think  the  question  of  unified  control 
would  change  the  ports  at  which  this  business  is  to  be  done.  That 
is  already  a  matter  of  control  by  the  shipping  authorities.  For  in- 
stance, whether  they  would  take  the  additional  time  to  send  vessels 
to  Galveston  and  let  the  north  and  south  roads  be  utilized  to  a 
greater  extent  and  thus  relieve  this  eastern  district,  but  the  general 
proposition  has  been  heretofore  that  the  saving  of  time  of  the  vessels 
was  so  important  that  they  must  be  loaded  in  these  eastern  terminals 
if  they  could  be. 

The  Chairman.  Is  it  your  opinion  that  the  Government  could  de- 
flect these  vessels  to  these  different  ports  better  or  would  be  more 
effectual  in  routing  them  to  other  ports  more  than  private  control. 

Mr.  Shriver.  Well,  I  do  not  know  just  who  controls  the  movement 
of  that  shipping.  I  take  it,  it  is  under  the  control  of  a  general  board 
which  is  trying  to  get  the  shipping  to  the  point  where  it  will  do  the 
greatest  possible  service. 

Senator  Underwood.  As  a  matter  of  fact,  the  Government  has 
already  directed  a  movement  of  freight  to  southern  ports  to  relieve 
this  congested  condition. 
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Mr.  Shriver.  They  have  deflected  a  good  deal  of  business  in  that 
way  in  recent  months. 

Senator  Watson.  When  the  engines  were  sent  to  France,  and  cars, 
and  also  to  Russia,  was  not  that  done  by  direct  order  of  the  Gov- 
ernment ? 

Mr.  Shriver.  I  think  it  was  a  matter  of  understanding  and  prac- 
tical agreement  between  the  governmental  authorities  and  the  rail- 
road managers  and  the  locomotive  and  car  builders. 

Senator  Watson.  But  the  original  request  came  from  the  Govern- 
ment, stating  that  they  wanted  so  many  engines  and  cars  for  France 
and  Russia. 

Mr.  Shriver.  Undoubtedly. 

Senator  Watson.  So  that  after  all  it  really  was  a  governmental 
proposition  ? 

Mr.  Shriver.  Undoubtedly. 

Senator  Townsend.  Mr.  Shriver,  relative  to  labor,  as  I  under- 
stand it,  the  roads  now — the  officers — operating  and  managing  officers 
,  are  in  control,  the  same  as  they  were  before  the  Government  took 
them  over,  very  largely '( 

Mr.  Shriver.  Well,  so  far  we  feel  that  we  are. 

Senator  Townsend.  You  are  in  it? 

Mr.  Shriver.  We  are  in  control  directly.  Of  course,  we  must  be 
subject  to  whatever  directions  we  may  receive  from  the  Director  Gen- 
eral ;  but  I  do  not  know  that  he  has  given  any  suggestions  other  than 
to  continue  as  you  are. 

Senator  Townsend.  Do  you  feel  at  liberty  to  raises  the  wages  of 
your  employees  ? 

Mr.  Shriver.  I  think  we  might  in  instances  to  retain  a  capable 
man  here  and  there.  If  it  came  to  a  question  of  increasing  any 
large  body  of  our  labor  and  involved  a  considerable  amount,  I  think 
we  woula  not  want  to  do  that  until  we  had  conferred  with  the 
Director  General. 

Senator  Townsend.  So  that  that  matter  you  regard  as  belonging 
to  the  Government? 

Mr.  Shriver.  I  think  we  would  not  want  to  act  unless  we  had  had 
some  conversation  about  that  matter — that  is,  where  it  involved  a 
large  sum  of  money  and  added  to  the  expense  of  the  Government's 
operations. 

Senator  Townsend.  So  that  if  a  petition  should  come  to  you 
signed  by  any  large  body  of  your  employees -asking  for  an  increase 
in  wages,  vou  would  probably  answer  them  by  referring  them  to  the 
Director  General? 

Mr.  Shriver.  Well,  I  am  not  the  operating  officer,  and,  therefore, 
I  can  not  quite  speak  as  to  how  that  might  be  handled;  but  I  do 
not  think  we  would  make  that  reference.  I  think  we  would  listen 
to  the  petition,  consider  it,  and  if  we  had  opportunity  go  into  the 
merits  of  it  and  try  to  get  posted  as  to  the  situation,  and  then  prob- 
ably confer  with  the  Director  General  regarding  the  situation  we 
found  ourselves  in. 

Senator  Pomerene.  In  other  words,  the  buck  would  be  passed? 

Senator  Townsend.  Yes;  I  imagine  that  is  what  would  happen. 

The  Chairman.  Are  there  any  further  questions? 

Senator  Cummins.  In  the  course  of  your  examination  you  have 
given  the  net  corporate  income  as  distinguished   from  the  "net 
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operating  income."  What  do  the  words  "net  operating  income" 
mean  as  used  in  railway  parlance  or  in  the  custom  of  the  Interstate 
Commerce  Commission? 

Mr.  Shriver.  I  think  "net  operating  income,"  as  we  now  under- 
stand it  and  as  it  is  referred  to  in  my  statement,  had  not  reached  a 
definite  place  in  accounting  until  we  commenced  to  prepare  our  data 
for  the  rate  case,  although  railroad  accounting  statistics  generally 
had  made  toward  the  same  results ;  but  in  the  1913  case  we  tried  to 
allocate  the  exact  earnings  and  expenditures  incident  to  the  operation 
of  the  particular  transportation  properties  and  so  get  the  net  results 
of  operating  all  strictly  transportation  facilities.  After  debiting  or 
crediting  hire  of  equipment,  joint  facilities,  etc,  we  get  the  "net 
railway  operating  income,"  which  is  the  product  of  the  operations 
of  the  railroad  property.  If  you  have  other  investments  m  bonds 
or  stocks  or  outside  investments  of  any  kind,  the  net  income  from 
such  investments  is  added  to  the  railway  operating  income  and  be- 
comes the  "  net  corporate  income  "  or  the  total  fund  available  for  the 
purposes  of  the  corporation;  that  is,  for  rentals,  interest,  and  divi- 
dends; after  these  deductions  there  remains  the  "surplus"  against 
which  there  might  be  various  charges. 

Senator  Cummins.  Now,  the  table  that  you  have  presented  shows 
that  for  the  year  1917 — I  take  it  it  is  the  fiscal  year — the  net  operat- 
ing income  of  the  38  roads  or  systems  was  $406,461,566.  What  was 
the  net  corporate  income  of  those  roads  for  the  same  year? 

Senator  Kellogg.  Which  year  was  that,  Senator? 

Senator  Cummins.  1917. 

Mr.  Shriver.  The  net  corporate  income — that  is,  the  gross  cor- 
porate income  after  they  added  the  income  from  other  sources — gave 
a  total  revenue  for  that  year  of  $458,000,000,  and  after  deducting  the 
interest  charges  of  $204,000,000  it  left  a  balance  of  "  net  corporate 
income,"  which  is  the  fund  available  for  capital,  of  $253,000,000. 

Senator  Cummins.  What  was  the  payment  of  interest  upon 
bonded  and  unbonded  debt  for  that  year,  so  that  we  may  have  the 
corporate  income  on  the  same  basis  that  we  have  the  operating 
income? 

Mr.  Shriver.  That  would  be  a  deduction  of  $253,802,000. 

Senator  Cummins.  Would  you  be  kind  enough  to  add  those  two 
things  together  and  the  record  will  show  what  your  corporate  income 
was,  or  corporate  incomes  that  could  have  been  used,  either  for 
interest,  dividends,  or  put  into  property  ? 

Mr.  Shriver.  $458,254,000  available  for  all  those  purposes. 

Senator  Cummins.  That  is  an  addition  of  $52,000,000,  substantially 
to  the  net  railway  operating  income? 

Senator  Kellogg.  I  did  not  understand  that — $52,000,000,  did  you 
say? 

Senator  Cummins.  I  am  trying  to  find  out  how  much  money 
these  railroads  had  at  the  end  of  the  year. 

Mr.  Shriver.  Now,  if  I  may  state  it,  the  "  net  operating  income," 
which  was  realized  from  operations  of  the  railroads,  was  $406,461,000, 
in  round  figures.  The  other  income  was  $51,792,000,  making  a  total 
income  of  $458,254,000.  Now,  that  is  the  sum  which  is  applicable 
to  rentals,  interest,  and  other  items. 

Senator  Cummins.  From  the  latter  sum  these  roads  had  to  pay 
the  interest  upon  their  obligations,  which  you  have  already  given, 
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and  the  difference  might  have  been  available  for  dividends  on  stock, 
or  surplus,  whatever  they  cared  to  use  it  for, 

Mr.   Shriver.  That  is  correct. 

Senator  Cummins.  In  your  work  for  the  Baltimore  &  Ohio  Rail- 
road, have  you  made  yourself  familiar  with  what  has  been  done  by 
the  Valuations  Committee  or  Bureau  of  the  Interstate  Commerce 
Commission. 

Mr.  Shriver.  You  mean  as  to  the  proceedings  on  valuations? 

Senator  Cummins.  Yes. 

Mr.  Shriver.  I  only  know  generally  of  what  they  are  intending 
to  do. 

Senator  Cummins.  It  is  true,  is  it  not,  that  the  law  under  which 
the  commission  is  operating  requires  the  commission  to  find  two 
things,  among  others,  the  cost  of  reproduction,  the  cost  of  reproduc- 
tion with  depreciation  and  the  investment — what  you  call  here  the 
investment  account? 

Mr.  Shriver.  The  investment  account? 

Senator  Cummins.  As  I  understand  it,  this  bureau  or  committee 
has  ascertained  those  items  with  reference  to  four  or  five  railroads? 

Mr.  Shriver.  I  understand  that  they  have.  Well,  I  know  that 
they  have  as  to  several  of  the  smaller  roads. 

Senator  Cummins.  Can  you  give  us  at  this  time  the  amount  which 
the  investment  account  or  book  value  is  greater  in  either  of  the 
roads  examined  than  the  cost  of  reproduction,  or  the  cost  of  repro- 
duction with  depreciation? 

Mr.  Shriver.  The  roads  that  have  been  so  far  tentatively  valued— 
I  think  the  commission  simply  suggested  a  tentative  valuation — are 
not  in  the  eastern  territory  that  I  have  referred  to,  and  I  am  not 
familiar  with  the  details  of  these  tentative  valuations,  although  it  is 
a  matter  of  record,  of  course,  I  believe  that  the  Chicago  &  Eastern 
Illinois  has  been  tentatively  valued,  and  in  that  case,  as  I  recall  it, 
the  property  investment  was  found  to  be  very  much  greater  than  the 
capital. 

Senator  Cummins.  That  is  true  of  all  of  the  roads  that  have  been 
examined  so  far,  is  it,  that  the  property  investment  account  is  very 
much  greater  than  the  cost  of  reproduction? 

Mr.  Shriver.  I  beg  your  pardon.  If  I  made  that  statement,  that 
is  not  what  I  intended  to  imply  with  reference  to  that  particular 
road.  In  that  case,  the  property,  not  the  property  investment,  but 
the  property  was  found  to  be  of  greater  value  than  the  capital. 

Senator  Cummins.  Well,  the  cost  of  reproduction,  with  deprecia- 
tion. 

Mr.  Shriver.  The  cost  of  reproduction  with  depreciation  even  was 
greater. 

Senator  Cummins.  You  have  not  the  reports  of  the  committee  or 
bureau  before  you. 

Mr.  Shriver.  No  ;  the  findings  in  the  valuation,  no ;  I  have  not 

Senator  Cummins.  And  the  figures  that  you  have  given  us  with 
regard  to  the  rate  of  return  of  these  several  systems,  are  based  upon 
the  assumption  that  the  property  that  has  been  taken  over  by  the 
Government  is  worth  the  book  value  of  the  investment  account. 

Mr.  Shriver.  I  do  not  intend — did  not  intend  to  make  any  assump- 
tion at  all  as  to  the  actual  value  of  these  properties. 

Senator  Cummins.  You  did  not? 


GOVERNMENT  CONTROL  AND  OPERATION  OF  RAILROADS.       355 

Mr.  Shriver.  No  ;  and  the  returns  are  shown  relatively.  That  is,  I 
don't  think  it  makes — for  the  purposes  of  the  discussion — it  makes  any 
difference  whether  the  exact  property  value,  real  value,  was  more 
or  less  than  the  figure  here  given  as  "  Property  Investment." 

Senator  Cummins.  Well,,  if  it  should  happen  that  the  property 
which  is  represented  on  the  books  of  these  several  system,  and  which 
at  the  close  of  the  year  1917  was  $7,226,424,426,  was  in  fact  worth 
$2,000,000,000  less  than  that,  the  rate  of  return  would  be  very  much 
greater,  of  course. 

Mr.  Shriver.  If  you  were  to  eliminate  that,  of  course,  the  percent- 
age return  would  be  greater  but  it  would  simply  mean  that  this  rail- 
road capital  had  been  getting  a  higher  return,  but  it  would  not 
mean  anything  with  respect  to  the  future  allowance  based  on  past 
earnings. 

Senator  Cummins.  I  am  not,  of  course,  even  suggesting  what  the 
return  should  be ;  but  in  order  to  make  this  table  of  value  to  us,  or  of 
great  value  to  us,  we  must  assume  that  the  property  which  has  been 
taken  over  by  the  Government  is  worth  the  sum  of  money  which  you 
fix  in  the  table. 

Mr.  Shriver.  I  did  not  understand  that  the  suggestion  of  compen- 
sation was  based  at  all  with  respect  to  the  values,  but  simply  based 
with  respect  to  the  relative  earnings  at  a  certain  period. 

Senator  Cummins.  Your  purpose,  of  course — I  andt>  not  depreciat- 
ing it  at  all,  because  it  is  a  very  worthy  purpose  in  coming  before  the 
committee — is  to  show  us  that  the  rate  of  return  proposed  in  the 
bill  and  by  the  President  is  5.33  per  cent. 

Mr.  Shriver.  On  this  particular  basis. 

Senator  Cummins.  And,  of  course,  that  must  be  bottomed  upon  the 
hypothesis  that  your  property  is  worth  $7,226,424,426. 

Mr.  Shriver.  Personally,  I  believe  that  when  we  get  down  to  a 
valuation  we  would  find  that  that  was  not  much  out  of  the  way,  but 
that  is  simply  an  opinion.  But  even  so,  these  properties  through  their 
history  and  at  this  date  had  a  certain  earning  value.  Now,  whether 
you  call  that  six  fifty-four  upon  the  investment  or  as  we  find  it,  five 
thirty-three,  I  do  not  see  as  it  would  affect  any  relative  difference, 
excepting  this,  that  the  property  added  in  this  period,  up  to  De- 
cember 31,  1917,  is  actually  an  addition  of  dollars  and  cents  in 
property. 

Senator  Cummins.  It  does  not  make  a  particle  of  difference,  of 
course,  with  regard  to  the  amount.  It  does  not  affect  the  amount 
which  the  Government  proposes  to  guarantee  in  this  bill,  but  it 
affects  very  greatly  the  rate  which  that  guaranty  will  pay  upon  any 
given  value  of  property.  That  is,  you  have  just  said  it  the  property 
were  worth  $9,000,000,000,  the  rate  would  be  very  much  less.  If  it 
were  worth  $1,000,000,000,  the  rate  would  be  very  much  more — the 
rate  of  return  that  this  guaranty  will  give. 

Mr.  Shriver.  That  is  so ;  but  I  have  here,  if  you  will  be  interested, 
a  compilation  showing  the  exact  return  which  this  capital  would  have. 

Senator  Cummins.  Let  me  ask  you  another  question.  I  assume  you 
are  not  familiar  with  the  capitalization  of  all  of  these  38  systems? 

Mr.  Shriver.  Not  at  all. 

Senator  Cummins.  Probably  you  have  not  been  called  upon  to  look 
into  that  subject,  but  permit  me  to  ask  you  what  is  the  capitalization 
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of  the  Baltimore  &  Ohio  Railroad,  divided,  of  course,  into  its  obliga- 
tions, its  common  stock  and  its  preferred  stock? 

Mr.  Shriver.  The  stock  outstanding  in  the  hands  of  the  public 
totals  $151,940,000  common  stock;  preferred  stock,  $58,863,181,  or  a 
total  capital  stock  of  $210,808,775.  That  is  the  outstanding  capital 
The  total  funded  debt  as  of  December  31,  1916 — the  total  funded 
debt,  direct  obligations  and  assumed  obligations,  $422,408,123,  or  a 
total  of  capital  obligations  of  $633,216,898. 

Senator  Cummins.  That  does  not  include  any  short  time  obliga- 
tions? 

Mr.  Shriver.  That  does  not  include — well,  it  includes  all  the  short 
time  paper  that  was  out  at  that  time,  but  that  has  been  increased 
during  this  year  by  the  expenditures  that  I  have  referred  to. 

Senator  Cummins.  How  much  more  is  that  than  the  investment  ac- 
count at  the  same  time? 

Senator  McLean.  The  investment  is  $567,845,511  in  1917. 

Senator  Cummins.  Your  investment  account  as  shown  By  this 
table? 

Mr.  Shriver.  The  total  investment  in  railroad  property — not  the 
total  of  all  investment,  but  the  investment  in  the  railroad  property— 
that  is,  in  this  particular  railroad  property — is  $559,609,920. 

Senator  Cummins.  Now,  what  is  the  investment  account  or  value 
of  the  remainder  of  the  property  represented  by  this  capitalization! 

Mr.  Shriver.  That  is  the  difference  between  the  $559,000,000  and 
the — I  think  I  would  have  to  go  back  to  the  total  obligations  of  the 
company — that  is,  the  total  footings  of  the  balance  sheets,  which  are 
$712,577,000. 

Senator  Cummins.  Are  you  speaking  now  of  investment  account! 

Mr.  Shriver.  Of  all  accounts.  That  is,  $712,557,000  represent  the 
total  of  the  account  of  the  assets  of  the  road.  The  total  assets  are 
$712,000,000.  The  railroad  property  investment,  as  I  have  stated  in 
this,  is  $559,964,553. 

Senator  Cummins.  That  is  the  operating  investment 

Mr.  Shriver.  That  is  the  railroad  investment,  leaving  $152,612,992 
as  their  investment. 

Senator  Cummins.  Now,  the  capital  stock  that  you  have  mentioned 
represents  all  of  this  property  ? 

Mr.  Shriver.  All  of  the  property,  yes. 

Senator  Cummins.  What  is  the  difference,  then,  between  your 
capitalization  and  the  investment  account  of  all  your  property? 

Mr.  Shriver.  Roughly,  $79,000,000. 

Mr.  Thom.  Which  is  the  greater? 

Senator  Cummins.  Now,  you  do  not  understand,  do  you,  that  the 
Government  is  taking  over  anything  but  your  operating  property? 

Mr.  Shriver.  I  assume  that  the  suggestion  is  to  take  over  the  rail- 
road operating  property  only. 

Senator  Cummins.  Leaving,  of  course,  your  company  in  posses- 
sion  

Mr.  Shriver.  Of  handling  any  other  of  the  corporate  assets,  not 
included  in  the  $559,000,000,  except  an  asset  which  the  railroad  has 
and  which  at  least  for  the  present  is  being  used  by  the  Government, 
covering  the  materials  and  working  balances.  For  instance, 
$25,000,000  of  that  $79,000,000  is  represented  in  cash  invested  in 
materials  on  hand,  held  in  the  storehouse,  and  cash  balances  in  the 
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hands  of  agents,  and  in  the  turnover  of  the  pay  rolls,  and  working 
fund  generally.  In  other  words,  there  is  $25,000,000  of  cash  capital. 
That  item  stands  out  alone.  There  might  be  other  items  in  addition 
to  that,  which  would  be  added  to  the  $559,000,000,  making  a  total, 
say,  of  $584,000,000  of  property  and  capital,  which  at  least  for  the 
present  is  being  utilized  in  the  interests  of  Federal  operation. 

Senator  Cummins.  And  upon  the  basis  of  this  bill,  what  would 
be  the  guaranteed  income  to  your  company? 

Mr.  Shriver.  About  4£  per  cent,  roughly. 

Senator  Cummins.  I  mean  the  aggregate  amount? 

Mr.  Shriver.  Oh,  dollars  and  cents? 

Senator  Cummins.  Yes. 

Mr.  Shriver.  $26,024,000.  Oh,  I  beg  your  pardon ;  we  are  to  get 
the  average? 

Senator  Cummins.  You  have  taken  the  last  year. 

Mr.  Shriver.  I  have  taken  the  last  year.  We  would  get  $25,694,000 
as  our  guaranteed  income. 

Senator  Cummins.  Have  you  compared  that  guaranteed  income 
for  your  company  with  the  guaranteed  income  of  other  companies? 

Mr.  Shriver.  You  mean  as  to  whether  it  was  greater  or  less? 

Senator  Cummins.  Yes ;  I  mean  we  are  trying  to  find  out  how  this 
will  operate.  Now,  you  say  that  it  would  give  you  $25,000,000  and 
a  little  more,  compensation  for  property  which  upon  your  books  is 
worth  nearly  $600,000,000,  if  not  quite.  Now,  have  you  compared 
what  it  would  be  if  other  companies  were  on  the  same  basis  ? 

Mr.  Shriver.  That  is  comparable  here  (referring  to  Shriver  Ex- 
hibit B}  in  this  three-year  average.  The  Baltimore  &  Ohio  would 
get  on  its  property,  without  taking  into  account  the  $25,000,000  I 
have  referred  to  as  working  capital,  4.63  per  cent,  and  the  column  on 
this  statement  headed  "Rate  of  return,  three-year  average"  shows 
the  relative  returns  of  other  roads  to  their  property  investment. 

Senator  Cummins.  Now,  if  the  investment  account  does  show  the 
value  of  the  railway  property  really,  why  should  not  the  return 
upon  it  be  the  same  with  all  roads  ? 

Mr.  Shriver.  The  mere  fact  that  you  spent  a  dollar  in  one  place 
does  not  mean  it  will  be  as  productive  as  a  dollar  spent  somewhere 
else. 

Senator  Cummins.  That  is  what  we  are  taking  possession  of  the 
properties  for,  the  general  good  of  the  country,  and  if  there  is  a 
property  anywhere  in  which  there  has  been  invested  a  certain  sum 
of  money,  and  which  the  Government  finds  it  necessary  to  take  in 
order  to  carry  on  its  affairs,  why  should  we  not  pay  the  same  rate  of 
return  upon  that  property  that  we  pav  upon  anybody  else's  prop- 
erty? 

Mr.  Shriver.  Well,  I  think  it  might  be  a  very  good  thing  for  the 
railroads  if  that  were  done ;  but,  for  instance,  we  know  that  we  have 
certain  main  lines  that  are  productive  and  earn  very  much  more  than 
4.63  on  their  actual  cost,  but  we  have  certain  branch  lines  we  are 
required  to  operate,  although  they  do  not  even  return  their  operating 
expenses,  operating  perhaps  at  liO  per  cent  of  their  revenue.  Those 
roads  are  just  as  essential  to  the  communities  which  those  branch  lines 
serve  and  are  just  as  important  to  them,  and  the  money  went  in  to 
build  them  just  the  same,  but  they  are  not  productive  at  all  in  this 
item,  yet  the  railroad  company  has  to  carry  them.    If  we  could  get  an 
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equitable  rate  of  return  on  all  this  property  regardless  of  its  produc- 
tivity it  would  be  very  acceptable. 

Senator  Cummins.  That  accounting  of  the  comparison  between 
branch  lines  and  main  line — that  is  a  mere  matter  or  bookkeeping,  is 
it  not? 

Mr.  Shriver.  I  think  that  is  a  matter  of  fact. 

Senator  Cummins.  Well,  you  have  the  authority  if  you  own  the 
line  to  give  to  the  branch  line  any  proportion  of  the  through  earnings 
that  you  may  see  fit  to  apportion  to  it. 

Mr.  Shriver.  Well,  if  we  had  a  branch  line,  for  instance,  where  it 
was  doing  business,  contributing  $1  of  revenue  on  each  ton  of  freight; 
that  is,  if  the  entire  freight  was  a  dollar  it  would  hardly  be  a  fair 
proposition  to  allow  that  branch  line  a  full  dollar  and  haul  the 
traffic  over  to  the  balance  of  the  line  at  no  compensation. 

Senator  Cummins.  I  did  not  suggest  that.  It  is  with  you  to  make 
the  apportionment,  whatever  it  may  be.  You  make  the  apportion- 
ment. 

Mr.  Shriver.  Where  we  do  any  apportioning  between  lines  at  all 
we  endeavored  to  apportion  the  revenue  with  due  regard  to  the  haul 
over  the  lines  on  which  the  business  is  handled. 

Senator  Cummins.  Do  you  apportion  it  according  to  the  length 
of  the  haul  over  the  branch  line  and  the  main  line?  That  would 
bankrupt  every  branch  line  in  the  country,  would  it  not? 

Mr.  Shriver.  I  think  most  branch  lines  do  not  earn  operating  ex- 
penses. 

Senator  Cummins.  Now,  formerly,  you  know,  railroads  gave  the 
branch  lines  something  like  40  per  cent  of  the  earnings,  whether  orig- 
inating on  branch  lines  or  destined  to  the  branch  lines.  Some  20 
years  ago,  or  25,  they  cut  them  down  to  25  per  cent,  did  they  not, 
mainly 

Mr.  Shriver.  Where  we  apportion  between  branch  lines — and  the 
only  cases  in  which  we  do  it  are  where  there  is  some  outside  stock 
interest  in  it — those  apportionments  are  usually  made  on  the  cus- 
tomary basis ;  that  is  to  say,  division  based  on  50-mile  blocks,  or  some- 
thing of  that  kind.  It  would  be  an  equitable  division  of  the  earnings 
as  between  the  main  line  and  the  branch  line. 

Senator  Cummins.  If  you  owned  all  of  the  stock  of  the  branch  line, 
and  if  it  is  another  company  that  holds  the  title,  it  does  not  make 
any  difference  to  you  what  apportionment  you  make  ? 

Mr.  Shriver.  No;  it  does  not. 

Senator  Townsend.  You  did  not  quite  complete,  a  little  while  ago, 
an  answer  to  a  question  that  Senator  Cummins  asked  you  that  I  was 
interested  in.  I  understood  you  to  say  it  did  not  make  any  difference 
as  to  the  value  of  the  property — that  is,  whether  it  was  a  book  value 
or  a  stock  value,  or  any  other  value,  as  to  the  compensation  that  you 
received  ? 

Mr.  Shriver.  I  meant  under  the  bill.  I  don't  think  it  does,  be- 
cause you  start  with,  say,  1915  as  a  base  or  1914  as  a  base.  Now, 
whatever  the  property  was  at  that  time,  whether  it  be  six  billion  or 
seven  billion,  is  the  base.  Whatever  is  added  since  then  becomes  a 
factor,  and  it  is  important  to  know  whatever  increase  appears  since 
then  as  a  real  additional  investment ;  the  relative  return  would  only 
be  affected  by  actual  additions  of  new  investments  after  July  1, 
1914. 
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Senator  Townsend.  And  your  contention  is  that  you  are  entitled 
under  the  law  to  the  compensation  which  you  were  receiving  at  the 
time  the  Government  took  the  roads  over? 

Mr.  Shrtver.  I  think  it  would  be  a  fair  proposition  to  take  the  full, 
fair  earnings  of  the  property  at  the  test  period  and  apply  it  to  the 
property  at  the  time  the  Government  took  it  over. 

Senator  Underwood.  You  are  discussing  this  question  from  the 
standpoint  of  temporarily  taking,  are  you  not,  Mr.  Shriver? 

Mr.  Shriver.  Excuse  me,  Senator,  but  I  did  not  get  your  question. 

Senator  Underwood.  I  say  you  are  discussing  this  question  of 
compensation  from  the  viewpoint  of  a  temporary  taking  over? 

Mr.  Shriver.  That  has  been  my  thought  only. 

Senator  Underwood.  And  not  from  the  standpoint  of  a  permanent 
acquisition  by  the  Government? 

Mr.  Shriver.  Certainly  not. 

Senator  Underwood.  And  your  viewpoint  is  that  if  the  Govern- 
ment is  paying  a  rental  for  the  use  of  the  property  during  the  war, 
that  the  just  value  of  that  rental  should  be  commensurate  with  the 
earning  capacity  of  the  road  at  the  time  of  taking  ? 

Mr.  Shriver.  That  is,  it  should  have  a  relation  to  the  present  prop- 
ertv  and  have  a  relation  to  the  present  times. 

Senator  Underwood.  The  net  earning  capacity  at  the  present  time? 

Mr.  Shriver.  Yes;  when  its  business  is  at  a  maximum  and  when  it 
probably  will  continue  at  a  maximum.  As  far  as  we  can  see  there 
is  every  prospect  that  the  roads  will  be  called  upon  to  do  all  the 
business  they  possibly  can  in  the  next  year,  or  two  or  three. 

Senator  Underwood.  In  other  woras,  you  want  to  approximate  in 
an  agreement  with  the  President  what  probably  would  be  the  finding 
of  a  court  if  you  had  to  go  into  a  court  to  sue  for  it  ? 

Mr.  Shriver.  I  think  we  would  much  prefer  to  arrive  at  such  an 
understanding  amicably. 

Senator  Underwood.  I  say  what  you  are  seeking  is  to  have  the 
basis  of  compensation  for  agreement  with  the  President  adjusted  on 
the  same  lines  that  you  probably  would  receive  if  you  were  forced 
to  go  into  the  courts  to  sue. 

Mr.  Shriver.  I  think  that  is  right;  yes. 

Mr.  Thom.  Mr.  Chairman,  would  this  be  a  convenient  time  for  me 
to  get  in  this  information  that  I  want? 

Senator  Kellogg.  May  I  ask  one  question  there?  I  did  not  under- 
stand the  question  Senator  Cummins  asked  you,  but  as  near  as  I 
could  understand,  you  stated  that  to  the  net  operating  income  of  the 
38  roads  in  1917  of  $406,461,566  must  be  added  about  $51,000,000  of 
corporate  income? 

Mr.  Shriver.  Yes,  Senator. 

Senator  Kellogg.  And  that  that  would  be  available  for  interest 
and  dividends  of  the  road  ? 

Mr.  Shriver.  That  is  right. 

Senator  Kellogg.  The  corporate  property  is  not  included  in  the 
$7,116,424,426,  is  it? 

Mr.  Shriver.  No  ;  it  is  excluded  from  that  calculation. 

Senator  Kellogg.  Well,  is  the  $51,000,000  net,  after  paying  interest 
on  the  corporate  property  ? 

Mr.  Shriver.  No  ;  it  is  not.    That  has  not  been  accounted  for. 
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Senator  Keixogg.  Then  the  $51,000,000  would  not  be  applicable  to 
paying  interest  upon  the  property  investment  of  $7,116,424,426, 
would  it? 

Mr.  Shriver.  No  ;  it  would  go,  of  course,  to  carrying  the  other  in- 
vestment first,  and  I  might  say  from  the  Baltimore  &  Ohio  stand- 
point, that  there  are  other  investments  bringing  in  a  larger  propor- 
tion of  return  than  the  railroad  investment,  and  so  the  other  invest- 
ments have  in  the  past  contributed  something  toward  carrying  the 
railroad,  not  the  railroad  contributing  anything  toward  carrying 
the  other  corporate  property. 

Senator  Kellogg.  Do  you  know  what  the  corporate  properties  of 
all  the  38  roads  was  in  1917  ? 

Mr.  Shriver.  I  could  only  approximate  that  by  taking  their  total. 
Well,  it  would  not  be — I  have  not  got  the  detail  of  their  balance 
sheets,  and  as  a  matter  of  fact  their  total  capital  is  very  nearly  the 
total  property  investment. 

Senator  Kellogg.  That  is  all. 

Mr.  Thom.  Mr.  Chairman,  I  want  to  put  in  some  data  here.  Mr. 
Shriver,  we  have  been  treating  this  question  of  what  the  roads  are 
entitled  to  as  a  question  not  of  percentages,  but  of  the  amount  that 
was  a  just  value  of  the  use  of  the  property.  Now,  we  have  used 
certain  perc^ptages.  Those  percentages  were  used  for  the  purpose  of 
comparison,  were  they  not? 

Mr.  Shriver.  That  was  the  purpose  of  the  percentages. 

Mr.  Thom.  Being  used  for  the  purpose  of  comparison,  it  does  not 
make  any  difference  what  the  property  investment  is  because  that  is 
constant  in  the  comparison. 

Mr.  Shriver.  That  is  right;  constant  with  the  exception  of  the 
additions. 

Mr.  Thom.  I  understand  that.  We  have  also  talked  about  the 
amount  of  new  investment  made  during  the  period  in  which  the 
standard  return  is  estimated,  and  also  the  amount  of  investment 
added  each  year,  but  leaving  that  out  for  the  moment  I  would  like 
you  to  state  the  list  of  the  38  roads  and  eliminating  the  details  of  the 
account,  as  to  which  I  understand,  as  stated  on  this  paper,  there  is 
some  slight  error,  and  state  how  that  percentage  as  to  each  one  of 
these  roads  compares  with  the  net  operating  income  of  present  prop- 
erty investment  during  other  years — just  those  three  columns,  the 
name  of  the  road,  the  percentage,  and  how  it  compares  with  other 
years. 

Mr.  Shriver.  The  Ann  Arbor  road  3.4  per  cent  operating  income 
percentage  on  the  property  investment,  or  lower  than  the  years  1903, 
1905,  1906,  1907,  1916,  and  1917. 

The  Baltimore  &  Ohio  at  4.48  per  cent  is  lower  than  the  years 
1903,  1904,  1905,  1906,  1907,  1909,  1910,  1911,  1912,  1913,  1916,  and 
1917. 

The  Bessemer  &  Lake  Erie  Railroad,  9.30  per  cent,  is  lower  than 
1907,  1910,  1912,  1913,  1916,  and  1917. 

The  Boston  &  Maine,  4.75,  is  lower  than  1903,  1905,  1906,  1907, 
1909,  1910,  and  1916. 

The  Buffalo  &  Susquehanna,  5.34  per  cent,  is  lower  than  1903, 1916, 
and  1917. 

The  Buffalo,  Rochester  &  Pittsburgh,  5.34  per  cent,  is  lower  than 
1903, 1916,  and  1917. 
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The  Central  of  New  England,  5.72  per  cent,  is  lower  than  1903, 
1904,  1905,  1906,  1907,  1908,  1909,  1910,  1911,  1912,  1913,  1914,  1916, 
and  1917. 

The  Central  Kailroad  of  New  Jersey,  9.01  per  cent,  is  lower  than 
1903,  1904,  1905,  1906,  1907,  1908,  1909,  1910,  1911,  1912,  1913.  1916, 
and  1917. 

The  Chesapeake  &  Ohio,  at  5.50  per  cent,  is  lower  than  1906, 1910, 
1916,  and  1917. 

The  Chicago,  Indianapolis  &  Louisville,  4.03  per  cent,  is  lower  than 
1903, 1904,  1905,  and  1917. 

The  Cincinnati,  Hamilton  &  Dayton,  at  3.77  per  cent,  is  lower  than 
1903, 1904,  1905,  and  1917. 

The  Coal  &  Coke  Railroad,  3.38  per  cent,  is  lower  than  1904,  1911, 
1912, 1913, 1914, 1915,  and  1916. 

Mr.  Thom.  Mr.  Chairman,  that  will  illustrate  what  I  am  after.  I 
just  ask  that  the  witness  may  put  the  table  in,  in  full. 

The  Acting  Chairman  (Senator  Pomerene).  Without  objection, 
so  ordered. 

(The  tables  referred  to  are  printed  in  full  on  pages  372-377.) 

Mr.  Shriver.  With  your  permission,  I  would  like  to  explain  that 
this  tabulation  is  slightly  out  of  balance  with  the  other  statements 
which  I  have  submitted,  but  not  enough  to  affect  the  results  at  all. 

Mr.  Thom.  I  have  eliminated  all  of  that. 

The  Acting  Chairman  (Senator  Pomerene).  Is  there  anything 
further  with  Mr.  Shriver?  If  not,  some  of  the  members  of  the 
committee  suggest  an  executive  session,  and  I  think  perhaps  we  might 
consider  the  open  session  adjourned. 

(Whereupon,  the  committee  adjourned  until  to-morrow,  Thursday, 
January  10,  1918,  at  10  o'clock  a.  m.) 
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THURSDAY,  JANUARY  10,  1918. 

United  States  Senate, 
Committee  on  Interstate  Commerce, 

Washington,  D.  C. 

The  committee  met,  pursuant  to  the  adjournment  of  yesterday, 
Senator  Ellison  B.  Smitn  (chairman),  presiding. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Thorn, 
who  is  your  first  representative? 

Mr.  Thom.  Mr.  Shriver  has  some  tables  that  he  wishes  to  put  in 
evidence  in  connection  with  his  testimony  of  yesterday,  Mr.  Chair- 
man. 

The  Chairman.  Without  objection,  that  will  be  incorporated. 

Mr.  Thom.  And  he  wishes  to  make  an  explanation  in  connection 
with  it. 

The  Chairman.  Very  well. 

STATEMENT  OF  MB.  GEOEGE  M.  SHBIVEBr-Eesiimed. 

Mr.  Shriver.  I  desire  to  submit  statement  marked  "  Shriver  Ex- 
hibit F  "  and  "  Shriver  Exhibit  G." 
(The  statement  referred  to  is  here  printed  in  full,  as  follows:) 

43202—18 24  863 
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Mr.  Shriver.  Gentlemen,  the  subject  turned  yesterday  on  the  que- 
tion  of  net  corporate  income  of  these  carriers,  and  that  is  a  subject 
that  I  have  not  enlarged  on  particularly,  because  of  the  fact  Uui 
as  I  understand  it  the  bill  is  treating  practically  with  what  y<»u 
might  call  a  lease  of  these  railroads,  and  it  seemed  to  me  to  tun. 
more  on  the  question  of  the  earnings  of  the  particular  railroad 
properties  that  were  to  be  taken  over,  rather  than  on  the  corporate 
operations  of  these  companies. 

However,  as  there  was  some  interest  displayed  in  the  question  of 
net  corporate  income  and  its  application,  I  have  made  some  com 
pilations  showing  the  net  income  of  these  carriers  and  its  disposition, 
as  follows : 

Income  of  38  systems  carried  to  final  surplus  averaged  for  S  years,  1915,  1U16. 

1917. 

Net  operating  income $384,840.  V4> 

Add  other  income 47,9fM,3J" 

Total  income—- 432, 795.  4#> 

Total  deductions 206. 416, 512 

Net  income 226. 378.  W* 

Less   dividends 12U,3u2. 131 

Balance  106. 076,  SIT 

Less  discount  on  securities  sold,  losses,  etc 21,686,9*3 

Available 84, 389.  >CW 

Applied  in  additions  and  betlernients 34. 2«y.c* 

Leaving  balance  of  unappropriated  surplus 30, 120, 'X 

Per  cent  on  capital  stock  ($2,757,977,028),  1.81. 

Per  cent  on  total  capital  obligations  ($6,902,475,733),  0.72. 

The  net  corporate  income  is  the  operating  income  from  the  rail 
operations,  plus  the  income  from  the  other  investments  and  other 
industries  that  a  railroad  majr  happen  to  be  engaged  in.  That  being 
the  earnings  of  the  entire  capital,  it  relates  rather  to  the  capital  obli- 
gations of  the  corporations  than  to  the  property  investment  of  the 
railroad  alone. 

For  the  years  1915,  1916,  and  1917,  which  are  under  question,  the 
average  of  total  obligations,  that  is,  the  total  of  bonds  and  stock  on 
these  properties,  aggregates  $6,902,475,735. 

The  Chairman.  You  do  not  have  that  in  this  table  that  you  sub- 
mitted. 

Mr.  Shriver.  No  ;  not  in  that  form ;  not  for  the  three-year  averape. 
The  gross  corporate  income  for  the  same  period,  the  same  three  years, 
averages  $432,594,439,  as  compared  with  the  earnings  on  these  rail- 
roads of  $384,840,150.  That  is,  the  railroad  earnings  were  $*!^ 
840,000,  and  the  total  earnings  of  the  corporation  were  $47.7.">4.^*H, 
greater,  the  final  result. 

Now,  after  charging  the  interest  and  miscellaneous  deduction, 
which  are  rents  for  other  outside  property  and  other  items,  aggre- 
gating $206,416,312,  we  get  to  the  net  income  applicable  on  the  com- 
mon stock;  that  is,  the  earnings  on  the  stock  of  these  roads.  TV 
stock  of  these  roads  averages  for  the  three  years  $2,757,977,028  and 
the  final  net  result  of  income  earned  for  that  stock  is  $226.1 77,9-.' 7. 

The  Chairman.  That  is  inclusive  of  the  outside  industries  as  veil 
as  their  operating  income? 
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Mr.  Shriver.  That  includes  all  the  earnings  of  these  corporations. 
That  is  the  net  result  to  the  stockholders  from  the  operation  of  both 
railroad  properties  and  any  other  industries  they  may  be  engaged  in. 

It  mignt  be  interesting  to  follow  that  $226,000,000  of  net  income. 

The  Chairman.  Before  you  go  further,  what  per  cent  was  that  on 
your  capital  investment? 

Mr.  Shriver.  On  the  stock  of  the  company,  that  would  be  8.2 
per  cent,  and  appears  to  be  reasonably  large,  but,  as  I  suggest,  we 
should  follow  that  $226,000,000  to  its  ganality  and  we  find  that  these 
corporations  in  these  same  three  years  applied  $120,302,000  of  that 
earning  to  dividends,  or  a  sum  equal  to  4.36  per  cent  of  this  stock, 
that  is,  the  average  dividends  paid  were  4.36  per  cent.  That  left  a 
balance  t>f  $105,875,976,  from  which  there  was  a  further  deduc- 
tion, some  of  which  possibly  if  properly  accounted  for  would  have 
gotten  back  into  your  operating  expenses. 

There  are  occasional  deferred  expenses  or  losses,  a  fire  or  other 
calamity,  involving  expenses  so  large  that  they  would  distort  the 
ordinary  year's  operations,  it  is  charged  to  profit  and  loss. 

In  addition  to  that,  by  charging  the  discounts  on  money  bor- 
rowed, to  that  account,  you  are  anticipating,  really,  the  interest,  and 
if  it  was  not  so  charged  here  would  have  made  the  interest  charges 
during  this  three-year  period  larger.  That  is,  if  the  final  result 
which  apparently  went  to  the  stockholder  had  not  been  applied  in  dis- 
counts on  bonds  sold,  he  would  have  had  an  apparently  better  return. 
The  discounts  in  this  period  were  $21,686,983,  leaving  the  balance 
available  on  the  capital  stock  as  an  earned  surplus  for  that  period  an 
average  of  $84,188,813. 

Out  of  that  $84,000,000  these  carriers  expended  an  average  in 
additions  and  betterments  of  $34,269,629.  Additions  and  betterments 
that  are  ordinarily  charged  to  the  income  or  final  surplus  are  such 
improvements  as  the  elimination  of  grade  crossings  or  the  meeting 
the  demand  at  times  for  stations  where  the  present  one  might  be 
considered  ample,  but  for  local  reasons  it  has  been  necessary  some- 
times to  provide  them?  and  various  other  improvements  the  carrier 
might  term  unproductive  investments.  That  also  is  charged  against 
this  income.  That  left  an  unappropriated  surplus  which  is  the  final 
sum  that  might  be  said  to  be  held  as  a  reserve  against  maybe  some 
other  year  when  the  dividends  would  not  be  earned,  the  final  reserve 
that  these  carriers  had  which  would  be  applicable  to  their  stock  was 
$49,919,184,  or  a  percentage  on  their  total  capital  obligations  of 
seventy-two  one-hundredths  of  1  per  cent*  That  is,  after  these  three- 
year  operations,  the  average  operation  for  three  years,  the  final 
reserve  surplus  earned  in  that  period  was  seventy-two  one-hundredths 
of  1  per  cent,  and  that  represented  the  margin  of  safety  which  these 
carriers  had  in  carrying  this  total  obligation  of  $6,902,000,000. 

The  Chairman.  What  was  the  total  surplus  that  you  had  for 
incidental  expenses  that  might  occur?  What  was  the  surplus  that 
you  carried  for  that? 

Mr.  Shriver.  You  mean  after  taking  out  the  discounts  and  losses? 

The  Chairman.  Yes. 

Mr.  Shriver.  That  balance  was  $84,188,000. 

The  Chairman.  The  net  surplus  that  you  provided  for? 

Mr.  Shriver.  After  deducting  the  additions  and  betterments. 

The  Chairman.  Yes. 

Mr.  Shriver.  Was  $49,919,000. 
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The  Chairman.  Is  that  surplus  represented  in  these  three  years 
cumulative  or  is  it  used  up  within  the  period  that  you  are  antici* 
pating? 

Mr.  Shriver.  There  has  been  a  gradual  accumulation  with  these 
carriers  of  some  surplus;  that  is,  they  have  more  surplus  now  than 
they  had  10  years  ago. 

Senator  McLean.  What  was  the  average  dividend  paid  ? 

Mr.  Shriver.  4.36  per  cent,  the  average  for  the  three  years. 

Senator  Townsend.  I  do  not  quite  understand  your  disposition 
of  your  discounts  that  you  have  made.  Do  you  deduct  those  dis- 
counts out  of  surplus  ? 

Mr.  Shriver.  It  has  been  the  practice  on  the  Baltimore  &  Ohio 
Railroad,  and  I  think  with  the  roads  generally,  whenever  we  sold 
bonds,  if  there  was  a  1  per  cent  or  a  2  per  cent  discount,  and  if  we 
paid  any  commission  in  negotiating  the  debt,  to  charge  that  to  profit 
and  loss.  In  other  words,  we  might  issue  bonds  bearing*  5  per  cent 
interest,  and,  sold  at  a  discount,  the  actual  interest  might  have  been 
5£  per  cent,  that  is,  if  we  amortize  the  discount  through  the  life  of 
the  bond,  the  interest  might  have  averaged  5J  per  cent.  "  That  dis- 
count representing  the  one-fourth  per  cent  has  been  charged  off  in 
profit  and  loss,  so  that  the  carrier  in  the  future  has  but  the  5  per 
cent  interest  to  pay.  In  other  words,  it  has  the  effect  of  anticipating 
your  interest  and  reducing  the  interest  the  future  will  pay.  That  has 
generally  been  considered  the  conservative  method,  and  has  been 
followed,  I  think,  by  a  great  many  of  these  roads. 

Senator  Townsend.  That  discount  does  not  represent  any  actual 
cadi  payment  of  yours,  does  it,  at  any  time? 

Mr.  Shriver.  It  represents  this,  that  you  have  sold  $100,000  of 
bonds  and  having  allowed  2  per  cent  discount  on  them  you  have 
gotten  $98,000  from  the  bankers.  Now,  if  you  put  that  into  your 
property  you  will  be  paying  interest  on  $100,000  in  the  future, 
having  only  $98,000  invested  in  the  property ;  so  the  carrier,  instead 
of  doing  that,  makes  up  that  $2,000  out  of  surplus.  The  investment 
therefore  that  has  gone  into  the  property  is  100  per  cent,  and  the 
carrier  or  the  stockholder  has  contributed  sufficient  to  make  up  the 
discount  out  of  his  apparent  earnings. 

The  Chairman.  That  is  all  that  you  desire  to  explain? 

Mr.  Shriver.  I  was  now  going  to  show  how  that  affected  the 
present  proposition. 

Senator  Cummins.  That  makes  it  necessary,  in  order  to  make  the 
showing  complete,  at  least  from  my  standpoint,  to  ask  you  this  ques- 
tion :  I  will  show  you  a  table.  The  table  to  which  I  now  refer  has 
been  offered  in  evidence,  and  it  shows  for  the  38  systems  a  net  oper- 
ating income  per  cent  of  property  investment  of  5.71. 

Senator  Pomerene.  Will  you  allow  me  to  understand  your  ques- 
tion, Senator?     You  say  a  net  income  based  on  property  investment! 

Senator  Cummins,  i  es ;  that  is  the  percentage  of  the  net  operating 
income  as  compared  with  the  property  investment,  brought  down  to 
the  30th  day  of  June,  1917. 

Mr.  Shriver.  That  is  for  the  year  to  June  30, 1917,  is  it  not? 

Senator  Cummins.  That  is  the  fiscal  year  1917.  That  is  right, 
is  it  not? 

Mr.  Shriver.  The  fiscal  year  1917? 

Senator  Cummins.  Yes;  that  is  right,  is  it  not? 
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Mr.  Shriver.  That  is  right. 

Senator  Cummins.  The  next  column  of  this  table  shows  the  net 
income  plus  interest  deduction — per  cent  of  total  capital  obligations, 
6.18.    That  is  right,  is  it  not? 

Mr.  Shrivbr.  That  is  correct,  sir. 

Senator  Cummins.  Yesterday  you  showed  that  the  percentage  of 
net  operating  income,  brought  down  and  compared  with  the  property 
investment  on  December  31,  1917,  was  5.33  per  cent. 

Mr.  Shriver.  That  is  the  average  earnings  for  the  three  years  to 
June  30,  1917,  related  to  the  property  at  December  31,  1917,  gave  a 
return  of  5.33  per  cent,  as  against  this  5.71  for  the  year  June  30, 1917? 

Senator  Cummins.  Yes. 

Mr.  Shriver.  Yes,  sir. 

Senator  Cummins.  Will  you  now  give  me  a  like  figure  represent- 
ing the  net  income  plus  interest  deduction — per  cent  of  total  capital 
obligations,  brought  down  to  the  1st  of  January,  1918? 

Mr.  Shriver.  I  can  not  do  that,  because  I  do  not  have  the  figures 
from  the  roads  as  to  the  period  between  January  30  and  December  31. 

Senator  Cummins.  You  have  nothing  to  show  the  amount  of  capi- 
tal obligations  issued  after  the  30th  of  June,  1917? 

Mr.  Shriver.  I  have  not;  no  sir. 

Senator  Cummins.  Your  answer  would  be  the  same,  I  infer,  then, 
so  far  as  the  next  column  is  concerned,  which  is  the  net  income  per 
cent  of  capital  stock  outstanding. 

Mr.  Shriver.  That  is  the  same  situation.  These  are  the  last  official 
figures  I  have. 

Senator  Cummins.  Can  you  furnish  that  without  trouble? 

Mr.  Shriver.  I  would  have  to  go  to  the  roads  to  get  it,  but  we  will 
do  that  and  submit  a  statement  just  as  promptly  as  we  can. 

Senator  Cummins.  I  would  be  very  glad  to  have  that  information. 

Senator  Kellogg.  Senator,  do  I  understand  this  that  page  2  of  vol- 
ume 2  of  the  statements  of  property  investment  ana  net  income 
account  from  1903  and  1917  has  been  put  in  evidence? 

Senator  Cummins.  I  do  not  think  it  has. 

Senator  Kellogg.  I  thought  you  said  page  was  put  in  evidence. 

Senator  Cummins.  Of  these  38  systems? 

Senator  Kellogg.  Yes. 

Senator  Cummins.  Oh,  yes;  it  shows  the  investment  account  from 
1900. 

Senator  Pomerene.  Senator  Cummins,  I  do  not  believe  you  put 
that  in  when  Mr.  Kruttschnitt  was  on  the  stand.  He  said  he  was  not 
familiar  with  it,  and  you  said  you  would  identify  it  by  some  other 
means. 

Senator  Cummins.  I  think  that  is  true.  I  remember  now  that  that 
has  not  yet  been  introduced  in  evidence. 

Senator  Pomerene.  It  ought  to  be  in.  Senator  Cummins  knows 
that  is  a  correct  exhibit,  and  I  suggest  that  it  be  admitted. 

Senator  Cummings.  Mr.  Shriver  knows  that  it  is.  Mr.  Shriver 
wants  to  explain  what  may  be  an  error  in  this  sheet.  If  he  desires 
to  do  it  I  will  be  very  glad  to  have  him  do  it. 

(Mr.  Shriver  then  filed  a  copy  of  the  statement  in  question,  entitled 
"  Combined  statement  of  38  systems'  property  investment  and  income, 
years  1900  to  1917,  inclusive,"  being  page  2,  volume  2,  of  Carriers 
Exhibit  in  Fifteen  Per  Cent  Case.) 
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The  Chairman.  That  was  the  one  that  you  called  attention  to  yes- 
terday ? 

Mr.  Shriver.  Yes,  Senator.  Following  Senator  Cummins's  re- 
marks I  would  call  attention  in  that  same  statement  to  the  compila- 
tion of  the  three-year  average  from  1915  to  1917.  In  the  column, 
"  Net  operating  income — per  cent  of  property  investment,"  5.63  per 
cent.  In  the  next  column,  "  Net  income  plus  interest  deductions— 
per  cent  of  total  capital  obligations,"  5.87  per  cent. 

Senator  Cummins.  It  is  here  in  my  copy  "  6.52." 

Mr.  Shriver.  Through  a  clearical  error  the  first  statements,  which 
were  gotten  out  hurriedly,  had  that  figure  of  6.52  and  the  correct 
figure  was  5.87  per  cent  at  that  point  That  was  corrected  in  the 
record  with  the  Interstate  Commerce  Commission,  and  the  exhibits 
were  revised.  It  so  happened  that  this  compilation  in  particular 
was  gotten  up  rather  hurriedly  and  some  copies  got  out  with  that 
incorrect  figure. 

The  Chairman.  Was  it  an  error  that  ran  all  the  way  through  the 
calculation  or  merely  a  misquotation? 

Mr.  Shriver.  No;  the  basic  figures  were  correct,  and  the  per  cent 
that  got  into  that  column  was  not  an  error  of  calculation  but  simply 
an  error  made  in  transcribing  it.  Then,  in  the  next  column,  "  Fer 
cent  of  capital  stock  outstanding,"  the  figure  is  8.20,  which  is  the 
figure  I  have  recited  before. 

Senator  Cummins.  That  is  correct,  is  it? 

Mr.  Shriver.  That  is  correct,  sir.  In  the  remainder  of  the  state- 
ment there  are  a  few  minor  figures  that  differ,  but  there  is  nothing 
else  in  that  table  that  we  have  found  that  makes  any  material  differ- 
ence. 

Senator  Cummins.  The  table  I  would  like  to  have  you  produce  is 
one  that  will  show  these  rates,  the  average  for  the  three  years  as  com- 

Sared  with  the  capital  obligations,  and  the  capital  stock  brought 
own  to  the  31st  of  December,  1917.  In  other  words,  I  want  to  know 
what  capital  obligations,  including  capital  stock,  have  been  added  to 
these  properties  since  the  30th  of  June,  1917,  so  that  we  can  compare 
this  standard  return,  if  you  please,  and  so  that  we  can  ascertain  its 
effect  upon  the  capital  obligations  up  to  the  first  of  the  present  year. 

Mr.  Shriver.  i  ou  would  like  to  have  that  compared  with  the  aver- 
age as  well — the  three-year  average? 

Senator  Cummins.  Yes.  Treat  those  two  last  columns  which  are 
headed,  "  Net  income  plus  interest  deduction — per  cent  of  total  capi- 
tal obligations,"  and  the  column  "  Net  income  per  cent  of  capital  stock 
outstanding,"  just  the  same  as  you  have  treated  the  property  invest- 
ment account. 

Mr.  Shriver.  I  understand,  Senator,  and  we  will  get  that  as 
promptly  as  possible.  There  will  be  some  little  delay,  as  I  explained 
yesterday.  We  will  have  to  go  back  to  the  roads  for  the  data  up  to 
the  present  time. 

Senator  Kellogg.  Referring  to  the  sheet  which  you  used  in  answer 
to  Senator  Cummins,  as  I  understand  that,  the  first  column,  "Net 
operating  income — per  cent  of  property  investment "  shows  the  rate 
of  return,  the  percentage  of  the  return  on  your  property  investment, 
or  property  used  in  railroad  operation? 

Mr.  Shriver.  That  is  correct,  Senator. 
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Senator  Keixogg.  And  the  second  column  is  not  at  all  comparable 
with  the  first  for  it  shows  the  net  income  from  all  sources,  including 
property  used  in  railway  operation  and  in  investment  outside,  and 
is  the  per  cent  of  return  to  the  capital  obligation,  stock,  and  bonds 
outstanding. 

Mr.  Shriveb.  That  is  correct,  Senator. 

Senator  Kellogg.  You  keep  an  account  showing  your  property 
investment  of  property  used  in  railway  transportation  ? 

Mr.  Shriver.  The  accounts  representing  the  railroad  property  are 
carried  in  the  accounts  of  the  company.  They  are  not  necessarily 
grouped  together. 

Senator  Kellogg.  No. 

Mr.  Shriver.  But  they  can  be,  and  are,  and  for  this  purpose  have 
been  grouped  to  show  the  exact  property  investment  in  railroad 
property  ? 

Senator  Kellogg.  Yes,  sir. 

Mr.  Shriver.  And  that  is  what  in  these  statements  is  called  the 
property  investment  of  the  railroads. 

Senator  Kellogg.  You  also  have  property  investment  of  the  vari- 
ous items  that  go  to  make  up  corporate  property  other  than  property 
used  for  railway  transportation! 

Mr.  Shriver.  We  do.  Those  are  shown,  and  all  of  those  are 
covered  in  the  annual  reports  of  the  commission. 

Senator  Kellogg.  But  you  have  made  up  no  statement  to  show  the 
percentage  of  net  return  of  all  corporate  net  income  to  all  corporate 
property  investment. 

Mr.  Shriver.  That  is,  separate  from  the  railroad  properties? 

Senator  Kellogg.  No  ;  including  them. 

Mr.  Shriver.  Yes ;  this  percentage  represents  the  return  on  all  of 
the  property. 

Senator  Kellogg.  Yes;  but  it  is  on  corporate  obligations. 

Mr.  Shriver.  Oh,  you  mean  as  to  this  particular  item  of  "  Prop- 
erty investment"? 

Senator  Kellogg.  Yes. 

Mr.  Shriver.  No  ;  they  are  not  related  at  all. 

Senator  McLean.  How  do  you  measure  the  value  of  your  property 
investment? 

Mr.  Shriver.  Generally  speaking,  the  property  investment  is  the 
book  value,  and  while  treated  differently  by  various  roads  it  generally 
reflects  the  cost  of  the  property  to  each  road  either  in  money  or 
securities.  In  the  case  of  the  Baltimore  &  Ohio  its  propertv  invest- 
ment reflects  the  cost  of  the  old  company,  construction  of  which  was 
commenced  in  1828,  together  with  other  properties  it  had  acquired, 
up  to  the  reorganization  in  1898-1900. 

The  railroad  operations  generally  were  unprofitable  between  1892 
and  1896,  and  this  fact  coupled  with  the  heavy  fixed  charges  on  the 
property  caused  the  company  to  go  through  reorganization.  The 
original  charter  was  retained  and  there  was  a  composition  instead  of 
a  foreclosure,  and  in  that  composition  practically  all  of  the  old  obliga- 
tions (many  of  which  carried  interest  rates  of  6  and  7  per  cent)  were 
retired  ana  new  obligations  bearing  low  rates  of  interest  issued  in 
exchange.  By  retiring  these  underlying  obligations  it  was  possible 
to  make  new  mortgages  with  direct  lien  on  the  properties  and  secure 
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a  basis  for  raising  new  capital  to  buy  in  properties  previously  held 
under  high  rentals,  and  to  provide  funds  for  new  equipment  and 
construction. 

The  investment  in  the  entire  property  taken  over,  including  about 
$42,000,000  so-called  expenses  in  reorganization,  was  about  $290,000,- 
000,  and  from  July  1,  1900,  to  June  30,  1917,  there  have  been  ex- 
pended for  road  and  equipment  on  these  lines  about  $300,000,000; 
deducting  the  accrued  depreciation  of  about  $30,000,000  gives  the 
property  investment  at  June  30,  1917,  as  shown  for  this  company  in 
the  statements  submitted. 

The  reorganization  of  the  Baltimore  &  Ohio  and  its  affiliated  lines 
was  under  the  jurisdiction  of  the  United  States  court.  The  sale  and 
exchange  of  the  new  securities  and  the  application  of  proceeds  in 
payment  of  debt  and  acquisition  of  properties  was  done  under  the 
court's  orders.  The  net  result  of  the  reorganization  was  to  reduce  the 
total  of  capital  obligations  outstanding  by  over  $40,000,000  and  to 
reduce  the  fixed  charges  by  more  than  $2,000,000  annually.  Inci- 
dentally the  property  investment  was  written  down  by  over  $25,000,- 
000,  and  this  followed  other  large  sums  which  had  been  written  off  in 
1887-88. 

I  regret  getting  into  this  question  at  such  length,  but,  I  think  it 
reflects  a  conservative  handling  of  the  property  investment  and  be- 
lieve it  is  typical  of  many  roads,  and  it  is  particularly  important  to 
note  as  a  result  of  the  reorganization  that  the  fixed  interest  charge 
was  so  materially  decreased  and  has  thus  relieved  current  operations 
of  the  high  interest  rates  which  would  otherwise  have  prevailed.  As 
I  recall,  the  direct  funded  debt  of  the  Baltimore  &  Ohio  Co.  proper 
was  reduced  about  $13,000,000  and  its  interest  and  rental  bv 
$1,300,000. 

Senator  Kellogg.  What  was  that  remark  ? 

Mr.  Shriver.  That  the  direct  obligations  of  the  Baltimore  &  Ohio 
Co.  were  reduced  over  $13,000,000  and  its  interest  and  rental  charges 
by  more  than  $1,300,000 — taking  into  consideration  the  affiliated  com- 
panies and  capitalizing  the  leaseholds  the  reduction  in  both  obliga- 
tions and  fixed  charges  was  much  greater. 

Senator  Gorb.  I  understand  you  to  say  that  your  obligations  were 
reduced  by  $13,000,000  ? 

Mr.  Shriver.  Yes,  Senator,  the  obligations  of  the  Baltimore  & 
Ohio  Co.,  including  capitalization  of  leaseholds. 

Senator  Gore.  Aiid  this  increase  of  $42,000,000.    What  was  that! 

Mr.  Shriver.  That  is  an  item  which  the  accountants  at  the  time 
treated  as  an  expense  in  reorganization — as  a  matter  of  fact  it  repre- 
sented additional  cost  of  properties,  discounts  on  bonds  and  stocks 
about  $15,000,000,  and  balance  chiefly  representing  premiums  in  stock 
in  retiring  old  underlying  bonds  in  exchange  for  new  securities  bear- 
ing low  rates  of  interest. 

Senator  Gore.  Bonds  converted  into  stock,  and  so  on  f 

Mr.  Shriver.  Yes,  Senator.  Since  the  reorganization  in  1900  all 
the  stock  issued  and  all  bonds  issued  by  the  Baltimore  &  Ohio  Rail- 
road Co.  have  gone  into  the  property  at  100  cents  on  the  dollar.  That 
is,  the  stock  sold,  over  $90,000,000,  has  been  at  par,  and  the  bonds 
sold,  about  $260,000,000,  have  been  accounted  at  par,  the  discount 
having  been  charged,  as  I  have  explained,  against  the  surplus  earn- 
ings or  profit  and  loss. 
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Senator  Kellogg.  Were  the  discounts  heavy  in  any  case? 

Mr.  Shriver.  They  have  been  in  some  cases. 

Senator  McLean.  It  represents  in  every  instance  an  actual  appli- 
cation of  funds. 

Mr.  Shriver.  I  have  been  familiar  with  all  the  expenditures  and 
all  the  capital  issues  of  the  Baltimore  &  Ohio  Railroad  Co.  since  1900 
and  I  know  that  in  this  property  investment,  for  instance,  that  every 
dollar  that  is  there  represented  as  having  been  expended  since  1900 
went  in  in  real  dollars  and  cents. 

Senator  McLean.  How  do  you  get  at  the  book  value! 

Mr.  Siiriver.  That  is  the  account  on  our  books.  For  instance,  we 
have  our  cost  of  road,  which  is  so  much.  If  we  make  a  new  construc- 
tion, that  cost  of  road  is  increased,  and  those  items  become  your  book 
value  on  that  property.  It  is  the  value  as  we  carry  it  on  the  books. 
I  would  correct  that  statement  to  say  that  that  does  not  necessarily 
represent  the  value  but  represents  the  cost  to  this  particular  carrier. 

Senator  McLean.  Suppose  you  bought  a  piece  of  real  estate  20 
years  ago  and  the  market  value  of  it  is  say  three  times  what  it  was 
then.  How  does  that  affect  your  book  value?  Do  you  take  that 
appreciation  price  into  consideration? 

Mr.  Shriver.  No,  Senator;  I  have  in  mind  an  instance  right  here. 
The  lot  in  front  of  the  Union  Station  was  bought,  as  I  recall  it,  in 
1835  or  1838  for  $35,000,  which  with  other  lots  subsequently  pur- 
chased stands  on  our  books  at  about  $250,000,  although  now  valued 
at  $1,400,000.  That  has  been  condemned  by  the  Government,  as  I 
recall  it,  at  about  $1,240^000.  That  lot  is  still  in  our  property  account 
at  the  $35,000,  the  original  cost. 

Senator  McLean.  Yes.  In  the  account  of  your  property  invest- 
ment; but  supposing  you  are  getting  up  a  book  value  of  your  prop- 
erty at  the  present  time.    Is  that  the  same  thins? 

Sfr.  Shriver.  Yes;  the  same  thing.  In  other  words,  that  was 
$35,000.  If  our  accountants  were  asked  to  furnish  a  statement  of  the 
book  value  of  our  property,  that  particular  lot  that  I  referred  to 
would  be  included  in  that  statement  at  $35,000. 

Senator  Cummins.  That  is.  you  would  not  add  anything  to-day? 

Mr.  Shriver.  In  other  woras,  appreciation  has  not  been  taken  into 
account.  I  would  say  in  relating  that  property  to  this  property 
investment  that  we  have  been  discussing  nere  as  the  railroad  oper- 
ating property,  which  has  made  these  railroad  operating  earnings, 
even  that  $35,000  has  been  excluded  because  it  is 'outside  of  the  rail- 
road operating  property  and  is  held,  we  might  term  it,  for  invest- 
ment. It  is  not  very  productive  just  at  the  present.  We  are  await- 
ing settlement  for  that  lot  with  the  Government,  and  we  consider 
that  as  an  investment  and  not  as  a  railroad  property,  and  therefore 
it  is  not  included  in  the  property  investment  as  we  present  it  for 
consideration  here. 

While  those  appreciations  have  not  been  taken  into  consideration, 
the  depreciation  on  equipment,  for  instance,  has  been  eliminated, 
amounting,  as  I  recall,  to  some  $23,000,000.  In  other  words,  this 
property  investment  is  as  nearly  as  we  can  arrive  at  the  net  amount 
of  these  properties  as  we  find  them  on  our  books.  ^ 

Senator  Robinson.  Does  the  term  "property  investment"  repre- 
sent the  alleged  cost  of  the  property  ? 

Mr.  Shriver.  It  does,  as  I  have  explained. 
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Senator  Robinson.  It  does  not  mean,  then,  its  present  value? 

Mr.  Shriver.  It  has  no  relation  to  its  present  value.  As  I  ex- 
plained,  we  have  these  lots  that  cost  us,  years  ago,  $250,000,  and  are 
still  at  that  figure,  and  which  have  been  condemned  by  the  Govern- 
ment for  something  over  $1,200,000. 

The  Chairman.  Are  these  property  investment?  usually  made 
strictly  as  investments,  or  are  they  made  more  generally  in  reference 
to  the  ultimate  convenience  of  the  railroad? 

Senator  Gore.  What  was  that,  Senator?    I  did  not  understand  it. 

The  Chairman.  I  say,  are  these  property  investments,  outside  of 
what  are  actually  necessary  to  operate  the  railroad,  made  out  of  the 
earnings  of  the  railroad;  are  they  made  as  investments,  pure  and  sim- 
ple, or  are  they  ordinarily  made  for  the  ultimate  convenience  of  the 
road? 

Mr.  Shriver.  These  investments  are  of  two  classes,  one  the  dis- 
tinctly railroad  investment,  and,  second,  the  other  investments.  I 
understand  you  now  to  refer  to  the  other  investments,  or  second  item. 

The  Chairman.  Yes. 

Mr.  Shriver.  I  think,  in  the  main,  the  second  items  have  been  ac- 
quired in  the  early  periods  of  these  railroads  in  conjunction  with  a 
development  of  the  railroad  itself.  In  other  words,  in  the  early  days 
it  was  the  practice  to  buy  a  coal  territory  and  then  have  a  railroad 
built  to  it  and  then  to  develop  the  coal,  and  the  railroad  and 
the  coal  operation  became  practically  one,  although  the  investment 
was  kept  separately  and  the  railroad  was  built  to  develop  the  coal 
lands,  and  I  think  that  is  why  a  great  many  of  these  railroads  happen 
to  have  investments  in  coal  lands. 

The  Chairman.  Do  you  make  any  investments  now?  Are  there 
any  considerable  investments  made  now  out  of  the  capital  or  earnings 
of  a  railroad  that  have  not  any  relation  to  the  actual  operation  of  the 
railroad  ? 

Mr.  Shriver.  I  can  not  speak,  of  course,  authoritatively  on  that 
generally,  but  I  would  say  that  in  my  opinion  there  is  no  railroad  that 
would  to-day  make  investments,  for  instance,  in  coal  lands  for  de- 
velopment purposes.  They  might  invest  in  them  for  the  purpose  of 
getting  their  own  fuel,  but  as  to  going  into  a  commercial  proposition 
I  think  it  is  generally  the  sentiment  of  the  railroads,  and  has  been 
for  a  great  many  years,  that  their  business  was  railroading  and  not 
outside  investments,  and  I  think  tl"  t  is  the  general  practice  of  the 
roads  of  the  country  to-day. 

The  Chairman.  Are  there  any  other  questions? 

Mr.  Shriver.  I  have  another  statem«  r*t  that  I  thought  might  be  of 
some  value  in  this  connection,  and  that  is  the  one  that  I  have  sub- 
mitted copies  of.  I  have  made  *  compilation  here  for  each  of  these 
38  systems  that  we  have  been  speaking  of,  showing  the  property  in- 
vestment and  what  the  income  of  each  of  these  carriers  would  be. 
aDDroximatelv,  based  on  the  three-vear  average  of  standard  return 
on  June  30, 1917. 

(The  statement  was  filed  marked  "  Shriver  Exhibit  F.") 

Mr.  Thom.  Is  it  necessary  to  make  an  explanation  about  that  or 
might  it  be  just  put  in? 

Mr.  Shriver.  There  are  one  or  two  points  in  there  along  the  line 
of  the  Senator's  innuirv  that  might  be  illuminating.    I  call  atten- 
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tion  to  this  fact:  Several  of  the  roads  in  this  statement  which 
appear  to  have  a  considerable  surplus  over  dividends  and  a  con- 
siderable surplus  in  relation  to  the  entire  capital  obligations  are  those 
very  roads  which  have  large  investments  in  coal  lands  and  have  been 
operating  them.  Take  the  Delaware,  Lackawanna  &  Western,  for 
instance;  it  has  an  earning,  a  net  corporate  income  earning  of 
$19,000,000,  and  after  its  dividend  of  $11,000,000  there  is  left  a  sur- 
plus over  dividends  of  $8,000,000,  but  of  the  earnings  of  that  com- 
pany $16,675,000  came  from  the  operation  of  the  railroads,  and 
$6,404,000  was  the  net  result  of  income  from  other  properties. 

Senator  Pomerene.  That  is  coal  properties? 

Mr.  Shriver.  Chiefly  their  coal  properties.  The  Central  Railroad 
of  New  Jersey  also  owns  a  large  amount  of  coal  lands  and  operates 
them.  The  Lehigh  Valley  is  another  instance  where  with  an  earn- 
ing of  $8,069,000,  after  paving  $6,000,000  dividend,  there  is  $1,998,000 
surplus,  and  $4,117,000  or  its  earnings  came  from  its  outside  opera- 
tions. In  the  same  way,  I  think,  the  Pennsylvania  has  a  $12,000,000 
income  from  outside  operations  and  some  investments  in  coal. 

Senator  Gore.  How  is  that? 

Mr.  Shriver.  The  Pennsylvania  has  a  great  many  outside  invest- 
ments, some  of  which  are  in  coal  operations,  although  I  think  they 
have  recently  sold  some  of  those  operations. 

Mr.  Thom.  Do  those  appear  on  the  face  of  the  statement? 

Mr.  Shriver.  The  income  from  the  operation  of  the  railroad- and 
income  from  other  sources  is  shown  separately.  The  net  operating 
income  shown  in  this  statement  in  column  3  is  arrived  at  by  scaling 
up  the  earnings  of  the  three  years,  1915,  1916,  and  1917,  taken  as  a 
test  period,  to  the  property  investment  on  June  30,  1917,  affording 
the  property  of  that  date  the  same  return  as  the  average  return  for 
the  three  years,  but  takes  no  account  of  the  additional  investment  to 
December  31,  1917.  That  is  shown  in  a  footnote.  Bringing  the 
property  up  to  December  31,  1917,  gives,  on  the  same  basis,  an  esti- 
mated earning  for  these  properties  on  the  basis  of  the  average  for 
the  three  vears  of  $400,000,000,  as  compared  with  the  $384,000,000 
produced  by  the  three-year  earnings. 

I  have  already  stated!  the  disposition  of  the  actual  average  income 
which  occurred  in  the  three-year  period,  and  I  would  like  to  state 
what  I  estimate  the  disposition  of  this  $400,000,000  of  net  operating 
income  would  be  if  compensation  were  allowed  on  this  basis.  The 
net  operating  income  of  $400,685,275  and  the  other  income,  which  I 
have  taken  for  the  year  ending  June  30,  1917,  is  $51,792,787,  making 
a  total  income  of  $452,477,994. 

From  that  there  is  deducted  the  same  interest  that  was  deducted 
for  the  year  June  30,  1917,  and  I  have  added  an  additional  charge, 
estimating  the  additional  obligations  which  Senator  Cummins  has 
inquired  about.  I  have  estimated  that  for  the  period  July  1  to 
December  31  at  $60,000,000,  as  against  the  $110,000,000  of  increased 
property,  and  the  interest  on  that  adds  an  interest  charge  of 
$3,600,000.  It  is  estimated  that  the  additional  income  tax  over  and 
above  what  has  been  charged  in  the  past,  and  which  I  understand 
will  be  an  additional  charge  against  the  income  of  these  carriers  in 
the  future,  at  $25,000,000,  or  making  total  deductions  for  interest 
and  additional  taxes  of  $233,051,992,  leaving  a  net  balance  available 
for  the  stockholder  of  $219,426,000.    Deducting  from  that  the  same 
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dividends  that  were  paid  by  these  roads  for  the.year  June  30, 1917, 
$126,095,909,  leaves  an  earned  surplus  on  the  stock  of  $93,330,093. 

If  we  take  the  discounts,  losses,  and  so  forth  at  the  same  average 
as  they  were  in  the  three-year  period  under  consideration,  it  is 
$21,686,983,  which  would  leave  an  available  surplus  of  $71,643,110, 
or  2.55  per  cent  of  the  capital  stock  of  these;  carriers,  which  per  cent 
on  the  total  capital  obligations,  that  is,  the  margin  of  safety  on  this 
total  investment,  would  he  1.01  per  cent. 

From  that,  assuming  that  the  same  percentage,  or  same  amount 
of  additions  and  betterments  will  be  made  out  of  that  income  that 
were  made  in  the  average  of  the  three  vears,  that  is,  the  average 
investments,  $34,269,629,  would  leave  a  balance  of  unappropriated 
surplus  to  these  carriers  of  only  $37,373,481,  which  I  estimate  as  a 
conservative  result  of  the  application  of  the  theory  of  giving  these 
carriers  the  same  rate  of  return,  not  the  same  dollars  and  cents  return, 
but  the  same  rate  of  return  that  they  realized  on  their  property  in 
the  three-year  period,  which  is  5.54  per  cent. 

That  final,  unappropriated  surplus  represents  1.33  per  cent  of  the 
capital  stock  and  0.53  per  cent  of  the  entire  capital  obligation,  or  one 
half  of  one  per  cent  on  the  entire  capital  obligation,  and  the  margin 
pf  safety  that  is  finally  left  for  these  carriers.  The  figures,  in  state- 
ment form,  are  as  follows: 

Approximate  condensed  income  account  based  on  net  operating  income  scaling 
8-year  average  earnings  to  property  at  Dec,  31,  1917 — Thirty-eight  systems. 

Net  operating  income $400,685,207 

Other  income  (year  June  30,  1917) 51,792,787 

452, 477,  904 
Interest  and  miscellaneous  deductions  June  30, 1917.  $204,451,992 
Interest  on  new  obligations  to  Dec.  31,  1917,  esti- 
mated $60,000,000 3, 600, 000 

Additional  income  tax,  estimated 25,000,000 

233,051,992 

219,426,002 
Dividends  (year  June  30,  1917) 126,095,909 

Earned  surplus 93, 330, 003 

Discounts,  losses,  etc.  (average  for  3  preceding  years) 21,686,983 

Available  surplus 71, 643,110 

Per  cent  on  capital  stock 2. 55 

Per  cent  on  total  capital  obligations 1.01 

Appropriations  for  additions  and   betterments    (average  for  3 
years) 34, 269, 62> 

Balance  unappropriated  surplus *    37,373,481 

Per  cent  on  capital  stock 1. 33 

Per  cent  on  total  capital  obligations .  53 

The  Chairman.  Have  you  a  total  that  would  show  the  distinction 
between  what  is  denominated  here  "net  operating  income,"  show- 
ing the  net  income  from  all  sources  as  related  to  property  invest- 
ments, showing  the  rate  of  return  to  the  corporation,  showing  the 
net  income  from  all  sources  as  related  to  property  investments, 
showing  the  rate  of  return  to  the  corporation  from  all  sources,  not 
only  the  net  operating  income,  but  the  income  from  sources  that  are 
not  included  in  tho  operating  income  for  the  three-year  period! 
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Mr.  Shriver.  You  mean  as  to  the  property  investment  which  I 
have  recited  as  a  railroad  property? 

The  Chairman.  Yes;  including  them  all,  so  that  it  shows  the  net 
income  to  the  corporation? 

Mr.  Shriver.  I  have  not  made  such  compilation,  Senator,  because 
it  had  not  seemed  to  me  that  that  would  be  a  correct  way  of  relating 
it    That  is,  there  is  no  relation  between  all  the  earnings  of  these 

f>roperties  and  what  they  would  earn  on  this  railroad  property  alone, 
n  other  words,  if  a  company  had  $100,000  invested  in  a  railroad 

The  Chairman  (interposing).  I  understand  the  distinction.  I 
thought  perhaps  you  had  some  table  showing  that. 

Mr.  Shriver.  I  did  not  make  it  because  I  did  not  think  it  was 
properly  related  at  all,  but  I  have  given  die  total  earnings  of  the 
company  in  relation  to  the  total  capital  of  the  .company  as  what 
appeared  to  me  to  be. a  proper  relation. 

The  Chairman.  I  understand  that  the  Government's  proposition 
is  to  find  out  what  you  are  entitled  to  as  nearly  as  possible  for  the 
use  of  the  actual  operating  properties. 

Mr.  Shriver.  Of  the  rauroad  properties? 

The  Chairman.  Yes ;  of  the  railroad  properties. 

Mr.  Shriver.  Yes;  that  is  my  understanding,  and  that  is  what 
this  statement  has  been  based  on. 

The  Chairman.  But  I  thought  perhaps  you  might  have  a  table 
that  showed  the  return  to  the  corporation  from  all  of  its  investments. 

Senator  Cummins.  Mr.  Shriver,  if  the  Government  takes  your 
bonds  at  par  during  the  period  of  occupation  and  operation,  why 
should  you  deduct  any  discount  on  the  bonds? 

Mr.  Shriver.  Of  course,  if  they  did  take  all  of  our  obligations 

Senator  Cummins  (interposing).  That  is  just  what  this  bill  pro- 
vides, is  it  not? 

Mr.  Shriver  (continuing).  That  would  add,  as  I  recall  it,  about 
$12,000,000. 

Senator  Cummins.  $21,000,000. 

Mr.  Shriver.  That  included  extraordinary  losses,  which  I  take 
it  would  still  be  a  charge  against  the  corporation,  but  the  discounts 
referred  to  as  I  recall  are  about  nine  or  ten  million  dollars,  so  that 
that  would  increase  that  $37,373,000  final  unappropriated  surplus  and 
make  it  as  much  as  $47,300,000. 

That  is  a  very  proper  suggestion,  with  this  difference.  I  am  not 
entirely  clear,  from  the  suggestions  that  have  been  made  so  far, 
whether  it  is  the  purpose  of  the  Government  to  advance  all  the 
capital  that  the  roads  may  require — that  is,  whether  they  are  going 
to  refund  maturing  obligations  or  whether  they  simply  purpose 
advancing  funds  for  additions  and  betterments  that  may  be  made  in 
the  future.  That  is  a  matter  of  policy  that  they  will  probably 
determine. 

If  the  railroads  are  left  to  refinance  their  maturing  obligations, 
which,  in  the  case  of  these  eastern  roads,  is  $108,000,000  this  year, 
there  would  be  discounts,  and  probably  very  heavy  ones,  that  we 
would  have  to  meet. 

Senator  Kellogg.  You  mean  if  the  Government  takes  your  se- 
curities at  par,  there  would  not  be  any  discount? 

Mr.  Shriver.  Yes,  sir;  and  would  increase  this  final  surplus  of  ten 
or  twelve  million  dollars  over  what  I  have  stated  it,  and  the  point 
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I  make  is  that  even  so  the  margin  would  be  extremely  small  consid- 
ering the  large  amount  of  capital  involved. 

The  Chairman.  Are  there  any  other  questions  that  any  member  of 
the  committee  desires  to  ask  ?  If  not,  Mr.  Shriver  will  be  excused 
now. 

Senator  Watson.  Mr.  President,  yesterday,  with  the  view  of  de- 
termining the  possibility  of  private  management  as  against  public 
control,  I  asked  the  witness,  Mr.  Shriver,  to  give  figures  showing  the 
increase  in  the  tonnage  handled  by  the  38  railroads.  He  said  he 
was  not  able  to  give  those  figures.  If  it  would  be  agreeable  to  the 
committee,  I  would  like  to  put  Mr.  Patterson  on  and  ask  him  that 
question  now. 

Senator  Kellogg.  Was  not  that  given  by  Mr.  Kmttschnitt  ? 

Senator  Watbon.  No.  He  said  he  did  not  know  anything  about  the 
eastern  railroads  at  all. 

Mr.  Patterson.  May  I  just  read  the  figures? 

Senator  Watson.  If  it  be  agreeable  to  the  committee. 

The  Chairman.  I  see  no  objection  to  his  reading  the  figures  in. 

Senator  Watson.  Yes. 

Mr.  Patterson.  I  have  the  figures,  Senator,  from  June  30,  1910, 
to  June  30,  1917,  for  the  eastern  roads.  If  it  meets  with  your  ap- 
proval I  will  read  simply  for  the  vears  ending  June  30,  1910,  1916, 
and  1917,  and  then  bring  it  up  to  October  1,  without  reading  the  in- 
termediate figures,  or  I  will  do  whichever  you  desire. 

Senator  Pomerbne.  Put  the  entire  table  in. 

Senator  Watson.  Yes ;  let  us  have  the  whole  table  in. 

Mr.  Patterson.  Then,  suppose  I  just  have  it  copied  and  filed. 
That  will  save  a  great  deal  of  time. 

Senator  Watson.  That  is  all  right. 

Mr.  Patterson.  I  have  the  six  months'  figures,  from  April  1,  the 
date  of  the  declaration  of  war,  up  to  and  including  October  1,  and  I 
will  bring  it  up  to  that  time. 

Senator  Watson.  Then  let  it  all  be  filed  as  a  part  of  the  record. 

Thirty-eight  eastern  systems. 


Years  ended  June  80— 


1910 
1911 
1912 
1913 
1914 
1915 
1916 
1917 


Revenue 
ton-miles. 


138,977, 
138,363, 
144,123, 
162,287, 
153,980, 
147,238, 
181,055, 
197,529, 


833,221 
921,955 
802,168 
907,494 
932,267 
437,031 
575,566 
431, 119 


Increase  as 
compared 
with  1910. 


Percent. 


iQ.4 
3.7 
16.8 
10.8 
5.9 
32.4 
42.1 


Revenue 
passenger-miles. 


14,896, 
16,462, 
15,636, 
16,349, 
16,650. 
15,228, 
15,943, 
17,738, 


095,430 
017,351 
689,193 
265,798 
283,897 
415,704 
199,481 
286,522 


Increase  ss 

compared 
with  1910. 


Pew  cfw< 


3.T 
5.0 
9.8 
11.8 
2.2 
7.0 
19.2 


»  Deficit. 
SIX  MONTHS  APR.  1  'JO  OCT.  1,  1917,  COMPARED  WITH  8AME  PERIOD  OF  1916. 

Revenue  ton-miles:  _. 

1917 99,138,196,081 

1916 88,951,466,158 

Per  cent  of  increase U-  * 


The  Chairman.  Now,  Mr.  Thorn. 

Mr.  Thom.  Mr.  Chairman,  I  would  like  to  be  permitted  now  to 
hear  Mr.  Frank  Trumbull,  who  is  chairman  of  the  Railway  Execu- 
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tives  Advisory  Committee,  and  who  is  chairman,  also,  of  the  Chesa- 
peake &  Ohio  and  of  the  Hocking  Valley  and  the  M.  K.  &  T.  Rail- 
roads. 

STATEMENT  OF  MB.  FRABTK  TRUMBULL. 


The  Chairman.  Mr.  Trumbull,  give  the  stenographer  your  full 
name,  address,  and  your  official  connection. 

Mr.  Trtjmbull.  Frank  Trumbull,  61  Broadway,  New  York ;  chair- 
man Railway  Executives  Advisory  Committee;  chairman  of  the 
Chesapeake  &  Ohio  Eailway  Co. ;  tne  Hocking  Valley  Railway  Co., 
and  the  Missouri,  Kansas  &  Texas. 

Mr.  Chairman,  I  would  like  to  say  first  a  word  of  indorsement  of 
what  Mr.  Thorn  said  to  you  on  Monday,  that  we  are  not  here  in  an 
obstructive  attitude,  but  we  think  we  would  be  derelict  to  the  owners 
of  these  railroads  and  to  you  if  we  did  not  present  the  facts  as  they 
appear  to  us. 

I  have  had  statements  made  up,  and  I  have  a  copy  for  each  member 
of  the  committee,  if  you  like,  by  individual  roads,  showing  the  net 
operating  income  for  the  three  years  ended  June  30,  1915,  1916,  and 
1917. 

Senator  Pomerene.  Let  me  ask  you  whether  you  mean  all  the 
roads  of  the  country? 

Mr.  Trumbull.  It  is  not  all  the  roads,  Senator,  because  we  did  not 
have  time  to  get  them  all  in. 

Senator  Pomerene.  You  spoke  of  u  the  roads."  Indicate,  please,  of 
what  roads  you  are  speaking,  and  how  many. 

Mr.  Trumbull.  This  is  86  per  cent  of  the  mileage. 

The  Chairman.  Senator,  will  you  suspend  a  moment  until  the 
clerk  hands  these  tables  around  to  the  different  members? 

(The  statement  referred  to  is  here  printed  in  full,  as  follows:) 

8ummaby. — Net  operating  income  and  rate  of  income  on  investment,  years  ended 

June  SO,  1915,  1916,  and  1917. 


District  and  item. 

Fiscal  years  ended  June  30— 

Three-year 

1017 

1916 

1915 

average— 
1915, 1916,  1917. 

Eastern  district: 

Rate  of  return,  per  cent. . . . 
Southern  district: 

Net  operating  income 

Rate  of  return,  per  cent .... 
Western  district: 

Property  investment 

Rate  of  return,  per  cent 

Caited  States: 

Rate  of  return,  per  cent 

$6,910,058,294.03 

369, 498, 495.41 

5.35 

1,197,230,816.94 

71,414,909.80 

5.97 

6,304,740,702.90 

371,611,668.78 

5.89 

14,412,029,814.47 

812, 525, 073. 99 

5.64 

$6,727,320,431.33 

417,692,337.75 

6.21 

1,170,117,118.90 

65,146,837.69 

5.57 

0,182,979,645.19 

325,563,603.60 

5.27 

14,080,417,195.42 

808,402,779.04 

5.74 

$6,688,517,532.01 

274,211,332.43 

4.16 

1,143,526,285.99 

44,042,193.23 

3.85 

6,081,638,566.81 

255,393,882.80 

4.20 

13,813,682,384.81 

578,647,408.46 

4.15 

$6,741,965,419.32 

353,800,771.86 

5.25 

1,170,291,407.28 

60,201,313.57 

5.14 

6,189,786,304.63 

317,523,051.73 

5.13 

14,102,043,131.23 

731,525,087.16 

5.19 

Note.— Net  operating  income— operating  revenues  less  operating  expenses,  taxes,  and  equipment,  Joint 

facility  and  miscellaneous  rental  balance. 

Ifileage  represented: 

Eastern  district 5*,048.23 

Southern  district 16,975.94 

Western  district 101,598.90 

United  States 176,623.07 
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Senator  Watson.  I  will  ask  him  this,  Mr.  Chairman,  while  the 
tables  are  being  handed  around : 

You  are  chairman  of  the  Railway  Executives'  Advisory  Commit- 
tee.   What  is  that  committee  ? 

Mr.  Trumbull.  It  is  a  committee  organized  three  or  four  years 
ago  to  deal  with  Federal  relations,  particularly  the  matter  of  legis- 
lation in  Congress.  Mr.  Alfred  P.  Thorn  is  our  general  counsel  and 
is  charged  especially  with  the  duty  of  attending  hearings  before 
committees  like  this. 

Senator  Watsov.  What  per  cent  of  the  railroads  are  included 
within  this  supervision? 

Mr.  Trumbull.  About  90  per  cent  of  the  railroads  of  class  1. 

The  Chairman.  And  they  constitute  about  what  per  cent  of  the 
entire  mileage? 

Mr.  Trumbull.  A  little  less  than  90  per  cent. 

Senator  Poindexter.  What  is  the  general  attitude  of  that  commit- 
tee on  the  question  of  State  control  of  interstate  traffic  and  continu- 
ance of  the  State  commissions  as  against  exclusive  Federal  control? 

Mr.  Trumbull.  We  have  advocated  exclusive  Federal  control. 

Senator  Poindexter.  What  is  the  attitude  of  the  committee  on  the 
question  of  permanent  Government  operation  of  the  roads? 

Mr.  Trumbull.  We  have  not  taken  any  position  about  that. 

Senator  Poindexter.  Do  you  know  what  is  the  general  opinion 
in  railroad  circles  on  that  question  ?  Of  course,  if  you  do  not  know, 
just  say  so ;  it  can  only  be  approximated  at  any  rate. 

Mr.  'Trumbull.  Yes ;  I  think  I  do. 

Senator  Poindexter.  What  is  it? 

Mr.  Trumbull.  I  think  as  a  whole  it  is  regarded  as  an  unde- 
sirable step  for  the  country.  You  are  speaking  of  permanent  own- 
ership or  regulation? 

Senator  Poindexter.  Yes ;  Government  ownership. 

Mr.  Trumbull.  Yes ;  that  is  what  I  assumed. 

Senator  Poindexter.  How  is  it  regarded  from  the  standpoint  of 
the  interests  of  the  owners  of  the  railroads? 

Mr.  Trumbull.  Like  everything  else,  Senator,  it  would  depend 
upon  the  price  they  would  get.  No  doubt  a  great  many  of  them 
would  be  glad  to  sell  to  anybody  at  a  fair  price. 

The  Chairman.  You  may  proceed  now,  Mr.  Trumbull,  if  the 
Senator  is  through. 

Senator  Poindexter.  Yes;  I  am  through. 

Mr.  Trumbull.  I  should  say,  Mr.  Chairman,  in  connection  with 
these  statements,  that  there  has  been  no  opportunity  to  recheck  them, 
and  they  have  not  been  checked  by  the  Interstate  Commerce  Com- 
mission, as  no  doubt  will  be  desirable  later  on. 

I  have  here  the  form  upon  which  they  were  based,  which  does  not 
exactly  correspond  with  the  language  of  the  bill,  because  there  was 
no  bill  when  we  sent  out  the  call  for  these  figures. 

The  principal  difference  is  in  the  miscellaneous  rentals,  which  are 
deducted  from  these  statements  to  arrive  at  the  net  operating  in- 
come and  are  not  deductible  under  the  bill.  a 

Senator  Gore.  State  that  ajrain,  please,  sir. 

Mr.  Trumbull.  The  principal  difference  between  these  figures 
and  the  language  of  the  bill  is  in  the  matter  of  miscellaneous  rents, 
which  are  deducted  in  these  statements  in  order  to  arrive  at  net  op- 
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orating  income,  but  are  not  deductible  in  the  bill  itself.  That,  how- 
ever, is  not  a  very  large  item.  I  should  like  it  to  be  understood  that 
these  figures  are  not  filed  as  finalities  in  behalf  of  any  road. 

Mr.  Thom.  Is  not  that  item  negligible  for  the  purposes  of  this 
statement  ? 

Mr.  Trumbull.  Yes;  it  is.  Still,  if  the  miscellaneous  rents  should 
be  increased  later,  it  would  be  a  question,  no  matter  whether  it  is 
large  or  small,  as  to  whether  the  railroads  ought  to  pay  it  out  of  their 

Guarantee,  or  whether  it  ought  to  be  assumed  by  the  people  who  are 
irecting  the  operation. 

I  do  not  wish  to  weary  you  with  figures,  so  I  will  just  be  as  brief 
as  I  can  in  making  some  comments  about  these  statements. 

In  the  first  place,  in  looking  them  over  the  thing  which  will  be 
evident  to  anybody  is  the  inequality  in  this  treatment. 

The  Chairman.  You  mean  as  to  individual  roads? 

Mr.  Trumbull.  Yes,  sir.  That  is  to  say,  the  average  for  the  three 
years  will  be  quite  different  on  some  roads  in  comparison  with  the  last 
twelve  months'  period  than  it  is  on  some  other  roads.  Results  for  the 
three  years  were  quite  different  in  many  cases  from  the  record  which 
the  individual  roads  were  making  up  to  recently. 

Take  the  Chicago  &  Eastern  Illinois,  for  instance ;  the  average  for 
three  years  is  $1,000,000  less  than  the  year  ended  last  June ;  the  Big 
Four  Road  is  $1,800,000  less;  the  Hocking  Valley  is  $700,000  less— 
not  a  large  road,  but  an  important  link  in  getting  coal  to  the  North- 
west; the  Wabash  is  $2,100,000  less:  the  Western  Maryland  is 
$900,000  less;  the  Atlantic  Coast  Line  is  $2,500,000  less;  the  Central 
of  Georgia  is  $900,000  less;  the  Chesapeake  &  Ohio  $2,300,000  less; 
the  Florida  East  Coast,  $700,000  less;  the  Illinois  Central,  $5,300,000 
less;  the  Louisville  &  Nashville,  $4,800,000  less;  the  Nashville,  Chat- 
tanooga $  St.  Louis,  $1,200,000  less,  with  only  1,200  miles  of  road; 
the  Seaboard  Air  Line,  $700,000  less;  the  Virginian  Railway,  which 
runs  to  Norfolk,  $1,200,000  less  on  512  miles  of  road.  In  the  western 
group,  the  Atchison  is  $6,600,000  less. 

Senator  Cummins.  I  do  not  comprehend  the  full  comparison  that 
you  are  making.  Are  you  making  comparison  between  the  standard 
of  the  bill  and  the  recent  net  earnings,  or  income  of  these  com- 
panies? 

Mr.  Trumbull.  The  most  recent  12  months  that  has  been  com- 
puted. 

'Senator  Robinson.  Is  that  for  the  last  fiscal  year,  or  the  last 
calendar  year? 

Mr.  Trumbull.  I  should  say,  Senator,  that  we  are  not  able  to  give 
you  all  the  roads,  because  the  Interstate  Commerce  Commission 
changed  the  fiscal  year,  with  the  concurrence  of  most  of  the  roads,  a 
little  over  a  year  ago,  so  there  are  no  figures  by  individual  roads  at 
the  commission's  office  for  the  year  ended  June  30, 1917. 

Senator  Robinson.  And  the  comparison  you  are  making  is  for  the 
calendar  year? 

Mr.  Trumbull.  No;  the  comparison  I  am  making  is  the  aver- 
age provided  by  the  bill,  ended  June  30,  which  I  asked  the  different 
roads  to  make  up. 

Senator  Robinson.  I  understand. 

Senator  Gore.  This  shows  the  excess  earnings  for  the  year  1917 
over  the  average  for  the  three  years?    Is  that  the  point? 
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Mr.  Trumbull.  Yes. 

The  Chairman.  What  was  the  question  you  asked,  Senator  Gore? 
1  did  not  understand  that. 

Senator  Gore.  I  asked  him  if  the  figures  that  he  was  quoting 
showed  the  excess  for  the  fiscal  year  1917  over  the  average  for  the 
three  years,  the  basic  three  years. 

Mr.  Trumbull.  Yes. 

Senator  Cummins.  Yes;  that  is  what  he  stated. 

Mr.  Thom.  Some  of  these  gentlemen  want  to  know  for  what  pur- 
pose you  are  reading  these  figures? 

Mr.  Trumbull.  I  have  in  mind  the  importance  of  a  tribunal  which 
will  pass  upon  roads  exceptionally  situated. 

Mr.  Thom.  You  want  to  show  that  these  are  exceptional  cases? 

Mr.  Trumbull.  Yes. 

I  will  not  attempt  to  read  many  more,  Mr.  Chairman,  but  in 
the  western  group  you  will  find  two  or  three  conspicuous  figures. 

The  Missouri  Pacific,  for  instance,  for  the  average  period  is  nearly 
$5,000,000  less  than  the  12  months  ended  last  June. 

The  Missouri,  Kansas  &  Texas,  which  is  in  receivership,  is  about 
$800,000  less. 

One  of  the  most  glaring;  figures  is  the  International  &  Great  North- 
ern, which  also  is  in  receivership.  Its  net  operating  income  for  the 
12  months  ended  last  June  would  be  almost  exactly  cut  in  two  by 
applying  the  average  for  the  three  years. 

Senator  Poindexter.  What  was  it? 

Mr.  Trumbull.  $2,800,000  down  to  $1,423,000.  There  are  a  num- 
ber of  causes  that  have  contributed,  Senator.  There  was  a  great 
difference  in  business.  For  instance,  in  the  fiscal  year  ended  June 
30,  1915,  they  had  six-cent  cotton  in  Texas.  That  not  only  dimin- 
ished the  income  of  the  farmers,  but  diminished  their  purchasing 
power  so  that  all  kinds  of  business  was  depleted,  and  if  you  look 
at  the  southern  group  that  is  a  very  conspicuous  feature  all  over  the 
South. 

Then,  in  these  receivership  roads  that  I  was  going  to  mention 
there  were  special  physical  conditions.  Usually  before  a  receivership 
a  company  is  trying  to  economize  to  the  last  cent.  In  determining 
a  policy  it  has  to  choose  between  a  default  on  its  bonds  on  the  one 
hand  or  economizing  in  every  possible  way.  and  usually  there  is 
economy  in  maintenance,  and  during  receivership  this  deferred  main- 
tenance is  usually  made  up  and  charged  to  expenses,  which,  of  courset 
diminishes  the  net  income  for  that  period. 

So  that  what  I  have  in  mind  in  mentioning  these  special  instances 
is,  first,  roads  that  would  be  underpaid  because  of  such  conditions  as 
6-cent  cotton,  crop  shortages  on  some  lines,  strikes^  and  floods  in 
some  cases,  but  particularly  such  roads  as  the  Missouri  Pacific,  which 
has  recently  been  reorganized,  and  such  roads  as  the  Missouri,  Kan- 
sas &  Texas,  and  International  &  Great  Northern,  which  are  not  yet 
reorganized. 

Senator  Pomerene.  You  have  presented  here  the  average  earnings 
for  these  roads  for  the  three  years,  1916,  1916,  and  1917? 

Mr.  Trumbull.  Yes,  sir. 

Senator  Pomerene.  And  you  contrast  those  earnings  with  the 
earnings  of  the  year  1917,  which  was  the  basis  of  the  three  years, 
in  order  to  show  to  the  committee  the  injustice  of  this  rule. 
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Now,  on  the  other  hand,  have  you  prepared  a  similar  table  showing 
what  the  average  earnings  of  these  three  years  would  be  as  compared 
with  the  average  earnings  for  the  year  1915,  which  was  the  least 
profitable  of  these  three  years) 

Mr.  Trumbull.  No;  I  have  prepared  no  table  for  either,  Senator. 

Senator  Pomerene.  You  have  called  attention  to  it 

Mr.  Trumbull.  I  can  call  off  figures  from  this  statement  and  show 
the  comparison  right  from  the  statement. 

Senator  Pomerene.  It  might  be  of  interest  to  the  committee  to 
point  out  the  contrast  between  the  earnings  of  1915  and  the  average 
earnings  for  those  three  years  on  those  same  roads. 

Mr.  Trumbull.  I  will  be  glad  to  do  it  if  you  like. 

Senator  Pomerene.  I  would  be  very  glad  if  you  could  take  the 
same  roads  and  give  us  those  figures. 

Senator  Gore.  Could  you  put  in  the  record,  if  you  have  it,  a  state- 
ment of  the  Frisco  and  Bock  Island  i 

Mr.  Trumbull.  Yes.    Shall  I  call  those  off  now  \ 

Senator  Gore.  It  does  not  make  any  difference.  I  want  it  in  the 
record. 

Mr.  Trumbull.  Suppose  I  finish  1917? 

Senator  Gore.  Very  well. 

Mr.  Trumbull.  The  St.  Louis  &  San  Francisco  averaged  for  the 
three  years  about  $2,000,000  less  than  the  year  ended  June  30,  1917. 

Senator  Watson.  How  did  it  compare  with  1915,  Mr.  Trumbull? 

Mr.  Trumbull.  It  was  $2,200,000  better.  The  Rock  Island  for  the 
year  ended  last  June  was  $4,000,000  better  than  the  average,  and  the 
average  was  $4,000,000  better  than  the  year  1915. 

Senator  Gore,  1916  would  be  just  about  the  same  as  the  average? 

Mr.  Trumbull.  Yes,  sir. 

Senator  Gore.  Are  you  going  to  print  this  entire  table  in  connec- 
tion with  your  statement? 

Mr.  Trumbull.  These  are  all  typewritten  and  there  is  a  copy  here 
for  each  member. 

The  Chairman.  Mr.  Trumbull,  does  the  table  show,  in  answer  to 
the  question  asked  by  Senator  Pomerene,  the  excess  over  1915,  as  well 
as  the  deficit  under  1917  ? 

Mr.  Trumbull.  I  have  not  carried  it  out  in  separate  columns,  but 
the  columns  are  all  there.    I  made  the  calculations  as  I  read  them  off. 

The  Chairman.  They  can  be  calculated  from  this? 

Mr.  Trumbull.  Yes. 

Senator  Cummins.  I  think  Senator  Pomerene  wanted  to  have  the 
record  show,  aside  from  the  study  of  the  table,  some  of  these  instances 
in  which  the  average  was  more  than  the  net  income  for  1915. 

Mr.  Trumbull,  Yes.    Shall  I  read  those  now  ? 

Senator  Pomerene.  I  would  be  very  glad  to  have  them,  because  it 
helps  to  elucidate  the  point  that  is  being  made. 

Senator  Cummins.  The  answer  to  the  question  would  involve  the 
reading  of  nearly  all  the  roads  of  the  country,  would  it  not  ? 

Senator  Pomerene.  No;  I  do  not  want  that.  Mr.  Trumbull  called 
attention  to  6  or  10  roads,  and  I  would  like  to  further  elucidate  the 
point  that  you  were  making  by  calling  attention  to  the  earnings  of 
the  year  1915  as  compared  with  that. 

Bfr.  Trumbull.  I  will  give  you  the  average  for  the  three  years. 

Senator  Pomerene.  Yes.    It  is  better  than  the  year  1915. 
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Mr.  Trumbull.  The  Chicago  &  Eastern  Illinois,  $1,500,000- 


Senator  Cummins  (interposing).  I  suggest  that  you  begin  at  the 
top  of  the  table. 

Mr.  Trumbull.  I  was  simply  reading  the  same  roads,  Senator,  that 
I  read  before. 

The  Hocking  Valley  is  $900,000  better;  the  New  York  Central  is 
$13,000,000  better;  the  New  York,  New  Haven  &  Hartford  is 
$1,000,000  better. 

Senator  Watson.  That  is,  the  average  for  the  three  years  is 
$1,000,000  better  than  in  the  year  1915  ? 

Mr.  Trumbull.  Yes.  The  Wabash  is  $3,500,000  better.  There 
they  had  the  receivership  condition  that  I  spoke  about.  The  West- 
ern Maryland,  $1,100,000  better;  the  Atlantic  Coast  Line,  $2,800,000 
better ;  the  Central  of  Georgia,  $700,000  better ;  the  Chesapeake  & 
Ohio,  $3,300,000  better;  the  Florida  East  Coast,  $600,000  better; 
Illinois  Central,  $4,600,000  better;  l/>uisville  &  Nashville,  $6,800,000 
better;  the  Seaboard  Air  Line,  $1,100,000  better;  the  Virginian, 
$1,000,000  better;  the  Rock  Island  &  Pacific,  $3,900,000  better;  In- 
ternation  Great  Northern,  $1,100,000  better? 

Senator  Poindexter.  Where  is  that  railroad? 

Mr.  Trumbull.  It  runs  from  Long  View,  Tex.,  to  Houston,  and  to 
San  Antonio  and  Laredo. 

Missouri  Pacific,  $2,400,000  better;  St.  Louis  &  San  Francisco, 
$2,200,000  better. 

Senator  Gore.  Does  that  end  the  list? 

Mr.  Trumbull.  Yes. 

Senator  Gore.  I  think,  Mr.  Chairman,  that  there  is  pretty  close 
correspondence  between  the  1916  figures  and  the  average,  and  I 
would  like  to  have  them  printed  in  the  record.  I  gather  from  the 
figures  he  has  just  read  that  1917  exceeds  the  average  about  as 
much  as  1915  is  under  the  average,  which  makes  1916  approximate 
the  average  pretty  closely.  There  will  be  one  or  two  variations,  I 
notice,  but,  generally  speaking,  they  are  very  close. 

I  would  like  very  much  to  hear  them  read,  unless  the  committee 
would  prefer  to  have  them  printed  in  the  record,  but  it  should  be  in 
the  record  in  order  to  make  it  complete. 

Mr.  Trumbull.  The  figures  are  here  for  the  three  years. 

Senator  Poindexter.  I  would  be  very  glad  to  have,  as  Senator 
Gore  suggests. 

The  Chairman.  What  was  your  suggestion,  Senator  Gore  ? 

Senator  Gore.  That  he  now  read  the  comparison  between  the 
average  and  the  year  1916.  I  judge  offhand  that  1916  will  run 
pretty  close  to  the  average. 

Mr.  Trumbull.  I  can  answer  it  in  a  general  way,  Senator  Gore, 
that  it  is  about  $100,000,000  less  in  total. 

Senator  Gore.  One  hundred  million  dollars  less  in  1916  than  the 
average? 

Mr.  Trumbull.  The  average  is  $100,000,000  less  than  the  total  in 
1916.    The  average  is  less. 

Senator  Robinson.  The  average  contemplated  for  the  bill  is  less 
than  the  return  for  1916  by  nearly  $100,000,000? 

Mr.  Trumbull.  Yes. 

Senator  Pomerene.  It  was  shown  by  one  of  the  witnesses  the  other 
dav  that  if  we  eliminated  the  vear  1915  from  this  bill  and  based  the 
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compensation  upon  the  years  1916  and  1917,  it  would  be  about 
$109,000,000  more  than  it  would  if  the  compensation  were  based  on 
tiie  average  for  the  three  years,  as  I  remember  the  figures. 

The  Chairman.  Is  that  about  correct,  according  to  your  figures? 

Mr.  Trumbull.  Yes;  about  $100,000,000. 

Senator  Gore.  That  is  for  the  two  years,  thougn. 

Senator  Pomepenb.  Yes. 

Senator  Gore.  Suppose  you  read  a  few  of  those  figures,  if  you  have 
them,  Mr.  Trumbull,  for  these  same  railroads— 1916  compared  with 
the  average. 

Mr.  Trumbull.  I  will  give  you  instances  where  the  year  1916  is 
better  than  the  average. 

Senator  Gore.  No  ;  I  would  rather  have  the  same  list. 

Mr.  Trumbull.  You  want  1916  compared  with  the  average? 

Senator  Gore.  The  s«une  roads;  yes. 

Mr.  Trumbull.  Compared  with  the  average? 

Senator  Gore.  Yes. 

Mr.  Trumbuu*  I  will  give  you  the  roads  which  were  better  in  1916, 
the  same  roads  that  I  enumerated  before. 

Senator  Gore.  Yes;  whether  better  or  worse. 

Senator  Cummins.  You  have  the  total  right  there;  the  total  net 
operating  income  for  1916  of  all  of  these  roads  named  in  the  list  was 
$414,368,820,  and  the  three-year  average  is  $401,072,993. 

Senator  Gore.  I  thought  it  was  a  pretty  close  approximation. 

Mr.  Trumbull.  That  is  the  eastern  roads. 

Senator  Cummins.  Have  you  got  those  totaled  anywhere? 

Mr.  Trumbull.  The  total  is  on  the  second  sheet,  Senator. 

The  Chairman.  Mr.  Trumbull,  as  I  understood  you,  you  were  at- 
tempting to  show  the  committee  how  this  would  work  an  inequality 
or  an  injustice,  and  you  cited  certain  roads  that  would  lose  tor  the 
year  1917. 

Mr.  Trumbull.  Yes. 

The  Chairman.  Then,  under  a  question  from  Senator  Pomerene, 
you  showed  how  they  would  gain  as  compared  with  1915.  Now, 
Senator  Gore's  question  was;  "  What  would  oe  their  status  in  regard 
to  1916,"  that  is,  these  identical  roads! 

Mr.  Trumbull.  That  is  what  I  understood. 

The  Chairman.  We  would  like  to  have  that.  I  presume  that  was 
Senator  Gore's  idea. 

Senator  Gore.  Yes. 

The  Chairman.  Whether  it  be  better  or  worse. 

Senator  Cummins.  That  is  not  in  this  table. 

Mr.  Trumbull.  The  Chicago  &  Eastern  Illinois  was  $400,000 
better. 

Senator  Gore.  $400,000  better  in  1916  than  the  average? 

Mr.  Trumbull.  Yes,  sir.  The  Big  Four  road  was  $2,000,000  bet- 
ter; the  Erie  was  $6,000,000  better;  the  Hocking  Valley  was  only 
$180,000  better;  the  New  York  Central  is  about  $11,000,000  better 
in  1916;  the  New  Haven  was  almost  identical;  the  Reading  was 
$2,800,000  better;  the  Wabash  was  $1,400,000  better;  the  Western 
Maryland  was  $300,000  better;  the  Atlantic  Coast  Line  was  $230,- 
000  better;  Central  of  Georgia  was  $92,000  worse;  Chesapeake* Ohio 
$1,000,000  better;  Florida  East  Coast  $136,000  worse;  Illinois  Cen- 
tral $600,000  worse;  the  Louisville  &  Nashville  $2,000,000  better; 
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Nashville,  Chattanooga  &  St.  Louis  $111,000  better;  Seaboard  Air 
Line  $434,000  better;  the  Virginian  $62,000  better;  the  Chicago, Rock 
Island  &  Pacific  $129,000  worse ;  International  Great  Northern  $266,- 
000  worse;  Missouri,  Kansas  &  Texas  $1,300,000  worse,  due  to  the  re- 
ceivership which  I  mentioned;  Missouri  Pacific  $2,500,000  worse;  St. 
Louis  &  San  Francisco  $155,000  better. 

I  think  I  should  also  mention  the  Texas  &  Pacific,  which  I  did 
not  mention  before,  which  in  1916  was  $226,000  worse. 

Senator  Gore.  Could  you  tell,  Mr.  Trumbull,  whether  the  net 
earnings  of  all  the  railroads  in  the  country  in  1915  were  greater  or 
less  than  in  1914? 

Mr.  Trumbull.  Yes.  In  answering  that,  Senator,  I  can  not  deal 
exactly  with  it. 

Senator  Gore.  I  do  not  mean  with  reference  to  these  particular 
roads,  but  all  the  roads  in  the  country. 

Mr.  Trumbull.  I  can  deal  with  operating  income  from  the  Inter- 
state Commerce  Commission  reports. 

Senator  Gore.  Yes. 

Mr.  Trumbull.  The  operating  income  shown  in  their  printed  re- 
port for  256,000  miles  of  road,  practically  all  of  them,  was  $728,- 
000,000  in  1915.    For  the  previous  year,  11,000  less  miles,  $704,000,000. 

Senator  Gore.  And  do  vou  have  for  the  year  before  that  in  that 
table,  1913? 

Mr.  Trumbull.  Yes. 

Senator  Gore.  Give  that,  please,  sir,  and  1912. 

Mr.  Trumbuee.  That  question  brings  me  to  the  statement  I  was 
going  to  make  next. 

Senator  Gore.  Yes,  sir.  I  did  not  want  to  cut  across  your  state- 
ment. I  thought  for  the  purpose  of  comparison  we  should  have  that 
to  see  whether  it  was  a  graduated  increase  or  not. 

Mr.  Trumbull.  I  will  answer  you  right  away,  Senator. 

Senator  Gore.  Yes,  sir. 
•  Mr.  Trumbull.  In  the  first  place,  you  have  asked  me  why  I  men- 
tioned these  figures.  I  have  been  assuming  that  in  taking  over  the 
property  the  Government,  or  anyone  else,  will  want  to  pay  the  fair 
value  of  the  use  at  the  time  of  taking.  That  is  why  I  mentioned 
June  30, 1917,  not  because  the  figures  were  more  or  less  favorable,  but 
to  bring  you  up  as  close  as  I  could  to  the  date  of  taking  possession. 
When  we  look  at  what  was  done  in  England  we  see  that  they  took 
over  the  roads  upon  the  basis  of  the  previous  calendar  year,  which 
was  the  best  year  in  the  history  of  English  railroads. 

Of  course  England  is  not  a  large  country  as  compared  with  this; 
therefore,  the  figures  may  not  seem  so  significant  in  the  matter  of 
revenue. 

England  and  Scotland  and  Ireland  have  an  area  of  120,000  square 
miles,  about  as  big  as  the  States  of  Indiana,  Illinois,  and  Iowa. 

Senator  Gore.  A  little  bigger  than  Colorado. 

Mr.  Trumbull.  A  little  bigger  than  Colorado. 

Senator  Gore.  And  a  little  less  than  Montana. 

Senator  Poindexter.  Will  you  please  repeat  that  statement  you 
made  as  to  the  area  ? 

Mr.  Trumbull.  The  area  of  the  United  Kingdom  is  about  120,000 
square  miles. 

Senator  Poindexter.  Is  that  only  the  island  of  Great  Britain? 
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Mr.  Trumbull.  No ;  that  includes  Ireland  and  Scotland.  The  total 
mileage  of  Great  Britain  was  23,700  miles  of  road,  which  is  less  than 
one-tenth  of  the  mileage  of  the  United  States.  But  you  will  find  in 
comparing  the  net  receipts,  as  I  stated,  they  took  the  best  year  the 
English  roads  have  ever  had,  which  was  £52,000,000,  and  was 
£3,000,000,  or  $15,000,000  better  than  the  average  for  three  years. 

Then  in  the  French  situation  they  did  not  have  an  emergency  to 
deal  with  in  this  matter  of  compensation,  and  in  all  that  I  say  about 
compensation  I  have  in  mind  the  question  of  railway  credit,  both 
during  the  war  and  after,  which,  it  seems  to  me,  is  important,  not 
only  to  the  owners  of  the  property  but  important  to  the  Government 
and  to  the  people  of  the  country,  particularly  as  these  securities  are 
nearly  all  owned  now  by  our  own  citizens. 

In  France  they  had  for  years  a  guaranteed  basis  to  the  railroada 

Senator  Pomerene.  I  did  not  catch  that  statement. 

Mr.  Trumbull.  In  France  they  had  for  a  number  of  years  an  ar- 
rangement with  the  railroads  under  which  minimum  dividends  were 
guaranteed,  so  they  had  no  emergency  to  deal  with. 

Senator  Pomerene.  Dividends  guaranteed  by  the  Government? 

Mr.  Trumbull.  Yes.  Here  is  a  statement  I  made  before  the  Had- 
ley  Commission  in  1910,  a  commission  appointed  to  report  upon  the 
regulation  of  securities : 

The  Northern  Line  in  France,  which  has  a  monopoly  of  the  north- 
ern district,  was  guaranteed  a  minimum  dividend  of  13£  per  cent  on 
the  stock,  and  the  point  beyond  which  the  State  shares  in  the  excess 
is  22.1  per  cent. 

In  tne  case  of  the  Pa,ris-Lyon-Mediterranean,  the  guaranteed 
minimum  is  10  per  cent,  the  State  sharing  in  anything  beyond  16 
per  cent,  and  so  on,  with  slightly  lower  percentages,  for  the  other 
companies. 

This  statement  was  made  in  1910,  and  I  scheduled  here  the  divi- 
dends paid  for  the  year  1906.  On  the  Northenj  Railway  of  France 
they  paid  18  per  cent  on  the  stock. 

On  the  Eastern  they  paid  7.1  per  cent. 

On  the  Western  they  paid  7.7  per  cent. 

On  the  Orleans  they  paid  11.8  per  cent. 

On  the  Paris-Ly  on-Mediterranean  they  paid  11.2  per  cent. 

On  the  Midi  they  paid  10  per  cent. 

Senator  Pomerene.  Does  that  condition  prevail  until  the  present 
time? 

Mr.  Trumbull.  Yes. 

Senator  Poindexter.  The  guaranteed  dividend  on  the  Paris-Lyon- 
Mediterranean  you  said  was  15  per  cent? 

Senator  Gore.  Ten  per  cent  was  the  minimum,  and  the  Government 
shared  above  15  per  cent. 

Mr.  Trumbull.  Ten  per  cent  was  the  minimum,  the  Government 
sharing  in  anything  above  15  per  cent. 

Senator  Poindexter.  Guaranteed  10  per  cent,  but  they  earned  over 
11, 1  believe? 

Mr.  Trumbull.  Yes,  sir. 

Senator  Poindexter.  And  so  in  the  Northern  Lines  they  were 
guaranteed  13£  per  cent? 

Mr.  Trumbull.  Yes ;  and  they  paid  18  per  cent. 

43202—18 26 
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Senator  Robinson.  What  is  the  basis  of  the  French  guaranteed 
dividends,  Mr.  Trumbull? 

Mr.  Trumbull.  The  basis  was  upon  the  par  value  of  the  stock. 

Senator  Robinson.  How  closely  was  that  analagous  to  the  prop- 
erty value? 

Mr.  Trumbull.  I  can  not  say  how  closely. 

Senator  Robinson.  You  do  not  krow,  then,  what  relation  the  fig- 
ures you  have  just  given,  guaranteed  by  the  French  Government  to 
furnish  railways,  have  to  the  proposition  involved  in  this  bill,  the 
actual  investment? 

Mr.  Trumbull.  No.  No  doubt  that  could  be  ascertained  prior  to 
the  war,  but  it  would  be  very  difficult  to  ascertain  any  later  figures. 

Senator  Gore.  Has  the  French  Government  pursued  the  policy 
heretofore  of  regulating  the  issue  of  railroad  securities? 

Mr.  Trumbull.  Yes;  because  they  are  guaranteed. 

The  Chairman.  What  document  were  you  reading  there? 

Mr.  Trumbull.  That  was  a  statement  I  made  betore  the  Hadley 
Commission  in  1910. 

Senator  Robinson.  What  does  the  stock  of  these  French  railway 
systems  generally  represent,  Mr.  Trumbull,  if  you  know  ? 

Mr.  Trumbull.  It  represents  as  it  does  everywhere  else,  the  equity 
over  and  above  the  debt. 

Senator  Robinson.  But  you  do  not  know  what  relation  it  bears  to 
the  actual  value  of  the  property? 

Mr.  Trumbull.  No.  I  can  say  this,  that  the  amount  of  stock  is  a 
comparatively  small  percentage  of  the  total  capitalization. 

Senator  Robinson.  So  that  a  guaranty  of  11  per  cent,  for  example, 
upon  the  stock  of  a  French  railway  would  not  imply  a  guaranty  of 
that  per  cent  on  the  total  capitalization  by  any  means? 

Mr.  Trumbull.  No  ;  but  the  interest  is  guaranteed  by  the  Govern 
ment. 

Senator  Robinson.  In  addition  to  the  dividend  on  the  stock? 

Mr.  Trumbull.  Yes. 

Senator  Pomerene.  At  the  time  this  18  per  cent  was  paid  on  the 
stock,  which  was  guaranteed  to  pay  13£  per  cent,  what  were  the  stock 
quotations  ? 

Mr.  Trumbull.  I  have  some  quotations  here  in  this  statement. 

Senator  Kellogg.  May  I  just  make  a  suggestion  ?  Here  is  a  table 
that  gives  the  quotation  of  the  stock,  the  railroad,  the  par  value,  the 
rate  of  dividends  guaranteed,  the  revenue  reserved  to  stockholders 
before  division  of  profits,  dividends  paid,  and  the  market  price.  It 
seems  to  me  that  it  would  be  a  good  plan  for  that  table  to  go  in. 

The  Chairman.  I  think  it  would  be. 

Mr.  Trumbull.  I  think  there  are  only  three  copies  of  this  docu- 
ment in  existence,  so  far  as  I  know. 

The  Chairman.  We  can  have  it  reprinted. 

Mr.  Trumbull.  This  is  a  statement  of  Frank  Trumbull  before  the 
Federal  Railroad  Securities  Commission  at  New  York  December  22, 
1910. 

Senator  Gore.  And  that  was  not  printed  ? 

Mr.  Trumbull.  It  is  in  their  proceedings ;  yes. 

Senator  Underwood.  Mr.  Chairman,  shall  we  adjourn  at  12  o'clock? 

The  Chairman.  Yes.      . 

Senator  Gore.  Is  that  a  very  lengthy  statement,  Mr.  Trumbull  ? 
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Mr.  Trumbull.  The  part  about  the  French  roads  is  not  lengthy; 
no. 

Senator  Eobinson.  Would  you  object,  if  it  is  found  desirable,  to 
have  the  whole  pamphlet  go  in  the  record? 

Mr.  Trumbull.  Not  at  all. 

Senator  Gore.  If  you  were  to  bring  it  up  to  date,  would  it  add 
anything  to  the  value  of  it? 

Mr.  Trumbull.  I  do  not  think  it  would  have  much  value  for  what 
you  are  getting  at,  because  these  values  are  fixed. 

(Extract  from  statement  of  Mr.  Frank  Trumbull,  chairman  of  the  board  of  directors  of 
the  Chesapeake  &  Ohio  Railway  Co.  before  the  Federal  Railroad  Securities  Commission 
at  New  York,  Dec.  22,  1910.] 

I  think  I  am  quite  willing  to  admit  that  there  might  be  a  condition  hereafter 
under  which  there  would  be  some  relation  between  rates  and  capitalization — 
governmental  ownership,  for  example.  However,  notwithstanding  many  dis- 
turbances of  the  pendulum,  democracy  in  America  is  quite  intelligent  enough  to 
appreciate  some  of  its  limitations  and  the  political  dangers  involved  in  too  much 
bureaucracy.  So  suggestions  of  governmental  ownership  thus  far  have  been 
dismissed  with  scant  courtesy.  If  one  corporation  owned  all  the  railroads,  of 
the  United  States,  the  relation  between  the  sum  of  all  the  rates  (after  deducting 
operating  charges)  and  the  sum  of  all  the  capital  would  become  more  conspicu- 
ous; but  as  practical  men  we  must,  I  think,  dismiss  that  idea  also.  Next  to 
that  it  would  seem  that  some  profit-sharing  plan  between  the  Government  and 
private  capital  might  be  arranged,  as  has  been  done  with  the  street  railways 
of  Chicago.  Under  such  a  plan  the  Government  ought  to  guarantee  a  minimum 
return  and  participate  in  the  profits  above  a  certain  higher  rate  of  return. 
But  the  practical  difficulties  In  the  way  of  governmental  guaranties  and  profit 
sharing  with  railroads  (unlike  street  railways)  handling  thousands  of  different 
commodities  of  human  need  and  the  transportation  of  persons  and  property  from 
place  to  place  through  48  States  and  Territories  present  obstacles  which  seem 
insuperable  under  our  railroad  methods.  For  example,  what  would  our  Gov- 
ernment guarantee  to  the  Pennsylvania  Railroad  as  against  the  Erie?  What 
would  it  guarantee  to  the  Union  Pacific  as  against  the  Denver  &  Rio  Grande  and 
Western  Pacific,  and  so  on?  I  think  I  can  demonstrate  what  I  have  in  mind 
if  you  will  permit  me  to  read  just  an  extract  or  two  from  an  article  about  the 
French  railroads  In  the  Encyclopedia  Americana.  I  do  not  vouch  for  the  ac- 
curacy of  all  its  statements;  but  having  had  some  opportunity  in  France  for 
investigation  and  inquiry,  I  believe  that  the  extracts  which  I  shall  read  are 
substantially  correct    This  article  says : 

"  Parallel  lines  were  forbidden  as  a  matter  course,  and  competition  was  not 
conceived  of  as  among  the  possibilities  of  the  situation.  When  they  got  to  the 
year  1859  they  (France)  adopted  the  plan  of  guarantying  the  bonds  of  the 
railroads.  This  guaranty  made  the  bonds  instantly  marketable  and  very  valu- 
able. In  1865  a  further  plan  was  proposed  in  the  Chamber  for  the  construction 
of  a  network  of  local  roads,  not  to  belong  to  the  six  companies,  and  the  municipal 
authorities  were  given  the  right  to  subsidize  such  lines." 

This  article  goes  on  with  a  history  of  these  local  lines  and  what  became  of 
them.    They  were  absorbed  by  the  six  grand  lines. 

"There  was  some  delay;  but  beginning  with  1884,  the  last  comprehensive 
scheme  was  decided  upon,  the  leading  points  of  which  were  these:  First,  that 
the  State  should  confine  its  own  railway  operations  to  the  small  districts  in  the 
southwest  occupied  by  what  is  known  as  the  *  State  line.' " 

I  should  say  that  within  the  last  two  years  or  so  the  Government  bought  the 
lines  at  the  west,  not,  as  I  understand  it,  because  of  any  overwhelming  demand 
from  the  people  in  that  district,  but  as  a  concession  to  the  Socialist  Party. 
The  article  continues : 

*****  That  consolidated  lines  which  the  State  owned  in  various  parts 
of  the  country  should  be  taken  over  by  that  one  of  the  six  great  companies  in 
whose  territory  it  lay ;  second,  that  additional  lines  as  needed  should  in  future 
be  constructed  only  by  companies  in  whose  district  they  belonged ;  third,  that 
the  State  should  guarantee  each  company  the  minimum  dividend,  and  that  when 
the  amount  available  for  dividends  exceeded  a  certain  percentage — the  rate 
differing  for  each  line — two-thirds  of  the  excess  should  go  to  the  State.  The 
limit,  however,  was  placed  so  high  that  this  provision  has  been  practically 
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inoperative.  Thus,  for  example,  on  the  northern  line,  the  guaranty  mlnuuum 
dividend  is  13.5  per  cent,  while  the  point  beyond  which  the  State  shares  excess 
Is  22.1  per  cent.  In  the  case  of  the  Paris,  Lyons  &  Mediterranean,  the  guarantj 
minimum  is  10  per  cent,  the  State  sharing  anything  beyond  15  per  cent,  and  so 
on,  with  slightly  lower  percentages  for  the  other  companies. 

"All  lines  in  France,  with  one  exception,  are  owned  and  operated  by  private 
companies.  They  are  concedees  and  become  State  property  upon  the  expiration 
of  the  concessions.  The  concessions  were  due  to  fall  in,  first  in  about  40  and 
later  in  90  years.  When  this  occurs — about  the  middle  of  the  present  century— 
the  Government  will,  it  is  claimed,  become  possessed  of  an  asset  in  the  railways 
sufficient  in  realizable  value  to  pay  off  the  full  national  debt.  Passing  the  mat- 
ter of  the  State  guaranty  of  Interest  and  dividends,  it  may  be  said  that  the  net 
earnings  of  the  six  private  companies  have  been  upon  an  average  far  beyond 
anything  accomplished  elsewhere  .in  the  world  in  that  respect  from  railway 
operations.  The  French  plan,  as  is  seen,  forces  the  numerous  independent  com- 
panies to  work  in  harmony  with  one  another  while  giving  each  of  them  an 
absolute  monopoly  in  its  own  territory.  Whatever  slight  attempts  have  been 
made  in  the  Chamber  (Parliament)  to  check  or  prevent  combination  or  monop- 
oly have  been  promptly  overruled  as  contrary  to  the  general  scheme." 

I  have  also  prepared  and  have  here  a  statement  of  the  six  grand 
railways  of  France,  giving  the  market  price  of  their  stocks  on  No- 
vember 25, 1910,  which  is  the  latest  data  I  have  been  able  to  get.  This 
table  shows  the  rate  of  dividends  guaranteed,  the  revenue  reserved 
to  stockholders  before  division  of  profits,  and  the  dividends  paid. 

Six  grand  railways  of  France. 

(From  railway  report  of  the  French  Government  for  the  year  1906.) 
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P.  L.  M 
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Division  of  profits:  Two-thirds  to  the  State ,  one-third  to  the  stockholders  in  all  companies.  The  surplus 
of  net  revenue,  after  deducting  the  guaranteed  dividend,  is  paid  to  the  State  is  necessary  to  reimburse  it 
for  advances  made  on  the  guarantee  with  4  per  cent  interest  (on  the  Midi  3  per  cent).  Once  these  advances 
are  reimbursed,  the  excess  of  net  after  paving  the  amount  per  share  quoted  in  column  3  is  divided  two- 
thirds  to  the  State,  one-third  to  the  stockholders. 


Perhaps  I  should  say  that  in  a  country  which  is  supposed  to  be  devoted  to 
race  suicide  they  seem  to  be  doing  more  than  we  for  posterity,  because  their 
annual  returns  include  an  amortization  of  the  capital,  so  that  in  about  the 
middle  of  this  century  the  French  Government  will  come  Into  possession  of  a 
large  railway  system  without  further  payment  except  for  rolling  stock  and 
stations.  In  the  meantime  the  earnings  (and  consequently  the  rates)  must  be 
sufficient  to  take  care  of  the  amortization  and  the  liberal  dividends  mentioned. 

All  this  may  seem  like  a  digression,  but  it  seems  to  me  to  illustrate  what 
might  be  done  in  this  country  if  the  railroads  could  be  divided  into  groups.  If. 
for  example,  the  Pennsylvania  Railroad  could  be  permitted  to  buy  all  the  rail- 
roads in  its  territory,  the  Union  Pacific  all  the  roads  in  its  territory,  the  Great 
Northern  in  its  territory,  and  so  on.  Of  course,  a  group  in  New  England  would 
require  very  different  treatment  from  a  group  in  Texas,  but  the  French  situa- 
tion seems  to  be  of  value  as  an  illustration  of  what  we  are  not 

We  have  a  Sherman  antitrust  law  under  which  it  would  not  be  possible  to 
do  what  they  have  done  in  France.    This  law  entails  a  tremendous  economic 
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waste  in  the  matter  of  duplication  of  train  service  and  otherwise,  but  our  coun- 
try evidently  prefers  to  have  the  law  and  pay  the  price.  So,  then,  viewing  the 
subject  practically  as  we  must,  we  seem  to  be  relegated,  for  the  present  at  least, 
to  dependence  solely  upon  private  capital  as  an  employee  of  the  people,  and  I 
suppose  we  ought  not  to  be  surprised  if  that  employee,  like  other  employees, 
shall  desire  to  have  something  to  say  about  its  compensation  and  the  conditions 
under  which  it  shall  perform  its  work. 

The  Chairman.  The  hour  of  12  o'clock  having  arrived,  the  com- 
mittee now  automatically  stands  adjourned  until  2  p.  m. 

Senator  Watson.  Before  that  is  done,  there  is  just  one  statement 
about  the  French  system  that  I  would  like  Mr.  Trumbull  to  put  in 
in  connection  with  what  he  has  just  said. 

The  Chairman.  Just  let  him  keep  that  in  mind,  as  the  committee 
is  somewhat  in  confusion. 

(Whereupon,  at  12  m.,  the  committee  took  a  recess  until  2  p.  m.  of 
the  same  day.) 

AFTER  RECESS. 

The  committee  met  pursuant  to  the  taking  of  recess  at  2  o'clock 
p.  m.,  Senator  Smith  (chairman)  presiding. 

The  Chairman.  The  committee  will  come  to  order.  You  may  pro- 
ceed, Mr.  Trumbull. 

STATEMENT  OF  MB.  FEANX  TETTMBTJLL— Resumed. 

Mr.  Trumbull.  Just  before  we  adjourned  I  was  asked  a  question 
about  the  prices  of  stocks  of  the  French  railways.  This  statement 
by  me  was  made  seven  years  ago,  and  I  appended  to  it  the  prices  as 
of  November  25, 1910.  The  stock  of  the  Northern  Railway  or  France 
^as  quoted  at  407. 

Senator  Kellogg.  That  is  francs  ? 

Mr.  Trumbull.  No;  407  per  cent  of  par.  The  Eastern  Eailway, 
175  per  cent  of  par;  the  Western  Railway,  186  per  cent  of  par;  the 
Orleans,  266  per  cent  of  par;  the  Paris-Lyons,  Mediterranean,  244 
per  cent;  the  Midi,  225  per  cent. 

In  the  meantime  the  French  Government  had  taken  over  the 
Western  Railwav  of  France  and  a  line  running  to  the  southwest. 

These  prices  that  I  have  enumerated  are  all  the  prices  of  stocks  of 
private  corporations,  and  those  private  corporations  are  still  owners 
of  those  properties. 

Senator  RobinSon.  Did  you  pursue  your  investigation  to  de- 
termine whether  the^  market  price  of  those  stocks  bore  any  relation 
to  the  net  operating  income  of  the  roads? 

Mr.  Trumbull.  No.  You  could  not  relate  that,  Senator,  except 
by  adding  the  debt  to  the  stock,  but  it  does  bear  a  relation  to  the 
net  corporate  income  after  deducting  the  interest. 

Senator  Robinson.  Did  you  investigate  to  determine  what  was 
the  basis  of  the  wide  variance  in  the  prices  of  these  stocks? 

Mr.  Trumbull.  The  wide  variance  was  partly  due  to  the  difference 
in  dividends  paid  and  partly  due  to  the  earnings. 

Senator  Robinson.  If  it  will  not  divert  you  in  this  connection,  I 
would  like  to  ask  if  you  heard  the  discussion  while  Mr.  Kruttschnitt 
was  on  the  stand,  of  a  suggestion  that  the  earnings  return  under 
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Federal  control  be  determined  upon  the  basis  of  the  market  value 
of  the  stocks.    You  heard  that  discussion,  did  you? 

Mr.  Trumbull.  Yes^sir. 

Senator  Robinson.  Do  you  concur  substantially  in  the  minion 
expressed  by  Mr.  Kruttschnitt  concerning  the  practicability  or  such 
a  basis? 

Mr.  Trumbull.  Absolutely,  the  impracticability  of  it 

Senator  Robinson.  You  regard  it  as  totally  impracticable  to  de- 
termine the  question  of  earnings  upon  that  oasis,  or  any  basis  re- 
lated to  that! 

Mr.  Trumbull.  I  would  not  say.  Senator,  that  anything  that  can 
be  done  is  impracticable,  but  I  do  think  it  would  be  very  inequitable 
and  I  think  it  would  be  a  damage  to  the  credit  of  these  railways, 
not  only  hereafter  but  during  the  war  period,  and  it  would  be  very 
serious. 

Senator  Robinson.  You  may  proceed,  Mr.  Thorn. 

Mr.  Thom.  You  are  going  to  refer  at  length  to  that  in  your  testi- 
mony? 

Mr.  Trumbull.  Yes. 

Senator  Robinson.  I  did  not  mean  to  anticipate  you.  I  would 
not  have  asked  you,  if  I  had  known  that 

Mr.  Trumbull.  I  should  say  about  these  French  railways  before 
1  leave  that  subject,  that  each  company  has  a  monopoly  in  a  certain 
district.  Whenever  competition  has  shown  up  the  Government  hit 
it  on  the  head.  The  Government  guarantees  the  interest  on  all  the 
debt,  these  dividends  which  I  mentioned  on  the  stock,  and  besides 
that  is  amortizing  the  whole  capital,  including  debt  and  stock,  so 
that  between  1950  and  1960  the  Government  will  be  the  owner  of 
all  the  roads  without  any  further  payment  except  for  rolling  stock, 
material  and  supplies,  and  miscellaneous  items  of  that  kind  which 
would  have  to  be  inventoried. 

Senator  Robinson.  Will  you  state  when  the  Government  embarked 
upon  that  plan  in  France? 

Mr.  Trumbull.  It  is  an  evolution  over  a  long  period.  The  last 
agreement,  I  think,  was  made  in  the  1880's. 

Mr.  Thom.  Without  any  further  payment  than  what?  Without 
any  further  payment  than  these  dividends  ? 

Mr.  Trumbull.  Without  any  further  payment  to  the  owners.  The 
owners  will,  in  the  meantime,  get  their  money  back,  not  only  for  the 
debt  but  for  the  stock. 

Mr.  Thom.  Not  through  the  medium  of  the  dividends,  but  in  addi- 
tion? 

Mr.  Trumbull.  Not  through  the  medium  of  the  dividends.  Here 
is  a  report  of  the  Board  of  Trade  of  Great  Britain  on  the  railways 
in  Belgium,  France,  and  Italy,  printed  in  1910.  You  will  find  on 
page  143,  in  dealing  with  the  French  railways,  they  say : 

The  guaranteed  revenue  of  a  railway  exists  in  the  dividend  fixed  by  the  con- 
vention for  the  share  capital,  the  contributions  to  the  sinking  fund  of  the  share 
capital,  and  the  interest  and  contribution  to  the  sinking  fund  on  the  debenture 
capital. 

So  that  the  French  nation  is  doing  something  that  no  other 
country  is  doing.  They  are  paying  for  the  railroads  for  posterity, 
and,  of  course,  they  are  paying  for  them  out  of  the  rates;  that  is  to 
say,  the  rates  are  high  enough  in  France  to  not  only  pay  the  operat- 
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ing  expenses  and  taxes  and  interest  on  the  debt  and  these  dividends 
on  the  stock,  but  are  also  high  enough  to  amortise  from  year  to  year 
the  capital  itself. 

Senator  Kellogg.  Have  you  any  knowledge  about  the  average  rate 
of  income  of  the  English  railroads  for  years  back  ? 

Mr.  Trumbull.  You  mean  the  return  on  the  property  I 

Senator  Kellogg.  The  return  on  the  property ;  yes. 

Mr.  Trumbull.  Yes ;  I  have  a  statement  here.  Senator.  For  the 
year  1914  it  is  3.91  per  cent. 

Senator  Kellogg.  That  is  on  property  invested  ? 

Mr.  Trumbull.  On  the  capital.  It  would  roughly  approximate  the 
property.  For  the  year  1912,  8.55  per  cent;  1911,  8.67  per  cent;  1910, 
3.59  per  cent;  1909,  3.43  per  cent;  1908,  3.32  per  cent;  1907,  3.47  per 
cent;  1906,  3.45  per  cent;  1905,  3.42  per  cent;  1904,  3.39  per  cent; 
1903,  3.43  per  cent. 

I  should  say,  Senator,  concerning  the  capital,  it  includes  a  good 
deal  of  what  they  call  nominal  capital,  or  what  we  would  call  in  thi9 
country  "  watered  stock."  Their  capital  account  for  23,000  miles  of 
road  is  about  six  and  one-half  billion  dollars;  that  is  to  say,  nearly 
$300,000  a  mile. 

Senate r  Cummins.  What  roads  are  you  speaking  of? 

Mr.  TfiuMBULL.  The  roads  of  Great  Britain.  You  will  notice,  if 
you  will  follow  those  figures,  that  not  only  was  the  money  more  in 
1913  in  the  way  of  net  revenue  than  in  any  year,  but  so  was  the  re- 
turn on  the  capital. 

Senator  Kellogg.  Do  you  know  what  the  policy  of  the  English 
railroads  has  been  in  the  last  25  or  30  years,  or  longer,  as  to  addi- 
tions, betterments,  and  improvements^  whether  they  have  been  capi- 
talized or  whether  they  have  been  paid  largely  out  of  income? 

Mr.  Trumbull.  They  have  been  nearly  all  capitalized.  Here  is  a 
figure  that  will  answer  you,  I  think.  The  profit  and  loss  account 
of  1913  of  the  British  railways:  They  had  net  receipts  of  52,000.000 
pounds;  and  they  paid  out  for  interest  11,000,000  pounds,  roughly, 
and  in  dividends  35,000,000  pounds,  so  that  they  actually  paid  to  the 
debenture  holders  and  the  shareholders  46,000,000  pounds  out  of 
52.000,000  pounds. 

Senator  Kellogg.  Are  you  familiar  with  the  general  trend  of  the 
market  price  of  British  railway  stock,  as  to  whether  during  the  last 
10,  15,  or  20  years  they  have  materially  declined  year  by  year  or 
gone  up  in  value? 

Mr.  Trumbull.  I  am  not  familiar  with  that. 

Senator  Kellogg.  If  you  have  not  examined  it  I  will  not  ask  you 
about  it. 

Senator  McLean.  Have  you  made  any  comparison  between  the 
transcontinental  lines  in  this  country  and  the  Canadian  lines  as  to 
the  cost  of  capitalization  per  mile  and  rates  ? 

Mr.  Trumbull.  I  have  not  made  any  comparison,  Senator.  We 
have  figures  showing  the  total  capitalization  and  the  average  per 
mile  on  American  railroads  as  compared  with  all  the  railroads  of 
the  countries  of  the  world. 

Senator  McLean.  But  you  have  made  no  particular  comparison  ? 

Mr.  Trumbull.  Not  by  single  lines. 

Senator  McLean.  And  you  have  no  statistics  showing  the  Ca- 
nadian rates  and  the  original  cost? 
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Mr.  Trumbull.  Not  by  roads,  no.  When  you  say  "  rates  "  do  you 
mean  rates  on  freight? 

Senator  McLean.  I  mean  both,  per  ton-mile  rates  for  freight  and 
the  passenger  rates  and  the  cost  of  construction. 

Mr.  Trumbull.  The  average  ton-mile  rate  in  Canada  is  about  the 
same  as  ih  the  United  States,  and  I  can  give  you  the  cost  per  mile  or 
the  book  value  per  mile  of  the  roads  as  a  whole,  as  compared  with 
our  roads.  .«■.... 

Senator  McLean.  Some  of  the  Canadian  roads  are  Government- 
owned  and  some  are  not? 

.  Mr.  Tbumbuu*  Yes.  The  Government-owned  roads  have  very 
large  capitalization.  We  will  have  those  figures  here  in  a  few  minutes, 
Senator,  by  countries. 

Senator  Kellogg.  I  was  under  the  impression  that  this  policy  of 
capitalizing  most  of  the  improvements,  betterments,  and  additions 
had  been  rather  disastrous  to  the  market  price  of  British  railway 
stocks,  and  that  they  had  declined  very  materially  in  the  last  few 
years. 

Mr.  Trum3ull.  I  know  they  have  declined  very  materially  since 
the  outbreak  of  the  war. 

Senator  Kellogg.  No,  I  mean  before  that;  but  I  may  be  wrong 
about  that. 

Mr.  Trumbull*  Of  course,  that  touches  on  the  edge  of  a  very  in- 
teresting question.  I  should  think  in  this  country  that  it  would  be 
bad  policy  to  pay  out  such  a  large  proportion  of  the  net  earnings,  and 
they  are  going  to  have  a  real  problem  in  England  after  the  war, 
partly  on  account  of  their  policy. 

.  Senator  Cummins.  Before  you  leave  that,  Mr.  Trumbull,  I  think 
possibly  you  have  answered  this  inquiry ;  but  I  was  a  little  late  in 
getting  in.    How  much  did  the  English  railways  pay  out  in  interest 
on  indebtedness  for  the  year  1913  ? 
.  Mr.  Trumbull.  I  just  stated  that— -£11,449,000. 

Senator  Cummins.  How  much  did  they  pay  put  or  declare  in 
dividends! 

Mr.  Trumbull.  £34,944,000. 

Senator  Cummins.  How  much  had  they  left  after  they  paid  the 
interest  upon  their  debts  and  their  dividends? 

Mr.  Trumbull.  A  little  under  £6,000,000. 

Senator  Cummins.  Did  you  give  either  the  property  account  or 
the  capitalization  account  for  all  the  English  railroads? 

Mr.  Trumbull.  Yes. 

Senator  Cummins.  Will  you  state  that  again,  please? 

Mr.  Trumbull.  The  capitalization  account  is  in  pounds.  It  was 
about  six  and  one-half  billion  dollars  on  23,700  miles  of  line,  which 
is  nearly  $300,000  a  mile. 

Senator  Cummins.  Have  you  put  down  in  figures  there  the  per- 
centage of  surplus  after  payment  of  interest  and  dividends  to  the 
capitalization? 

Mr.  Trumbull.  They  paid  out  about  89  per  cent  in  interest  and 
in  dividends. 

Senator  Cummins.  What  I  asked  was  the  percentage  of  surplus 
over  after  paying  interest  and  dividends  to  the  capitalization? 
.  ,|n(r.  Trumbull.  Forty-six  one  hundredths  of  1  per  cent. 


GOVERNMENT  CONTROL  AND  OPERATION   OF   RAILROADS.       40£ 

Senator  Cttmmins.  What  was  the  average  rate  of  dividends  paid 
in  1913? 

Mr.  Trumbull.  A  little  under  3  per  cent  on  the  whole  capitaliza- 
tion. 

Senator  Cummins.  What  was  the  average  rate  of  interest  paid  on 
the  debentures? 

Mr.  Trumbull.  Excuse  me,  Senator.  In  the  matter  of  dividends, 
I  applied  it  to  the  whole  capital,  which,  of  course,  is  not  right.  I 
have  not  the  stock  separate. 

Senator  Cummins.  You  mean  you  have  not  the  figures  before  you- 
tabulated  so  that  you  could  tell  quickly,  or  have  you  them  at  all? 

Mr.  Trumbull.  I  have  not  the  stock  separately.  You  have  asked 
for  the  return  on  the  stock,  the  dividends  paid  on  the  stock. 

Senator  Cummins.  What  was  the  average  rate  of  dividends  paid?* 

Mr.  Trumbull.  I  will  have  that  calculated. 

Now,  if  I  may  leave  this  matter  of  the  figures  by  individual  roads,, 
and  the  treatment  of  railroads  by  England  and  France,  I  would  like- 
to  go  on  to  a  statement  of  the  returns  on  the  roads  as  a  whole. 

This  is  a  photograph  of  a  page  in  the  Interstate  Commerce  Com- 
mission report,  and  I  would  like  to  ask  your  attention  to  this  fact 
about  the  year  1915.  Practically  all  the  roads  included  here  have  not 
stated  the  net  operating  income  because  they  did  not  have  it,  but  a 
statement  of  income  from  operation,  and  for  my  statement  is  just  as 
useful,  because  it  shows  the  relativity. 

For  the  year  ended  June  30, 1915,  the  income  from  operations  from 
the  roads  as  a  whole,  was  $728,000,000.  That  was  the  lowest  return 
since  1906,  with  the  exception  of  two  years,  the  lowest  return  in 
money,  and,  of  course,  the  rate  of  return  on  the  investment  was  cor- 
respondingly lower. 

I  have  here  a  statement  that  was  presented,  I  believe,  bv  Mr.  An- 
derson, Interstate  Commerce  Commissioner,  before  the  itouse  com- 
mittee, giving  his  estimate  for  the  three  years  ended  June  30, 1917,  as 
about  $935,000,000,  including  the  small  roads. 

What  I  want  to  call  your  attention  to  is  that  the  year  1915  was 
about  $300,000,000  less  than  the  year  1916  or  1917. 

Another  thing  I  would  like  to  ask  your  attention  to  is  that  the 
plant  turned  over  to  the  Government  on  the  28th  of  December,  1917r 
is  not  the  same  plant  that  earned  the  dollars  that  I  have  quoted. 

We  can  only  approximate  the  additions  to  property  in  the  last  six 
months,  but  we  state  them  approximately  as  $240,000,000,  and  the 
plant  which  was  turned  over  to  the  Government  in  December,  1917, 
was  roughly  $649,000,000  more  than  the  plant  that  earned  the  money 
for  the  year  ended  June  30,  1916,  and  the  plant  turned  over  to  the 
Government  in  December,  1917,  was  $934,000,000  more  than  the  plant 
that  earned  the  returns  of  1915;  so  we  feel  that  this  bill  should  make 
provisions,  whatever  years  are  computed,  for  allowing  a  revenue 
ratable  to  the  additional  plant  which  was  turned  over  to  the  Govern- 
ment. 

Of  course,  it  might  be  said  that  the  years  1916  and  1917  were  boom 
years,  but  as  I  indicated  this  morning,  I  want  to  address  myself 
mostly  to  the  question  of  credit. 

The  commission  in  the  Eastern  Rate  case,  in  1914,  just  before  the 
European  war  broke  out,  made  a  statement  that  the  earnings  of  the 
years  which  they  had  under  consideration  were  inadequate,  and  yet 
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the  following  year,  after  their  decision,  notwithstanding  a  partial 
increase  in  rates,  did  not  yield  the  railroads  as  much  net  operating 
income  as  the  years  they  had  under  discussion,  when  you  consider  the 
difference  in  property. 

Then  we  come  along  to  the  years  1916  and  1917,  entering  upon 
absolutely  new  conditions  in  the  matter  of  railway  credit.  In  the 
meantime  probably  $1,500,000,000  of  American  railroad  securities 
had  been  returned  from  Europe,  and  either  were  liquidated  immedi- 
ately, or  were  in  process  of  liquidation,  which,  of  course,  affected  the 
price  of  every  bond  and  every  stock. 

In  addition  to  that,  there  were  tremendous  demands  by  Govern- 
ments for  loans,  all  of  which  made  a  strain  on  the  money  market, 
with  the  result  that  in  1917,  the  year  in  which  the  Interstate  Com- 
merce Commission  made  a  special  report  to  Congress  to  give  the 
railway  subject  special  treatment,  there  was  almost  no  new  financing 
of  railroads. 

In  the  year  1917  there  were  only  about  $40,000,000  of  new  railway 
stock  listed  on  the  New  York  Stock  Exchange.  Twenty-five  million 
dollars  of  that  was  the  New  York  Central  issue,  which  had  to  be 
listed  in  order  to  be  offered  to  its  shareholders. 

When  they  started  to  do  that  the  stock  was  over  par,  and  before 
the  date  arrived  for  the  stockholders  to  take  it  it  was  below  par  and 
the  issue  failed.  So  the  total  financing  of  new  railway  property  by 
stock  in  the  year  1917  was  only  about  $15,000,000. 

Of  course,  you  may  say,  as  people  usually  do  say  when  they  are 
talking  about  railroads,  What  about  their  power  to  borrow  money? 
And  I  think  that  reveals  a  weakness  in  the  whole  credit  situation  of 
the  railroads  that  has  to  be  corrected  sooner  or  later. 

There  is,  roughly,  $10,000,000,000  of  debt  on  these  railroads  and 
$6,000,000,000  of  stock  in  the  hands  of  the  public.  Now,  manifestly, 
there  are  very  few  first-mortgage  bonds  or  second-mortgage  bonds, 
because  there  is  no  new  construction.  Therefore,  the  only  thing 
that  railroads  can  offer  is  bonds  of  inferior  rank  at  very  low  prices, 
or  what  is  equivalent  to  the  same  thing,  at  very  high  rates  of  interest, 
and  it  is  manifest  the  more  debt  a  company  has  in  relation  to  its 
stock  the  harder  it  is  to  sell  its  increasing  issue  of  debts. 

So  we  have  arrived  at  this  situation:  First,  because  of  the  great 
volume  of  securities  returned  from  Europe,  and,  second,  because  of 
the  large  governmental  loans,  and,  third,  by  the  very  attractive 
profits  in  industrial  shares;  we  have  arrived  at  a  situation  where 
railroads  have  found  it  almost  impossible  to  finance  either  with 
debt  or  stock.  There  is  nothing  ahead  but  trouble  for  the  railroads,  as 
a  whole,  if  they  can  not  finance  with  stock.  That  is  just  as  manifest 
about  the  railroad  situation  in  the  United  States  as  it  is  about  an 
individual. 

If  you  go  to  a  bank  and  want  to  borrow  $1,000,  and  you  have  only 
$600  of  your  own  money  invested,  the  bank  will  probably  ask  you  to 
either  pay  out  of  your  profits  something  into  additional  property,  or 
to  raise  it  in  some  other  way.  Manifestly,  if  you  increase  that  $1,000 
to  $1,100  or  to  $1,200  or  to  $1,500  on  the  same  foundation,  you  are 
headed  for  trouble. 

So  that  no  treatment  of  these  railroads  from  a  credit  standpoint 
that  perpetuates  that  condition  can  be  satisfactory. 
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In  other  words,  the  year  1915  was,  as  I  have  told  you,  less  in 
money  than  six  previous  years  out  of  eight.  It  was  much  lower  in 
return,  and  that  pulls  down  the  average  compensation,  and  the  rate 
of  returns  of  1916  and  1917  weer  not  adequate  to  get  new  money. 

Now,  I  take  it  that  you  will  want  to  know  what  is  necessary  to  get 
new  money  for  these  properties  on  a  safe  basis,  and  it  is  not  suffi- 
cient simply  to  compare  1917  with  1915  or  1914,  or  any  other  year. 
It  must  be  compared  with  the  facts  that  confront  us,  and  if  the  Gov- 
ernment under  this  bill  is  to  lend  money  to  the  railroads  it  will 
naturally  make  its  loans  mostly  to  railroads  which  are  not  in  a  first- 
class  financial  condition,  and  the  Government  will  want  to  see  to  it 
that  it  gets  adequate  security,  so  your  Government  financing  under 
this  bill  is  at  stake  as  well  as  the  niture  credit  of  the  roads. 

May  I  answer  your  question  now,  Senator  Cummins!  The  rate 
of  the  return  on  the  stock  of  the  English  railways  ? 

Senator  Cummins.  Yes. 

Mr.  Trumbull.  On  the  ordinary  stock,  4.61  per  cent;  preference 
stock,  4.08  per  cent;  guaranteed  stock,  4.65  per  cent;  loans,  3.55  per 
cent;  debenture  stock,  3.93  per  cent;  all  classes,  4.27  per  cent;  that 
is,  after  excluding  nominal  additions. 

Now,  I  would  like  to  make  clear  my  point  about  compensation.  In 
my  opinion,  whatever  years  are  taken,  the  computation  should  be 
made  ratably  with  the  new  property,  because  the  Government  is  tak- 
ing over  more  property  than  was  in  the  hands  of  the  companies 
when  those  earnings  were  made. 

The  Chairman.  Your  contention,  then,  is  that  the  computation 
should  be  made  including  the  years  already  suggested,  but  extending 
them  to  December  28  rather  than  to  June  30  ? 

Mr.  Trumbull.  No.  It  was  not  my  idea  to  extend  the  money,  but, 
taking  the  1915  earnings,  the  1016  earnings,  and  the  1917  earnings, 
raise  them  ratably  in  money  to  the  same  ratio  as  the  increase  in 
property. 

The  Chairman.  In  other  words,  calculate  what  would  be  the  earn- 
ings of  the  additional  capital  upon  the  basis  of  the  earnings  of  the 
capital  already  computed  up  to  June  30? 

Mr.  Trumbull.  Yesj  the  total  investment,  including  the  new, 
would  naturally  have  yielded  a  larger  return  or  else  there  was  no  use 
of  making  it. 

The  Chairman.  Have  tables  been  submitted  showing  the  increased 
earnings  of  the  road  up  to  December  28  f 

Mr.  Trumbull.  We  have  a  table  here,  Senator,  which  increases  it 
along  the  line  I  have  suggested :  that  is2  ratably. 

Senator  Robinson.  He  stated  that  his  estimate  was  that  $240,000,- 
000  had  been  put  into  the  property  since  June  80,  prior  to  the  taking 
over,  up  to  the  time  of  taking  over. 

Mr.  Trumbull.  Yes;  and  more  than  that,  Senator.  There  was 
$934,000,000  since  June  80, 1915. 

Senator  Robinson.  How  much! 

Mr.  Trumbull.  $934,000,000  more  property  than  on  June  30, 1915. 

Mr.  Thom.  Repeat  the  figures  of  the  greater  amount. 

Mr.  Trumbull.  Yes.  I  gave  these  figures  before,  but  here  they 
are.  We  estimate  an  addition  to  property  between  June  30,  1915, 
and  December  81, 1917,  of  $934,000,000.    Between  June  30, 1916,  and 
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December  81, 1917,  $649,000,000,  and  between  June  30, 1§17,  and  De- 
cember 31,  1917,  $240,000,000. 

Senator  Townsend.  Some  of  them  are  doubled,  are  they  not,  to 
include  in  the  first  and  what  is  in  the  last,  too? 

Mr.  Trumbull.  Yes,  sir.  The  $934,000,000  includes  the  $240,000,- 
000,  but  my  point  is  that  the  1915  earnings  were  on  a  property  that 
was  $934,000,000  less  than  we  turned  over. 

Senator  Cummins.  All  that  means  is  that  the  Government  is  tak- 
ing the  property  as  it  was  on  the  31st  of  December,  1917,  and  that 
it  ought  to  pay  you  just  compensation  for  the  use  of  that  property? 

Mr.  Trumbull.  Yes,  sir. 

Senator  Cummins.  That  is  what  it  means. 

Mr.  Trumbull.  Yes,  sir. 

Senator  Cummins.  Which  is  a  very  proper  and  necessary  position. 

The  Chairman.  Was  the  new  investment  operative  ?  Was  it  opera- 
tive fully  ?  Was  the  full  capacity  of  it  reflected  in  the  returns  for 
1916  ?  Contention  was  made  here,  or  the  suggestion  was  made  that 
certain  investments  were  made  which,  in  their  returns,  could  not  be 
manifest  within  that  period.  If  you  have  invested  say  $600,000,000 
during  a  certain  fiscal  year,  was  that  operative,  and  would  it  be  re- 
flected in  the  returns? 

Mr.  Trumbull.  It  ought  to  be ;  yes,  sir. 

The  Chairman.  Does  it  so  appear  in  the  returns  made  by  your 
road  ? 

Mr.  Trumbull.  Of  course,  sir;  there  are  a  great  many  cross-cur- 
rents, you  know,  such  as  increase  in  wages,  increase  in  material,  which 
would  affect  the  net  operating  income,  pulling  it  down,  but  there 
could  have  been  no  use  of  putting  in  that  additional  property  and 
putting  it  at  the  service  of  the  public  unless  it  was  to  yield  a  return, 
and  my  suggestion  is  that  the  return  of  1915  and  1916  and  1917  ought 
to  be  raised  ratably  in  the  computation,  because  the  Government 
takes  over  more  property. 

I  have  a  computation  made  here,  based  upon  the  average  property 
return,  and  income  for  the  three  years,  and  this  is  again  on  86  per 
cent  of  the  mileage,  which  would  make  a  difference  of  about 
$31,000,000  in  money,  in  operating  income. 

The  Chairman.  Have  you  a  table  showing  what  would  be  the  rate 
if  you  were  to  compute  it  on  the  basis  of  the  full  equipment  as  shown, 
even  up  to  June  30,  1917  ?  That  is,  if  the  Government  were  to  allow 
you  compensation  on  the  basis  of  June  30,  1917,  taking  that  year 
alone,  which  would  take  in  all  of  your  added  investments,  what  would 
be  the  rate  upon  the  investment?  We  have  a  table  here  before  us 
from  the  Eastern  roads  showing  that  upon  the  proposition  it  would 
be  for  those  roads  5.54  per  cent.  Have  you  a  table  showing  what  it 
would  be  for  the  roads  that  you  are  speaking  for? 

Mr.  Trumbull.  Here  it  is  in  the  statement  I  presented  this  morn- 
ing, on  the  first  sheet.  We  took  the  average  property  investment  for 
the  three  years  and  applied  average  net  operating  income  to  it,  which 
yielded  a  return  of  5.22  per  cent.  We  applied  to  the  same  average  net 
operating  income,  a  property  investment  as  of  June  30, 1917,  which  is 
your  question,  and  it  brought  down  the  average  return  to  5.07  per 
cent,  and  it  is  even  lower  if  you  go  up  to  December  31,  bringing  it 
down  to  5.04  per  cent.    That  is  to  say,  we  will  not  get  the  saime  rate 
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of  return  on  our  property,  unless  you  make  allowance  in  your  com- 
putations for  this. 

May  I  call  your  attention  to  one  more  thing  in  this  table  from  the 
Interstate  Commerce  Commission  report? 

On  July  1, 1907,  they  applied  stricter  and  more  accurate  rules  about 
property  accounts  than  they  had  ever  done  before,  although  the  com- 
mission had  been  in  existence  for  20  years,  and  they  make  reference 
to  that  fact  in  some  of  their  decisions. 

In  the  Eastern  rate  case,  they  discarded  the  bonds  and  stocks  as  a 
basis  for  computing  rates  and  said,  that  while  the  property  accounts 
prior  td  July  1,  1907,  were  not  accurate,  in  some  cases  they  were  too 
little  and  in  some  cases  they  were  too  much,  yet,  as  the  years  go  on, 
the  relative  disturbance  gets  less  and  this  statement  here  of  the 
Interstate  Commerce  Commission  shows  a  property  account  on  July 
L  1907,  of  $13,000,000,000,  and  on  July  1,  1916,  of  $17,500,000,000. 
That  is,  $4,500,000,000  increase  in  property  account  in  nine  years 
from  the  time  their  accurate  bookkeeping  commenced.  I  would  like 
to  ask  your  attention  to  the  fact  that  that  is  over  one-quarter  of  the 
whole  property  account  of  the  railroads  accruing  in  90  years. 
When  we  bear  in  mind  the  capitalization  of  these  roaas,  as  compared 
with  the  roads  of  any  other  country  in  the  world,  we  have  always 
planted  our  feet  upon  the  proposition  that  as  a  whole  these  proper- 
ties are  worth  all  of  their  capitalization,  or,  to  put  it  in  another  way, 
the  total  of  their  book  value  represents  property. 

Now,  there  is  no  way  of  proving  it  by  individual  roads,  but  if  one- 
quarter  of  the  whole  property  account  accrued  in  9  years  out  of  90 
years,  under  the  strictest  accounting  with  the  commission,  we  think 
that  the  other  three-fourths  is  an  underestimate  instead  of  an  over- 
estimate of  the  real  value  of  the  property. 

May  I  call  your  attention  to  another  thing  besides  the  addition  to 
property  which  I  have  just  mentioned.  Some  roads  have  recently 
opened  new  lines  on  which  there  are  no  returns  at  all  in  this  test 
period.  The  Norfolk  &  Southern  wrote  to  me.  They  had  some  new 
mileage  that  they  wanted  considered.  The  Seaboard  Air  Line  has 
not  got  the  full  value  of  new  lines.  The  Chesapeake  &  Ohio,  with 
which  road  I  am  connected,  built  a  piece  of  road  across  the  Ohio 
River  to  help  move  the  tremendous  coal  traffic  to  Lake  Erie  that 
originates  in  West  Virginia  and  Kentucky.  That  did  not  come  into 
operation  until  October,  1917,  three  months  after  this  test  period. 

I  spoke  this  morning  of  roads  recently  reorganized.  In  those 
cases  the  security  holders  have  sacrificed  their  interest  and  had  the 
dismal  satisfaction  of  having  it  scaled  down  in  a  reorganization  and 
devoted  the  money  which  they  sacrificed  to  buying  new  equipment, 
which  they  naturally  think  ought  to  be  considered. 

May  I  say  also,  in  connection  with  these  new  organizations,  that 
this  capitalization  of  the  railroads,  is  very  considerably  made  up  of 
reorganized  capitalization,  in  which  a  great  deal  of  debt  was  con- 
verted into  stock. 

I  touched  upon  the  question  of  roads  specially  situated  like  the 
Missouri  Pacific  and  the  Missouri,  Kansas  &  Texas,  and  some  other 
roads  that  have  either  been  reorganized  or  are  in  process  of  reor- 
ganization, referring  particularly  to  the  excessive  maintenance  dur- 
ing that  period,  and  as  I  said,  the  1915,  and  1916,  and  1917  figures, 
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included  a  catching  up  process  in  the  matter  of  maintenance,  and 
if  the  companies  had  gone  along  normally  without  being  taken  over 
by  the  Government  under  the  guaranty,  they  would  have  the  benefit 
of  that  in  their  net  operating  income.  No  doubt  some  of  these  indi- 
vidual roads  will  want  to  make  special  presentation. 

Then  one  of  our  important  companies  mentioned  particularly, 
notwithstanding  a  severe  strain  upon  them  financially,  they  have 
succeeded  in  putting  a  good  deal  of  money  in  the  last  year  or  two 
into  betterments,  which  will  yield  them,  they  think,  a  very  handsome 
return.  That  is  to  say,  more  than  six  or  seven  per  cent.  Of  course, 
if  it  does  not  yield  them  any  better  rate  than  they  pay  out  there  could 
be  no  object  in  doing  it.  They  think  it  will  yield  more,  and  under  this 
proposition  the  Government  will  get  the  benefit  of  it. 

May  I  say  a  word  about  compensation  in  the  matter  of  leased  road 
rents?  Under  the  bill,  those  are  excluded.  Some  of  these  leases 
are  upon  a  sliding  scale  basis,  a  percentage  of  gross  earnings,  or  net 
earnings,  or  what  not,  and  we  are  assuming  that  if  those  contracts 
are  to  De  carried  out  the  Government  will  not  want  the  lessee  com- 
pany  to  lose  the  increase  in  the  cost  of  the  lease. 

I  would  like  to  say  a  word  in  connection  with  this  matter  of  credits, 

{mrticularly  about  what  is  known  as  the  "  weak  roads."  I,  for  a 
ong  time,  have  entertained  the  opinion  that  no  scheme  of  regulation 
or  compensation  by  the  Government,  whatever  form  it  may  take,  will 
be  satisfactory  to  the  people  of  the  United  States  that  does  not  make 
the  weak  roads  stronger.  They  are  relatively  just  as  important  in  a 
continental  railway  system  as  the  strong  roads. 

Take  the  matter  of  moving  coal  between  the  Ohio  River  and  Lake 
Erie.  There  never  is  a  month  that  business  has  not  been  retarded. 
That  is  to  say,  they  did  not  do  a  100  per  cent  business.  Somebody's 
business  is  not  moved  at  all,  and  some  is  not  moved  promptly. 

I  would  like  to  recommend  to  you  for  special  consideration  such  a 
treatment  of  those  weak  roads  as  will  make  them  as  serviceable  to 
the  hundreds  of  thousands  of  people  that  are  dependent  upon  them 
as  so-called  strong  roads  are  to  the  millions  pi  people  dependent 
upon  them.  The  people  on  the  weak  line  are  just  as  much  entitled 
to  good  service  as  the  people  on  the  strong  lines. 

Senator  Townsend.  How  is  that  involved  in  this  proposition,  Mr. 
Trumbull?  Is  it  not  the  business  of  the  Government  to  use  those 
roads  under  this  scheme  for  the  benefit  of  the  people  generally? 

Mr.  Trumbull.  Yes;  but,  as  I  said  this  morning,  generally  Mr. 
Kruttschnitt  has  covered  the  operating  questions  so  adequately  that 
I  wanted  to  address  myself  to  the  question  of  credit.  Any  scheme 
which  leaves  these  weak  roads  in  a  continued  weak  position  is  not 
an  adequate  service  to  the  people  of  the  United  States. 

Senator  Townsend.  That  is,  when  the  Government  runs  them? 

Mr.  Trumbull.  Yes;  and  in  the  meantime  suppose  a  road  needs 
capital,  they  can  not  offer  gilt-edge  security ;  you  can  not  take  their 
stock,  probably,  because  it  is  at  such  a  low  price ;  and  that  has  been 
largely  brought  about  and  an  excessive  debt  has  been  largely  brought 
about  by  State  taxes,  prohibiting  any  sale  of  stock  at  less  than  par. 

Senator  Townsend.  If  the  Government  wants  to  lend  money  to  the 
weak  roads,  it  can  do  that. 

Mr.  Trumbull.  If  the  Government  lends  money  to  the  weak  roads 
to  help  them  out,  they  will  have  to  take  a  pretty  poor  security. 
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Senator  Townsend.  Is  not  that  a  matter  depending  entirely  upon 
the  administration  of  the  roads  after  the  Government  gets  them,  as 
the  bill  provides  for  the  loan  or  the  use  of  a  large  amount  of  money, 
and  not  upon  the  Congress  ?  Would  you  advise  that  this  committee 
reDort  anything:  on  that  subject? 

Mr.  Trumbull.  No  ;  I  think,  though,  that  it  is  very  important  in 
connection  with  section  3.  There  is  an  opportunity  for  a  road  that  is 
not  satisfied  to  go  before  a  tribunal  and  state  its  case,  and  I  think 
that  tribunal  ought  to  give  special  consideration  to  the  service  that 
weak  routes  can  perform  when  it  comes  to  lending  money.  In 
other  words,  their  compensation  during  the  period  ought  to  be  gen- 
erous enougn  so  that  the  Government  can  finance  them  safely  and 
leave  them  in  better  shape  at  the  end  of  this  period  than  they  were 
before. 

Senator  Townsend.  I  think  you  hit  the  real  difficulty  of  railroad 
operation  when  you  are  speaking  of  that  or  discussing  tnat,  but  I  am 
wondering  how  this  committee  could  act  upon  it  and  what  it  could 
do  relative  to  that  matter. 

Mr.  Trumbull.  You  can  help  a  great  many  of  them  by  excluding 
the  year  1915  if  you  wanted  to  nelp  them. 

Senator  Townsend.  I  imagine  that  those  roads  will  ask  for  com- 
pensation under  the  general  Taw  rather  than  under  this  act. 

Mr.  Trumbull.  The  application  of  it  to  my  mind,  and  I  agree 
with  you,  Senator,  that  it  is  a  very  important  feature  of  the  ulti- 
mate solution  of  tnis  railroad  question  and  an  important  feature  in 
the  public  interest,  but,  so  far  as  this  law  is  concerned,  what  I  have 
said  here  about  these  special  cases  and  what  I  have  just  said  about 
the  weak  roads  seems  to  me  makes  it  important  that  the  determina- 
tion by  this  tribunal  shall  not  be  simply  a  piece  of  clerical  work. 

Take  the  matter  of  maintenance  during  the  war  period.  There 
will  be  bristling  questions  of  how  much  the  maintenance  ought  to 
be,  relative  to  tne  quantities,  and  about  the  prices,  and  so  on,  and 
that  tribunal  should  be  so  constituted  that  it  can  deal  in  a  big  way 
with  all  these  questions,  and  not  be  relegated  to  a  mere  piece  of 
clerical  work. 

The  Chairman.  The  question  that  I  wanted  to  ask  was,  these 
roads  being  weak,  their  weakness  is  on  account  of  the  fact  of  their 
going  through  unremunerative  territory. 

Mr.  Trumbull.  It  is  due  to  any  number  of  things,  Senator.  Of 
course  some  roads  are  very  much  better  located  than  others  for  busi- 
ness.   Some  are  very  much  better  situated  in  the  matter  of  credit. 

The  Chairman.  The  point  that  I  wanted  to  get  you  to  define  was 
how  this  help  to  these  weak  roads  was  to  be  brought  about,  except  by 
allowing  them  a  more  liberal  return  until  their  equipment  and  their 
facilities  for  handling  the  business  which  they  could  handle,  if  they 
were  equipped  to  handle  it,  and  until  they  get  the  additional  business. 
In  other  words;  are  they  potentially  able  to  do  it,  if  they  had  the 
equipment,  or  is  it  a  proposition  ror  a  subsidy  to  them  to  equip 
them? 

Mr.  Trumbull.  I  would  not  advocate  any  subsidy,  but  they  should 
have  generous  treatment  in  the  matter  of  this  compensation,  if  they 
are  to  serve  the  public  effectively. 
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The  Chairman.  If  the  Government  had  not  taken  them  over  at 
all,  would  you  mind  indicating  along  what  line  they  could  hare. 
under  the  laws  as  they  now  exist,  become  more  efficient? 

Mr.  Trumbull.  They  could  not  become  efficient  the  road  we  were 
traveling.    It  could  not  have  been  done. 

The  Chairman.  Even  if  the  Government  had  not  taken  them  over 
under  existing  law  ? 

Mr.  Trumbull.  No.  The  road  we  were  traveling,  because  the 
rates  were  not  increased.  The  commission  said  in  the  Eastern  Sate 
Case  that  the  rates  which  were  before  them  were  inadequate,  and  yet 
they  denied  the  increase.  Subsequently  they  made  a  partial  increase. 
In  1917  we  asked  for  another  increase,  but  did  not  get  it. 

The  Chairman.  That  applied  to  the  strong  roads  as  well  as  the 
.weak. 

Mr.  Trumbull.  As  well  as  the  weak;  yes,  sir. 

Senator  McLean.  In  what  class  would  you  put  the  New  Haven 
road  ? 

Mr.  Trumbull.  I  should  put  it  in  a  class  of  a  very  good  public  aerv- 
ant,  financially  weak. 

Senator  McLean.  It  runs  through  a  pretty  good  class  of  territory. 

Mr.  Trumbull.  Yes. 

Senator  Gore.  A  good  road  gone  bad.  Mr.  Trumbull,  is  it  not  a 
fact  that  most  new  roads  doing  pioneer  work  in  virgin  territory  do 
have  to  anticipate  a  number  of  lean  years? 

Mr.  Trumbull.  Yes ;  they  always  have.  Senator. 

Senator  Gore.  I  assume  it  is  like  any  other  business — that  they  dis- 
count that  in  advancet  consenting  to  take  a  loss  over  a  limited  period 
of  years,  in  anticipation  of  reasonable  return  when  the  business  is 
well  established. 

Mr.  Trumbull.  Yes. 

Senator  Gore.  The  reason  I  am  asking  you,  Oklahoma  is  a  new 
State,  and  we  have  several  roads  there  which  I  think  fall  into  this 
category,  and  such  new  roads  I  assume  are  naturally  in  a  category 
of  their  own.  I  refer  to  the  Midland  Valley,  the  Fort  Smith  and 
Western,  the  M.,  O.  &  G.,  and  the  Wichita  Falls  road.  Perhaps  you 
are  familiar  with  some  of  them. 

Mr.  Trumbull.  Yes,  sir. 

Senator  Gore.  Those  are  new  roads,  and  they  went  into  virgin 
territory  that  needed  railroad  service^  but  some  of  them  at  least, 
have  not  been  remunerative  up  to  this  time.  Now,  I  understand  that 
during  the  last  year  their  business  has  been  better  than  formerly. 
Now,  I  take  it  that  that  is  a  category  that  is  exceptional  in  its 
nature  and  ought  to  call  for  some  sort  of  exceptional  treatment.  If 
you  have  any  suggestion  to  make  on  that  point,  I  would  be  glad  to 
hear  from  you,  because  I  feel  sure  that  the  committee  wants  to  do  jus- 
tice to  those  roads,  and  they  are  staggering  to  get  on  their  feet,  and 
we  certainly  do  not  want  to  hit  them  on  the  head. 

Mr.  Trumbull.  I  think  each  one  of  those  roads  will  be  before 
this  tribunal,  whatever  it  may  be,  and  all  you  can  deal  with  here 
is  to  give  comprehensive  powers  and  to  try  to  work  out  a  tribu- 
nal that  understands  the  question,  all  these  questions  that  we  have 
been  discussing. 

There  are  some  roads  which  I  have  not  mentioned  yet,  not  in  my 
list  here,  but  that  I  have  heard  from  independently  of  my  list,  that 
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had  an  operating  deficit  during  the  three-year  period,  and  they 
are  naturally  inquiring  what  their  guaranty  will  be. 

Senator  Gore.  I  wanted  to  ask  you  if  you  did  not  consider  that 
new  roads  did  constitute  a  category  that  required  special  treatment. 

Mr.  Trumbull.  Yes. 

Senator  Gore.  Mr.  Dustin  was  here  yesterday  and  made  a  very 
clear  statement.  He  spoke  of  his  own  road,  but  I  thought  that  you 
might  furnish  some  light  upon  the  subject  that  would  be  entirely 
free  from  any  connection  with  the  road. 

Mr.  Trumbull.  I  think  the  best  suggestion  that  I  can  make.  Sena- 
tor, is  that  in  enacting  this  legislation,  you  should  see  to  it  that 
the  right  kind  of  a  tribunal  is  created  to  deal  in  a  broad  and  intel- 
ligent way  with  all  these  complicated  questions  that  are  going  to 
arise. 

Senator  Gore.  I  was  wondering  if  it  would  be  possible  to  arrive 
at  some  point  in  the  time  when  the  revival  of  railroad  construction 
look  place,  just  after  the  hard  times  in  the  nineties,  so  that  roads 
that  nave  been  built  since  that  time,  which  are  still  new  roads,  might 
be  entitled  to  some  special  treatment,  might  be  segregated,  and  en- 
titled to  special  consideration. 

Mr.  Trumbull.  But  do  you  not  think  that  the  tribunal  ought  to 
deal  with  the  facts,  and  not  with  the  date  of  the  construction? 

Senator  Gore.  That  is  true.  If  you  undertake  to  open  the  door 
too  wide,  however,  you  can  not  get  it  open  at  all.  That  is  the  point. 
A  proposition  was  made  here  yesterday  which  would  have  opened 
this  matter  to  every  road  in  the  country,  and  I  do  not  know  whether 
that  will  be  possible  or  not,  but  these  roads  clearly  constitute  in 
everybody's  judgment  an  exceptional  class. 

Mr.  Thom.  Senator,  we  do  not  open  the  door  to  any  unless  we 
get  by  the  President.    He  holds  the  door. 

Senator  Gore.  Someone  made  a  proposition  yesterday,  I  do  not 
remember  just  who  it  was,  or  what  it  was 

Mr.  Thom.  I  think  you  are  referring  to  Mr.  Dustin's  suggestion. 

Senator  Gore.  Yes. 

Mr.  Thom.  That  is  put  absolutely  in  the  hands  of  the  President. 

Senator  Gore.  Yes;  it  was  Mr.  Dustin's  suggestion  that  if  the 
roads  were  not  being  compensated,  if  the  returns  were  not  compensa- 
tory, that  they  would  be  entitled  to  an  increase  in  rate  not  to  exceed 
current  obligations.  If  it  is  to  be  left  open  to  all  roads,  we  practi- 
cally do  nothing  when  we  take  action  here.  I  do  not  think  that 
would  be  possible,  and  yet  there  are  other  roads  that  I  do  not  think 
anybody  would  want  to  deny  the  opportunity  to  make  out  a  case, 
because  admittedly  the  facts  justify  them  to  do  that. 

Senator  Cummins.  Mr.  Trumbull,  when  you  spoke  a  moment  ago 
about  dealing  with  some  of  these  roads  in  a  clerical  way  or  that  you 
thought  that  they  should  not  be  dealt  with  in  a  mere  clerical  way, 
but  in  a  big  way,  did  you  refer  to  the  method  of  ascertaining  com- 
pensation under  section  3  of  this  bill? 

Mr.  Trumbull.  It  depends  upon  the  construction  of  the  word 
"  auditors."    If  that  means  accountants,  I  should  say  "  yes." 

Senator  Cummins.  The  bill  authorizes  the  Interstate  Commerce 
Commission  to  appoint  three  auditors,  either  of  its  own  number  or 
out  of  its  own  forces. 

Mr.  Trumbull.  Yes. 
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Senator  Cummins.  But  when  they  are  appointed,  assuming  that 
they  are  competent  men,  they  are  charged  with  the  duty  of  finding 
out  what  is  just  compensation  under  the  rules  of  the  law. 

Mr.  Trumbuu,.  Yes. 

Senator  Cummins.  And  from  their  award,  either  the  carrier  or 
the  Government,  I  believe,  can  appeal  to  the  Court  of  Claims.  So  it 
would  seem  to  me  that  that  section  provides  in  rather  a  broad  funda- 
mental way  for  the  ascertainment  of  just  compensation  upon  a  proper 
basis. 

Mr.  Trumbull.  Are  you  satisfied,  Senator,  with  the  word  "  audi- 
tors"? 

Senator  Cummins.  Mr.  Trumbull,  really  there  is  so  much  of  this 
bill  that  I  am  not  satisfied  with  that  I  would  not  want  to  particular- 
ize. No  j  if  you  have  in  your  mind  the  word  "  auditors  "  a9  a  subject 
of  criticism,  I  entirely  agree  with  you.  I  think  they  should  be  the 
strongest  and  best  men  in  the  country. 

Mr.  Trumbull.  If  you  would  like  to  know  what  I  actually  think 
should  be  done,  I  think  it  should  be  an  arbitration  just  as  it  is  in 
England. 

Senator  Cummins.  Yes;  but  we  can  not  compel  arbitration.  We 
can  not  compel  the  railroad  companies  to  agree  to  arbitrate. 

Mr.  Trumbull.  But  then  the  road  has  the  Court  of  Claims. 

Senator  Cummins.  All  that  we  can  do  is  to  provide  a  tribunal  for 
hearing  the  questions  and  then  give  either  side  a  right  to  appeal  to 
the  court.  That  is  all  we  can  do,  assuming  we  do  not  have  a  voluntary 
arrangement. 

Mr.  Trumbull.  You  know  that  the  English  law  provides  for  arbi- 
tration. 

Senator  Cummins.  There  are  a  good  many  respects  in  which  Par- 
liament has  more  power  than  Congress,  possibly. 

Mr.  Trumbull.  Yes.  They  made  a  settlement  with  the  railroads 
in  48  hours  after  they  took  them  over,  because  of  their  ability  to  deal 
with  it  outside  of  Parliament. 

Senator  Cummins.  But  under  a  law  of  Parliament. 

Mr.  Trumbull.  Yes;  under  a  law.  They  reached  an  agreement 
immediately  with  the  roads  and  took  the  best  year  the  English  roads 
have  ever  had. 

Senator  Cummins.  I  am  not  speaking  about  the  standard,  but  lam 
speaking  about  the  process  that  this  bill  provides  for  ascertaining 
just  compensation. 

Mr.  Trumbull.  Yes;  I  take  it  you  agree,  Senator,  that  it  should 
not  be  merely  a  clerical  job. 

Senator  Cummins.  Oh,  I  thoroughly  agree  with  that,  and  I  won- 
dered to  just  what  part  of  it  your  criticism  or  suggestion  applied. 
Whether  it  was  the  fact  that  the  Government  appointed  some  tribunal 
for  the  ascertainment  of  the  damages,  or  whether  it  was  to  the  par- 
ticular tribunal  mentioned  in  the  section. 

Mr.  Trumbull.  Well,  if  the  tribunal  is  an  impartial  one,  I  do  not 
see  how  we  could  object. 

Senator  Cummins.  An  impartial  one,  and  composed  of  men  big 
enough  to  deal  with  that  kind  of  question. 

Mr.  Trumbull.  Yes.  You  see,  Senator,  there  are  going  to  be  so 
many  complicated  questions  come  up.  Right  in  the  first  instance 
tlxis  xaiestion  of  special  conditions,  new  property  and  new  road 
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opened  up,  and  roads  not  yet  developed,  and  so  on.  I  think  a  great 
many  roads  will  make  agreements,  but  there  will  be  those  special 
cases,  and  then  you  are  going  to  have  continually  the  question  of 
maintenance. 

Senator  Cummins.  You  would  not  have  any  objection  to  having 
this  tribunal  composed  of  members  of  the  Interstate  Commerce  Com- 
mission, I  take  it. 

Mr.  Trumbull.  I  would  not  like  to  say  "  yes "  to  that.  I  think 
that  is  a  matter  for  Congress  to  determine,  Senator.  You  are  acting 
here  in  the  interests  of  the  owners  and  the  citizens  of  the  United 
States.  Nearly  all  of  our  securities  have  come  home.  The  Govern- 
ment is  not  hiring  a  railroad  from  an  outsider. 

Senator  Cummins.  I  recognize  the  vast  importance  of  it,  and  it  is 
one  thing  in  this  bill  that  we  must  provide  for.  All  the  rest  may  be  a 
matter  of  discretion,  but  if  we  take  over  these  railroads,  as  we  have 
taken  them  over,  we  must  provide  a  tribunal  for  ascertaining  the 
just  compensation  which  is  to  be  paid  to  them  for  the  use  of  their 
property. 

Mr.  Trumbull.  Yes. 

Senator  Cummins.  And  I  would  like  to  have  your  opinion  with 
regard  to  how  that  tribunal  should  be  selected  and  appointed. 

Mr.  Trumbull.  Will  you  allow  me  to  confer  with  some  of  my  col- 
leagues and  report  to  you  later? 

Senator  Cummins.  I  will  be  very  glad  to. 

Senator  Kellogg.  Are  you  through,  Senator? 

Senator  Cummins.  Yes;  that  was  all. 

Senator  Kellogg.  The  section  that  you  are  referring  to,  section 
3,  which  provides  for  a  tribunal,  or  auditors,  rather,  of  the  Inter- 
state Commerce  Commission,  to  assess  the  value  of  the  use  of  roads 
declining  to  enter  into  agreements  under  section  1,  is  liable  to  be  a 
very  important  tribunal,  is  it  not? 

Mr.  Trumbull.  Very. 

Senator  Kellogg.  I  notice  the  Interstate  Commerce  Commission's 
finding  as  to  the  earnings  is  conclusive  under  section  1,  is  it  not? 

Mr.  Trumbull.  Yes. 

Senator  Cummins.  That  is  true  only  for  the  purpose  of  the  vol- 
untary agreement. 

Senator  Kellogg.  Yes;  that  is  quite  so.  Now,  should  not  the  tri- 
bunal, under  section  3,  be  an  impartial,  able  tribunal  of  men  who  are 
familiar  with  railroads,  and  value  of  use  of  railroads,  securities,  and 
business  of  the  country  ? 

Mr.  Trumbull.  Undoubtedly. 

Senator  Kellogg.  That  is  as  important  a  tribunal  as  we  could  cre- 
ate, is  it  not  ? 

Mr.  Trumbull.  I  think  at  this  juncture  it  is;  yes,  sir.  Mr.  Krutt- 
schnitt  made  a  very  good  statement  on  that — that  peace  of  mind  of 
the  security  holders  is  very  desirable. 

Senator  Kellogg.  And  justice  to  the  Government  that  must  pay 
the  bill? 

Mr.  Trumbull.  Yes. 

Senator  Kellogg.  And  to  the  people  who  must  pay  the  bills? 

Mr.  Trumbull.  Yes. 

Senator  Kellogg.  And  to  the  railroads  and  security  owners;  an 
impartial  and  able  tribunal  to  settle  that  question. 
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Senator  Cummins.  But  when  they  are  appointed,  assuming  that 
they  are  competent  men,  they  are  charged  with  the  duty  of  finding 
out  what  is  just  compensation  under  the  rules  of  the  law. 

Mr.  Trumbull.  Yes. 

Senator  Cummins.  And  from  their  award,  either  the  carrier  or 
the  Government,  I  believe,  can  appeal  to  the  Court  of  Claims.  So  it 
would  seem  to  me  that  that  section  provides  in  rather  a  broad  funda- 
mental way  for  the  ascertainment  of  just  compensation  upon  a  proper 
basis. 

Mr.  Trumbuix.  Are  you  satisfied,  Senator,  with  the  word  "  audi- 
tors "  ? 

Senator  Cummins.  Mr.  Trumbull,  really  there  is  so  much  of  this 
bill  that  I  am  not  satisfied  with  that  I  would  not  want  to  particular- 
ize. No  j  if  you  have  in  your  mind  the  word  "  auditors  "  as  a  subject 
of  criticism,  I  entirely  agree  with  you.  I  think  they  should  be  the 
strongest  and  best  men  in  the  country. 

Mr.  Trumbull.  If  you  would  like  to  know  what  I  actually  think 
should  be  done,  I  think  it  should  be  an  arbitration  just  as  it  is  in 
England. 

Senator  Cummins.  Yes;  but  we  can  not  compel  arbitration.  We 
can  not  compel  the  railroad  companies  to  agree  to  arbitrate. 

Mr.  Trumbull.  But  then  the  road  has  the  Court  of  Claims. 

Senator  Cummins.  All  that  we  can  do  is  to  provide  a  tribunal  for 
hearing  the  questions  and  then  give  either  side  a  right  to  appeal  to 
the  court.  That  is  all  we  can  do,  assuming  we  do  not  have  a  voluntary 
arrangement. 

Mr.  Trumbull.  You  know  that  the  English  law  provides  for  arbi- 
tration. 

Senator  Cummins.  There  are  a  good  many  respects  in  which  Par- 
liament has  more  power  than  Congress,  possibly. 

Mr.  Trumbull.  Yes.  They  made  a  settlement  with  the  railroads 
in  48  hours  after  they  took  them  over,  because  of  their  ability  to  deal 
with  it  outside  of  Parliament. 

Senator  Cummins.  But  under  a  law  of  Parliament. 

Mr.  Trumbull.  Yes;  under  a  law.  They  reached  an  agreement 
immediately  with  the  roads  and  took  the  best  year  the  English  roads 
have  ever  had. 

Senator  Cummins.  I  am  not  speaking  about  the  standard,  but  lam 
speaking  about  the  process  that  this  bill  provides  for  ascertaining 
just  compensation. 

Mr.  Trumbull.  Yes;  I  take  it  you  agree,  Senator,  that  it  should 
not  be  merely  a  clerical  job. 

Senator  Cummins.  On,  I  thoroughly  ajjree  with  that,  and  I  won- 
dered to  just  what  part  of  it  your  criticism  or  suggestion  applied. 
Whether  it  was  the  fact  that  the  Government  appointed  some  tribunal 
for  the  ascertainment  of  the  damages,  or  whether  it  was  to  the  par- 
ticular tribunal  mentioned  in  the  section. 

Mr.  Trumbull.  Well,  if  the  tribunal  is  an  impartial  one,  I  do  not 
see  how  we  could  object. 

Senator  Cummins.  An  impartial  one,  and  composed  of  men  big 
enough  to  deal  with  that  kind  of  question. 

Mr.  Trumbull.  Yes.  You  see,  Senator,  there  are  going  to  be  so 
many  complicated  questions  come  up.  Right  in  the  first  instance 
this  question  of  special  conditions,  new  property  and  new  road 
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opened  up,  and  roads  not  yet  developed,  and  so  on.  I  think  a  great 
many  roads  will  make  agreements,  but  there  will  be  those  special 
cases,  and  then  you  are  going  to  have  continually  the  question  of 
maintenance. 

Senator  Cummins.  You  would  not  have  any  objection  to  having 
this  tribunal  composed  of  members  of  the  Interstate  Commerce  Com- 
mission, I  take  it. 

Mr.  Trumbull.  I  would  not  like  to  say  "  yes n  to  that.  I  think 
that  is  a  matter  for  Congress  to  determine,  Senator.  You  are  acting 
here  in  the  interests  of  the  owners  and  the  citizens  of  the  United 
States.  Nearly  all  of  our  securities  have  come  home.  The  Govern- 
ment is  not  hiring  a  railroad  from  an  outsider. 

Senator  Cummins.  I  recognize  the  vast  importance  of  it,  and  it  is 
one  thing  in  this  bill  that  we  must  provide  for.  All  the  rest  may  be  a 
matter  of  discretion,  but  if  we  take  over  these  railroads,  as  we  have 
taken  them  over,  we  must  provide  a  tribunal  for  ascertaining  the 
just  compensation  which  is  to  be  paid  to  them  for  the  use  of  their 
property. 

Mr.  Trumbull.  Yes. 

Senator  Cummins.  And  I  would  like  to  have  your  opinion  with 
regard  to  how  that  tribunal  should  be  selected  and  appointed. 

Mr.  Trumbull.  Will  you  allow  me  to  confer  with  some  of  my  col- 
leagues and  report  to  you  later? 

Senator  Cummins.  I  will  be  very  glad  to. 

Senator  Kellogg.  Are  you  through,  Senator? 

Senator  Cummins.  Yes;  that  was  all. 

Senator  Kellogg.  The  section  that  you  are  referring  to,  section 
3,  which  provides  for  a  tribunal,  or  auditors,  rather,  of  the  Inter- 
state Commerce  Commission,  to  assess  the  value  of  the  use  of  roads 
declining  to  enter  into  agreements  under  section  1,  is  liable  to  be  a 
very  important  tribunal,  is  it  not? 

Mr.  Trumbull.  Very. 

Senator  Kellogg.  I  notice  the  Interstate  Commerce  Commission's 
finding  as  to  the  earnings  is  conclusive  under  section  1,  is  it  not? 

Mr.  Trumbull.  Yes. 

Senator  Cummins.  That  is  true  only  for  the  purpose  of  the  vol- 
untary agreement. 

Senator  Kellogg.  Yes ;  that  is  quite  so.  Now,  should  not  the  tri- 
bunal, under  section  3,  be  an  impartial,  able  tribunal  of  men  who  are 
familiar  with  railroads,  and  value  of  use  of  railroads,  securities,  and 
business  of  the  country  ? 

Mr.  Trumbull.  Undoubtedly. 

Senator  Kellogg.  That  is  as  important  a  tribunal  as  we  could  cre- 
ate, is  it  not? 

Mr.  Trumbull.  I  think  at  this  juncture  it  is:  yes,  sir.  Mr.  Krutt- 
schnitt  made  a  very  good  statement  on  that — that  peace  of  mind  of 
the  security  holders  is  very  desirable. 

Senator  Kellogg.  And  justice  to  the  Government  that  must  pay 
the  bill? 

Mr.  Trumbull.  Yes. 

Senator  Kellogg.  And  to  the  people  who  must  pay  the  bills? 

Mr,  Trumbull.  Yes. 

Senator  Kellogg.  And  to  the  railroads  and  security  owners;  an 
impartial  and  able  tribunal  to  settle  that  question. 
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Mr.  Trumbull.  Yes. 

Senator  Kellogg.  Ultimately,  as  Senator  Cummins  says,  Congress 
has  no  power  to  fix  the  use  of  any  of  these  railroads.  What  is  the 
object,  therefore,  for  Congress  to  fix  a  standard  for  the  use  of  the 
railroads,  some  of  which  necessarily  will  not  accept  it? 

Mr.  Trumbull.  It  seems  to  me  desirable  to  get  voluntary  agree- 
ments with  as  many  as  possible,  and  to  remove  them  from-the  field 
of  debate  and  litigation. 

Senator  Kellogg.  Then  why  not  let  the  President  or  somebody, 
some  tribunal,  make  the  arrangements  with  each  road,  unhampered 
by  any  directions,  as  to  what  they  shall  pay  ?  What  is  your  sugges- 
tion about  that? 

Mr.  Trumbull.  I  would  prefer  to  leave  section  1  as  it  is  because  I 
think  that  has  done  a  good  deal  already  to  restore  confidence. 

Senator  Cummins.  It  undoubtedly  has.  I  do  not  wish  to  go  on 
with  this  examination  if  you  have  not  completed  your  statement. 

Mr.  Trumbull.  I  was  about  through. 

Senator  Kellogg.  Then  I  will  ask  you  a  question  or  two.  I  think 
some  one  of  the  witnesses  stated  that  if  the  railroads  are  going  to 
depend  partly  on  borrowed  money  and  partly  on  stock  for  its  money 
to  construct  and  improve  railroads  that  there  must  be  a  fair  relation 
between  the  stock  and  the  bonds  if  the  credit  on  the  road  is  to  be 

ffood.  What  relation  has  your  experience,  or  does  your  experience 
ead  you  to  suggest  ? 

Mr.  Trumbull.  I  do  not  think  you  can  state  an  exact  figure,  but 
it  is  generally  considered  that  the  debt  should  not  be  any  more  than 
the  stock. 

Senator  Kellogg.  Certainly  no  more  than  60  per  cent,  you  think? 

Mr.  Trumbull.  Of  the  total? 

Senator  Kellogg.  Yes. 

Mr.  Trumbull.  No  ;  it  should  not  be,  to  be  a  snug  financial  situa- 
tion. 

Senator  Kellogg.  If,  then,  it  must  procure  its  money  in  the  market 
on  bonds,  it  must  put  in  about  40  per  cent  or  50  per  cent  of  the  bet- 
terments and  improvements  from  earnings  or  else  sell  stock? 

Mr.  Trumbull.  Selling  stock  has  been  off  the  map  for  some  time 
now. 

Senator  Kellogg.  That  is  what  I  was  going  to  ask  you  about. 

Mr.  Trumbull.  Yes,  sir.  The  only  way  that  a  road  situated  like 
that  can  restore  its  equilibrium  is  to  devote  surplus  earnings  to  the 
property,  unless  it  can  sell  stock  at  less  than  par. 

Senator  Kellogg.  That  is  all  I  care  to  ask. 

The  Chairman.  Are  there  any  further  questions? 

Senator  Underwood.  I  would  like  to  ask  you  this  question,  Mr. 
Trumbull.  Under  the  terms  of  this  bill  if  your  road  failed  to  reach 
an  agreement  with  the  Government  as  to  the  just  compensation  for 
the  taking  of  the  road  and  was  compelled  to  go  into  the  courts,  what 
would  be  the  measure  of  your  damages  that  you  would  sue  for  under 
this  bill? 

Mr.  Trumbull.  That  is  pretty  hard  to  answer,  Senator. 

Senator  Underwood.  Then  you  think  the  bill  is  indefinite  as  to  the 
terms  on  which  you  could  sue  ? 

Mr.  Trumbull.  Yes.  I  have  assumed  that  any  damage  that  we 
honestly  think  we  have  suffered  would  be  brought  to  the  attention  of 
the  Court  of  Claims. 
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Senator  Underwood.  I  am  conceding  that.  I  concede  that  you 
would  have  a  right  to  go  into  the  Court  of  Claims  and  sue  for  just 
compensation  if  you  can  not  get  an  adjustment.  I  asked  you,  though, 
what  you  would  consider  the  measure  of  your  damages? 

Mr.  Trumbull.  I  should  think  that  what  you  were  doing  under  a 
fair  system  of  regulation  at  the  time  the  company  was  taken  over 
would  be  a  fair  measure.  Of  course,  that  question  is  limited  by  our 
scheme  of  regulation. 

Senator  Underwood.  You  would  sue,  then,  for  a  rental  value,  or 
would  you  sue  for  the  value  of  your  railroad  t 

Mr.  Trumbull.  I  would  ask  mv  lawyer  in  on  that.  I  think  I 
would  try  first  to  get  the  rental,  because  I  would  like  to  get  some 
cash  as  soon  as  possible.  I  really  do  not  know  what  the  lawyer  would 
say. 

Senator  Underwood.  I  was  trying  to  find  out  what  the  attitude  of 
the  railroads  was  with  reference  to  the  terms  of  this  bill  if  it  went 
to  the  courts — as  to  whether  your  attitude  was  that  the  basis  of  com- 
pensation was  fixed  on  a  yearly  rental  value  as  just  compensation  or 
whether  you  considered  that  your  just  compensation  would  be  the 
value  of  the  property. 

Mr.  Trumbull.  I  have  not  heard  it  suggested  in  any  quarter  that 
any  one  would  sue  for  the  value  of  the  property  itself. 

Senator  Underwood.  May  I  ask  you  this  question :  If  this  bill  is 
indeterminate  in  that  it  carries  within  its  folds  the  possibility  that 
the  railroad  may  not  be  returned  to  the  present  owners,  would  you 
regard  an  adequate  rental  value  as  just  compensation  to  the  owners 
of  the  property? 

Mr.  Trumbuul.  No;  I  think,  Senator,  that  if  the  Government  is 
not  going  to  return  the  railroads  they  should  buy  them  and  give  the 
owners  a  chance  to  do  something  else. 

Senator  Underwood.  Then,  you  think  if  the  terms  of  the  bill  are 
such  that  at  some  fixed  period — at  the  end  of  the  war  or  at  some  other 
definite  period  in  the  near  future — the  railroads  are  to  be  returned 
to  the  present  owners,  that  just  compensation  could  be  measured  in  a 
rental  value? 

Mr.  Trumbuii*  Yes. 

Senator  Underwood.  But  if  the  time  is  indefinite,  with  the  possi- 
bility of  their  not  being  returned  at  all,  then  just  compensation  would 
be  what  would  be  a  fair  value  of  the  property? 

Mr.  Trumbuli*  Yes. 

Senator  Underwood.  That  is  all  I  have  to  ask. 

Senator  Townsend.  Mr.  Trumbull,  a  moment  ago  you  suggested 
something  about  the  present  regulation  of  railroads  as  possibly  en- 
tering into  the  question  of  your  damages.  You  regard  the  present 
regulation  as  a  legal  regulation,  of  course? 

Mr.  Trumbuli*  Yes. 

Senator  Townsend.  And  you  would  not  expect  more  than  you 
could  reasonably  be  expected  to  have  earned  if  you  had  kept  the 
railroads  under  present  control,  would  you? 

Mr.  Trumbuix.  No  ;  provided  the  regulation  is  adequate. 

Senator  Townsend.  Provided  the  regulation  is  the  same  as  it  is 
now? 

Mr.  Trumbull.  Well,  I  would  not  think  that.  I  feel  more  free 
to  answer  the  question.  Senator,  than  I  would  have  felt  a  month 
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or  two  ago,  because  the  commission  has  made  a  special  report  to 
Congress  in  which  it  reiterates  that  the  railroads  have  a  right  to  ex- 
pect and  it  is  their  duty  to  give  a  return  that  will  pay  the  expenses, 
taxes,  and  a  fair  return  on  the  value  of  the  property,  but  they  did 
not  grant  that. 

Senator  Underwood.  So  you  would  expect,  in  case  suit  was  brought 
to  recover  compensation,  that  the  plaintiff  might  argue  that  it  would 
have  received,  or  was  entitled  to  receive,  better  consideration  at  the 
hands  of  the  Interstate  Commerce  Commission  than  it  was  receiving 
at  the  time  it  was  taken  over? 

Mr.  Trumbull.  Yes;  I  certainly  would  argue,  if  I  were  arguing 
the  case,  that  we  were  entitled  to  an  increase  in  rates  to  make  up  for 
this  enormous  increase  in  expenses,  and  they  themselves  have  said 
practically  that  we  are  entitled  to  it,  but  instead  of  going  ahead  and 
deciding  the  rate  case,  they  passed  it  up  to  you. 

Senator  Underwood.  That  would  ratner  complicate  the  question  of 
determining  damages,  would  it  not? 

Mr.  Trumbull.  It  would.  I  am  not  a  lawyer,  as  I  say,  but  it  seems 
to  me  that  if  I  were  arguing  that  case  before  any  group  of  men  I 
would  say  that  if  the  Government  expects  my  company  to  continue 
to  perform  a  public  service,  my  company  is  worthy  of  its  hire  just  as 
much  as  anybody  else  is  worthy  of  his  hire,  and  this  hire  that  I  am 
getting  is  not  sufficient  to  attract  more  capital. 

Senator  Underwood.  You  would  not  expect  to  bring  suit  against 
the  Government  or  get  permission  to  brine  suit  against  the  Govern- 
ment for  such  damages  in  case  the  railroads  had  not  been  taken  over 
by  the  Government,  would  you? 

Mr.  Trumbull.  No  ;  we  would  be  relegated  there,  I  suppose,  to  the 
matter  of  confiscation,  but  still,  as  I  understand  the  rulings  of  the 
commission,  they  feel  that  it  is  a  part  of  their  duty  to  sustain  the 
credit  of  these  roads,  and  I  do  not  think  that  can  ever  be  reduced  to 
the  exact  line  of  confiscation.  Nobody  puts  any  money  into  any  prop- 
erty on  that  basis. 

Senator  Underwood.  That  is  all.  I  just  wanted  to  know  what  you 
meant  by  that  suggestion.    You  have  explained  yourself. 

Senator  Cummins.  Mr.  Trumbull,  you  say  that  it  is  your  view  that 
if  the  Government  had  taken  the  property,  taken  the  ownership  of 
the  property,  that  a  railroad  company  would  have  the  right  to  urge 
before  the  tribunal  that  was  ascertaining  the  value  of  the  property 
that  under  the  present  rates  the  net  earnings  were  not  enough,  and 
that  therefore  the  value  of  the  property  should  be  ascertained  by 
what  the  net  earnings  should  be  instead  of  what  they  actually  have 
been. 

Mr.  Trumbull.  Yes. 

Senator  Cummins.  The  converse  of  that  proposition  is  therefore 
true,  I  assume,  that  the  Government  would  have  the  right  to  urge 
that  the  net  earnings  with  respect  to  any  particular  railway  were  too 
great,  or  had  been  too  great,  and  they  should  be  reduced  therefore  in 
order  to  ascertain  what  the  true  value  of  the  property  is. 

Mr.  Trumbull.  Of  course  that  may  be  theoretically  correct,  but 
practically  it  would  not  work,  because  it  would  mean  a  reduction  of 
rates  on  one  road  and  not  a  reduction  on  another. 

Senator  Cummins.  Of  course  this  rule  has  to  be  applied  to  individ- 
ual properties,  not  to  the  railroads  as  a  whole,  for  each  case  would 
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stand  upon  its  own  merits.  Now,  I  agree  with  you  entirely  if  I  un- 
derstand you  right,  that  when  we  come  to  ascertain  the  value  of  this 
property,  whenever  we  do  it,  that  the  question  will  be  open  as  to 
what  the  net  earnings  of  that  particular  property  should  oe  rather 
than  what  they  have  been,  and  you  agree  with  me  in  that. 

Mr.  Trumbull.  Yes,  and  I  think  it  is  further  complicated  by  mul- 
tifarious State  regulation. 

Senator  Cummins.  All  that  means,  to  assert  what  I  have  long 
thought  was  the  true  doctrine,  is  that  the  net  earnings,  or  the  net 
income  of  any  particular  railroad  property,  is  not  a  criterion  of  its 
value. 

Mr.  Trumbull.  It  has  its  limitation,  of  course,  like  any  other 
measure  of  value,  and  particularly  has  its  limitations  when  a  prop- 
erty is  conducted  as  a  public  servant.  If  the  Government  sees  fit 
not  to  turn  back  these  railroads,  it  seems  to  me  they  ought  to  pro- 
pose their  purchase  on  a  fair  basis,  or  some  alternative  scheme,  a 
profit-sharing  arrangement,  or  something  of  that  kind,  which  will 
retain  the  benefit  of  private  initiative.  I  think  there  is  a  great  op- 
portunity in  the  next  year  or  two  years  for  some  constructive  states- 
man to  work  out  the  biggest  solution  yet  thought  of  in  connection 
with  this  railroad  system  as  a  whole,  that  would  take  care  of  the 
weak  roads  as  well  as  the  strong. 

Senator  Cummins.  I  was  directing  your  attention  to  the  situation 
as  it  is,  and  the  possibility  of  the  Government  having  to  determine, 
when  it  is  attempting  to  fix  the  compensation  for  the  yearly  use  of 
the  property,  or  fix  the  compensation  if  it  takes  over  the  property 
absolutely,  the  field  that  is  open  to  both  sides,  and  we  agree  that  it 
would  be  competent  for  the  railroads  to  insist  that  the  net  earnings, 
or  the  earnings  of  any  particular  property  had  not  been  what  they 
should  have  been ;  in  other  words,  that  the  rates  have  been  too  low ; 
and  on  the  other  hand  it  would  oe  open  to  the  public  to  say  as  to 
any  particular  property  that  the  rates  had  been  too  high,  and  that 
the  earnings  had  been,  therefore,  too  high. 

Mr.  Trumbull.  Of  course,  if  you  pursue  that  you  will  bankrupt 
some  railroads ;  if  you  cut  down  the  rates  on  the  stronger  roads  you 
will  bankrupt  some  of  the  weaker  roads,  because  they  must  manifestly 
make  the  same  rates.  The  Government  has  adopted  the  policy  for  30 
years,  not  only  of  Federal  regulation,  but  of  State  regulation,  and 
since  1890  there  have,  been  antitrust  laws  and  various  State  antitrust 
laws  besides.  Now,  that  has  compelled  competition.  It  has  prevented 
the  things  being  done  that  have  just  been  done  with  the  stroke  of  a 
pen,  and  in  maintaining  these  separate  entities  necessarily  some  of 
them  get  better  net  income  than  others. 

Senator  Cummins.  As  we  have  frequently  remarked  around  these 
tables,  it  presents  the  insolvable  problem  of  railroad  regulation.    It . 
would  not  be  so  difficult  if  it  was  Government  ownership. 

Mr.  Trumbull.  The  commission  has  treated  these  railroads  re- 
gionally, putting  all  of  the  roads  of  a  region  together,  and  tried  to 
base  something  fair  on  that.  There  can,  m  my  personal  opinion,  be 
no  entirely  satisfactory  solution  of  the  question  you  raise  and  the 
problem  of  the  weak  roads  except  by  compulsory  merger  of  their 
profits. 

Mr.  Thom.  May  I  ask  a  question,  Mr.  Chairman? 

The  Chairman.  Yes. 
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Mr.  Thom.  Mr.  Trumbull,  I  wanted  to  see  whether  you  under- 
stood Senator  Cummins.  Senator  Cummins's  proposition  is:  Al- 
though the  Government  has  now  regulated  these  rates  during  the 
period  of  regulation,  that  in  the  process  of  taking  over  the  roads  it 
is  legitimate  for  the  Government  to  say  "  Now  we  have  allowed  you 
too  much  rates  and  we  can  readjust  your  earnings  so  as  to  allow  you 
less  in  the  process  of  taking  over  than  we  have  allowed  you  in  rates 
by  the  constituted  governmental  tribunal,"  and  you  said  you  agreed 
to  that.    Did  you  understand  it  in  that  way  ? 

Mr.  Trumbull.  Yes;  I  think  the  converse  goes  with  the  other, 
Mr.  Thom. 

Mr.  Thom.  I  do  not  agree  with  either  proposition. 

Senator  Cummins.  I  know  you  would  not. 

Mr.  Trumbull.  Supposing  our  earnings  were  inadequate  in  1918, 
would  we  not  be  entitled  to  raise  that  question? 

Mr.  Thom.  Not  on  increased  rates,  no.  You  have  a  right  to  raise 
the  question  as  to  whether  under  existing  legal  conditions  your  re- 
ceipts reflected  the  earning — the  normal  earning  capacity  of  that 
road,  but  not  make  it  a  rate  case. 

Senator  Poindexter.  When  there  is  a  difference  of  opinion  among 
leading  railroad  men,  the  Government  may  have  a  chance,  you  know. 

Senator  McLean.  It  shows  there  is  no  collusion. 

Mr.  Trumbull.  I  regarded  it  as  almost  a  moot  question  because 
the  railroad  earnings  have  not  been  adequate.  Everybody  admits 
that,  I  think.  As  I  have  tried  to  show  here  we  have  got  to  an  im- 
passe. We  can  not  raise  any  fresh  capital  for  these  railroads.  Now 
if  you  can  not  raise  fresh  capital  to  serve  the  public,  manifestly 
something  is  inadequate. 

The  Chairman.  Are  there  any  further  questions? 

Senator  Poindexter.  Have  you  any  detailed  plans,  Mr.#  Trumbull, 
under  which  a  compulsory  merger  under  private  ownership  could  be 
worked  out  ? 

Mr.  Trumbull.  No. 

Senator  Poindexter.  Do  you  think  that  compulsory  merger  is  com- 
patible with  private  ownership  and  control? 

Mr.  Trumbull.  That  a  compulsory  merger  is? 

Senator  Poindexter.  You  said  a  while  ago  that  compulsory  merger 
was  the  only  way  that  proper  coordination  could  be  effected.  Now, 
do  you  regard  that  plan  as  compatible  with  private  ownership  or 
control.  I  can  readily  understand  a  compulsory  merger  under  Gov- 
ernment control. 

Mr.  Trumbull.  Entirely  so,  I  think,  but  it  should  always  be  under 
regulation. 

Mr.  Thom.  Section  13,  Mr.  Trumbull. 

Mr.  Trumbull.  I  just  want  to  raise  a  question  about  section  13, 
of  the  bill  for  you  to  consider,  as  to  whether  you  want  to  per- 
petuate a  period  of  uncertainty.  It  seems  to  me  to  be  the  crux  of 
that  question.  I  do  not  know  how  the  railroads  will  fare  under  it, 
whether  they  will  fare  better  by  continuing  this  arrangement  or  by 
having  it  cut  off.  It  seems  to  me  from  my  standpoint  as  a  layman 
that  it  leaves  the  railroad  problem  in  the  air  indefinitely. 

The  Chairman.  You  have  reference  to  the  last  section  of  the  bill? 

Mr.  Trumbull.  Yes,  sir.  I  think  that  is  the  only  comment  I  wish 
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to  make.  I  wished  to  raise  that  question.  I  am  sure  you  want  to  do 
whatever  is  best  for  the  financial  credit. 

Senator  Pomerene.  What  is  your  suggestion?  Is  it  your  sugges- 
tion to  limit  it  to  a  given  length  of  time  after  peace  is  declared  ? 

Mr.  Trumbull.  Yes,  I  think  that  that  ought  to  be  considered. 

Senator  Townsend.  Are  you  in  favor  of  the  Government  taking 
over  the  railroads  now  ?  Are  you  in  favor  of  the  Government  taking 
ownership  of  the  railroads  now  ? 

Mr.  Trumbull.  No. 

Senator  Townsend.  Why  not? 

Mr.  Trumbull.  Because  I  think  we  should  preserve  the  benefit  to 
the  people  of  the  United  States  of  private  initiative,  either  by  leav- 
ing them  in  the  hands  of  private  owners  under  some  system  of  guar- 
anties such  as  they  have  in  France,  or  under  some  profit-sharing 
arrangement.    I  think  this  particular  step  was  inevitable. 

Senator  Townsend.  Do  you  think  the  Government  could  handle 
the  railroads  as  owners  as  well  as  the  private  individuals  can  ? 

Mr.  Trumbull.  Yes,  I  think  they  could. 

Senator  Townsend.  Do  you  think  they  would? 

Mr.  Trumbull.  I  think  that  Mr.  Acworth's  testimony  here  last 
winter  is  a  better  answer  than  any  I  could  make,  probably.  It  is  not 
the  history  of  Government  owned  railroads  anywhere  in  the  world 
that  they  are  as  well  managed. 

The  Chairman.  Mr.  Trumbull,  you  have  used  an  expression  there 
that  I  would  like  you  to  explain.  You  said  that  you  considered  this 
particular  step  as  inevitable.  You  had  reference  to  the  Government 
assuming  control? 

Mr.  Trumbull.    Yes. 

The  Chairman.    For  what  reason  ? 

Mr.  Trumbull.  My  own  theory  about  the  railroad  situation  in 
the  United  States,  Senator  Smith,  is  that  since  1910  some  form  of 
guaranty  was  inevitable;  it  had  to  come  sooner  or  later,  because  in 
1910  the  law  was  passed  by  which  any  increase  in  rates  by  the  car- 
riers could  be  suspended  by  the  commission.  The  scepter  passed  out 
of  the  hands  of  the  railway  executives  at  that  moment.  They  no 
longer  had  the  power  to  do  what  every  other  business  man  can  do, 
that  is,  make  provision  for  the  future. 

The  Chairman.  So  that  your  opinion  is  that  this  step  was  inevit- 
able, whether  it  was  a  crisis  of  the  war  or  otherwise? 

Mr.  Trumbull.  Yes,  sir;  we  had  reached  an  impasse  here  because 
the  investors,  rightly  or  wrongly,  felt  that  they  would  not  be  com- 
pensated for  increasing  expenses.  Regulation  is  proper,  I  mean  the 
theory  of  regulation  is  quite  proper,  but  when  it  takes  charge  of  the 
revenue  of  a  company,  it  should  logically  accompany  that  with  some 
guaranty.  So,  as  I  look  at  the  evolution  of  the  railroads  of  the 
United  States  since  1910,  it  seems  to  me  this  step  was  inevitable,  and 
only  precipitated  by  a  war  condition  and  came  sooner  on  that 
account,  and  precipitated  by  a  report  of  the  commission  to  you 
asking  you  to  tell  them  what  to  do. 

Senator  La  Follette.  It  is  your  opinion  then  that  regulation 
under  existing  law  has  broken  down  and  failed? 

Mr.  Trumbull.  The  system  of  regulation  we  have  has  I  think 
failed,  particularly  because  of  the  multifarious  regulations  of  the 
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States,  as  well  as  of  the  Federal  Government,  but  if  it  could  be 
supplemented  with  guarantees,  it  might  be  a  success. 

Senator  Cummins.  Reduced  to  its  last  expression  that  means, 
from  your  standpoint,  that  the  railroads  must  either  have  higher 
rates  or  the  Government  must  step  in  and  take  the  roads? 

Mr.  Trumbull.  Yes,  or  have  some  scheme  like  the  French  system 
in  which  there  is  a  guaranty. 

Senator  Cummins.  If  that  guaranty  were  fulfilled  by  the  Govern- 
ment, it  would  either  have  to  put  up  the  rates  or  take  it  out  of  the 
Treasury. 

Mr.  Trumbull.  I  should  assume  that  whoever  is  directing  the 
railroads,  either  under  this  arrangement  or  any  other,  would  want 
them  to  pay  their  way,  and  that  the  rates  would  be  adequate. 
But  you  can  see  the  state  of  mind  of  the  investor  in  the  year  1917 
when  only  $15,000,000  of  new  capital  stock  was  listed  on  the  New 
York  Stock  Exchange.    I  mean,  for  new  undertakings. 

Mr.  Thom.  You  are  expressing  your  personal  views  and  not  the 
views  of  the  railroads  in  that? 

Mr.  Trumbull.  Yes,  I  should  make  that  qualification,  I  am  not 
speaking  for  the  railroads  in  that  matter.  I  am  not  speaking  for 
the  railroads  on  this  one  question. 

The  Chairman.  You  are  speaking  as  a  student  of  the  railroad 
problem. 

Mr.  Trumbull.    Yes. 

Senator  La  Follette.    What  is  your  official  position  ? 

Mr.  Trumbull.  I  am  chairman  of  the  railway  executives  advisory 
committee  which  represents  about  90  per  cent  of  the  railroads  in 
Class  I. 

Senator  La  Follette.  Ninety  per  cent  of  the  traffic  or  90  per  cent 
of  the  mileage? 

Mr.  Trumbull.  90  per  cent  of  the  earnings. 

Senator  La  Follette.  What  proportion  of  the  mileage? 

Mr.  Trumbull.  It  would  be  a  little  less  than  90  per  cent. 

Senator  Poindexter.  Are  you  connected  with  any  railroad  com- 
pany ? 

Mr.  Trumbull.  Yes,  the  Chesapeake  &  Ohio  and  the  Hocking 
Valley,  and  I  am  the  chairman  of  the  board  of  the  Missouri,  Kansas 
&  Texas,  which  I  am  sorry  to  say  is  in  receivership. 

Senator  Poindexter.  What  position  do  you  hold  in  the  Chesapeake 
&  Ohio? 

Mr.  Trumbull.  Chairman  of  the  board. 

Senator  Poindexter.  And  also  in  the  Hocking  Valley  Railroad  ? 

Mr.  Trumbull.  Yes,  chairman  of  the  board. 

Senator  La  Follette.  Do  you  have  the  membership  of  that  com- 
mittee there? 

Mr.  Trumbull.  Yes. 

Senator  La  Follette.  Will  you  just  put  it  in  ? 

Mr.  Trumbull.  Yes.  R.  H.'  Aishton,  of  the  Northwestern;  B.  F. 
Bush,  of  the  Missouri  Pacific;  A.  J.  Earling,  chairman  of  the  St 
Paul  railroad;  Howard  Elliott,  of  the  Missouri  Pacific  and  New 
Haven  railroads;  W.  J.  Harahan,  of  the  Seaboard  Air  Line;  Walker 
D.  Hines,  chairman  of  the  Atchison  Co. ;  Hale  Holden,  president  of 
the  Burlington ;  Julius  Kruttschnitt,  of  the  Southern  Pacific ;  L.  F. 
Loree,  of  the  Delaware  &  Hudson,  and  chairman  of  the  board  of  the 
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Kansas  City  Southern;  R.  S.  Lovett,  chairman  Union  Pacific  system; 
C.  H.  Markham,  president,  Illinois  Central ;  Samuel  Eea,  president, 
Pennsylvania ;  W.  L.  Ross,  of  the  Clover  Leaf  road ;  A.  H.  Smith, 
president  of  the  New  York  Central;  F.  D.  Underwood,  president 
of  the  Erie;  H.  Walters,  chairman  Atlantic  Coast  Line  and  Louis- 
ville &  Nashville;  Daniel  Willard,  president  of  the  Baltimore  & 
Ohio,  and  myself. 

The  Chairman.  Are  there  any  other  questions? 

Senator  Poindexter.  How  would  you  reconcile  the  authority  of 
the  States  as  now  exercised  in  regard  to  railroads  through  their  pub- 
lic service  commissions,  or  otherwise,  with  a  federal  guaranty  of 
dividends  on  the  stock? 

Mr.  Trumbull.  I  think  the  right  reconciliation  of  that  would  be 
the  one  that  our  committee  has  been  advocating  for  three  or  four 
years,  that  is,  to  have  regional  commissions  so  as  to  keep  in  close 
touch  with  the  people  that  are  affected,  and  they  would  probably 
iron  out  most  of  the  cases. 

Senator  La  Follette.  You  mean  regional  Federal  commissioners? 

Mr.  Trumbull.  Yes;  regional  Federal  commissioners.  They 
would  probably  iron  out  most  questions  because  they  are  nearer  to 
the  people  and  many  differences  never  would  get  to  Washington  at  all. 

The  Chairman.  Any  further  questions?  If  not,  Mr.  Trumbull, 
and  you  have  no  further  statement,  you  may  be  excused. 

Mr.  Trumbull.  No,  I  should  just  like  to  say  that  I  have  had  no 
time  to  think  of  Senator  Cummins'  question  about  damages,  and 
Mr.  Thorn's  answer  is  my  answer.  I  would  like  to  adopt  it  because 
he  is  so  much  wiser  on  this  question  of  suits  than  I  am. 

Senator  Cummins.  Mr.  Chairman,  I  think  Mr.  Thorn  will  have  to 
make  his  own  answer.  I  do  not  agree  with  you  in  that  particular 
respect  that  he  is  wiser  than  you.  I  shall  want  your  statement  to 
stand  as  corroboration  for  my  own  view. 

Mr.  Trumbull.  Do  you  want,  Mr.  Thorn,  that  I  should  say  any- 
thing about  this  question  of  market  prices  ?  I  did  answer  a  question 
here. 

Mr.  Thom.  I  wanted  you  to  say  something  before  you  got  to  that 
with  reference  to  the  effect  of  an  indefinite  tenure  on  the  part  of 
the  Government  on  railroad  credit,  and  then  I  would  like  to  have 
you  speak  on  that  question  of  market  values  as  a  basis. 

Mr.  Trumbull.  I  have  already  mentioned  here  that  to  leave  an  in- 
definite tenure  would  perpetuate  an  uncertain  condition,  and  of 
course,  that  would  affect  all  railway  securities  and  affect  the  ability  of 
the  railroads  to  perform  their  public  functions.  There  are  so  many 
reasons  about  the  stock  market  feature,  so  many  things  to  be  said 
against  it,  that  I  hardly  know  where  to  commence. 

The  Chairman.  Under  the  terms  of  this  bill,  Mr.  Trumbull,  you 
are  allowed  to  invest  your  surplus,  or  whatever  capital  you  may  have, 
or  see  fit,  in  the  betterment  of  roads.  What  effect  would  an  indeter- 
minate tenure  in  this  bill  have  upon  your  disposition  to  make  a 
further  investment  in  the  roads  during  the  period  of  the  Govern- 
ment's control  ? 

Mr.  Trumbull.  It  would  have  a  rather  blighting  effect.  There 
may  be  cases  like  this  but  I  have  never  known  of  any.  For  instance, 
if  I  want  to  rent  a  building  from  you  or  a  residence  at  so  much  per 
annum,  and  say  I  will  turn  it  back  to  you  when  I  get  through  with 
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it,  when  I  please,  I  fancy  we  would  not  trade.  That  probably 
would  not  be  agreeable  to  you.  I  should  think  that  with  this  in- 
definite condition  you  would  have  a  situation  very  much  as  they 
had  in  Italy,  that  companies  would  be  very  reluctant  to  spend  their 
surplus  in  improvements. 

The  Chairman.  I  believe  that  the  compensation  suggested  here 
carries  with  it  a  surplus,  and  therefore  there  would  be  possibly  an 
opportunity  on  the  part  of  the  railroads  to  invest  this  surplus  in  the 
improvement  of  their  property  where  needed,  and  I  wanted  to  know 
what  effect  that  last  section  would  have  on  the  officers  of  the  roads, 
those  having  them  in  charge,  in  adding  to  any  improvement  if  they 
had  no  guarantee  that  they  might  be  the  beneficiaries  themselves,  as  a 
corporate  company,  of  the  improvements  they  put  in. 

Mr.  Trumbull.  I  think  the  first  impulse,  Senator,  under  war  con- 
ditions will  be  for  every  company  to  do  its  best  to  take  care  of  the 
business,  and  they  would  not  raise  any  hair-splitting  questions. 

The  Chairman.  I  was  not  asking  it  from  a  patriotic  standpoint 
It  was  just  a  business  proposition  that  I  was  putting  forth. 

Mr.  Trumbull.  They  would  have  to  give  much  more  deliberate 
consideration  to  every  improvement  they  make,  for  they  do  not  know 
what  their  status  is  to  be  later.  It  is  uncertainty  that  is  bothering 
investors  now,  and  this  raises  the  question  whether  you  think  from  a 
public  standpoint  it  is  wise  to  leave  the  investors  uncertain  about 
the  tenure  when  the  property  will  come  back,  or  what  shape  it  will 
come  back  in,  and  all  that  sort  of  thing. 
/  Senator  Robinson.  You  have  said,  if  I  understood  you  correctly, 
that  Government  control  and  guaranty  of  earnings  were  inevitable, 
and  that  it  was  necessary  to  stabilize  the  credits  of  the  railroads  and 
to  strengthen  them.  Will  you  explain  why  the  abandonment  of  Gov- 
ernment control  and  guaranty  would  have  that  effect,  if  given  time? 
If  it  is  necessary  now  to  assert  Government  control  and  to  give  Gov- 
ernment guaranty,  how  is  it  that  the  credit  of  the  railroads  would 
be  benefited  by  withdrawing  at  a  specified  time? 

Mr.  Trumbull.  It  woula  not. 
b  Senator  Robinson.  Your  idea  is  that  the  guaranty  should  be  con- 
tinued but  the  Government  control  abandoned.    Is  that  it? 

Mr.  Trumbull.  My  idea  is  that  before  the  period  of  governmental 
control  expires  we  should  all  be  able  to  work  out  some  better  scheme 
of  control  and  regulation  of  the  railroads  of  this  country.  I  think 
that  you  will  have  time  to  do  it,  to  look  into  it  deliberately,  and  I  am 
assuming  that  Congress  would  not  shirk  its  duty  in  determining  how 
it  is  to  go  on  having  these  companies  serve  the  public. 

I  have  not  said  much  about  that,  first,  because  I  am  only  speaking 
as  an  individual  in  it,  and  second  because  the  immediate  thing  be- 
fore us  is  to  do  everything  we  can,  as  Mr.  Kruttschnitt  said  yester- 
day, as  good  soldiers,  to  help  keep  things  moving^ but,  I  assume  that 
later  on,  through  the  joint  congressional  committee  or  otherwise, 
you  will  want  to  consider  some  permanent  relation  between  the 
Government  and  the  railroads  of  some  kind. 

Senator  Robinson.  You  were  asked  about  the  tribunal  to  consider 
m  the  first  instance  the  question  of  compensation.  I  understand  that 
you  do  not  care  to  commit  yourself  to  a  plan  until  you  have  had  an 
opportunity  of  consulting  with  some  of  your  associates. 

Mr.  Trumbull.  No;  I  think  I  should  not. 
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Senator  Robinson.  I  can  readily  understand  why  you  would  feel 
that  way.  Would  it  be  inconsistent  with  anything  that  you  now 
know,  or  would  care  to  say  about  it,  to  have  represented  on  the  com- 
mission that  should  determine  this  question  at  least  one  representa- 
tive of  the  judiciary  department? 

Mr.  Trumbull.  Would  you  allow  me  to  confer  with  my  col- 
leagues about  that? 

Senator  Robinson.  Certainly. 

Mr.  Trumbull.  Because  it  is  a  pretty  important  question.  I  do 
not  know  what  they  will  think  is  the  wisest  way.  Of  course  they 
will  consider  the  Government's  side  as  well  as  the  owners'  side,  and 
as  Senator  Cummins  said  it  must  be  just  to  the  Government,  what- 
ever is  done. 

Senator  Robinson.  Of  course  the  object  of  any  commission  that 
should  be  created,  the  purpose  of  it  as  well  as  the  purpose  of  Con- 
gress undertaking  to  fix  a  standard  by  which  an  agreement  might 
be  reached,  is  to  avoid  litigation. 

Mr.  Trumbull.  Yes. 

Senator  Robinson.  To  save  the  embarrassments,  delays  and  im- 
pediments to  good  service  that  might  result  from  extensive  litigation. 

Mr.  Trumbull.  Yes. 

Senator  Robinson.  But  lastly,  the  carriers  have,  and  it  can  not  be 
taken  away  from  them,  the  right  to  resort  to  the  courts  for  the  deter- 
mination of  that  question. 

Mr.  Trumbull.  Yes. 

Senator  Robinson.  No  matter  what  is  put  in  this  bill  concerning 
a  method  of  providing  for  settlement  of  it,  no  one  contemplates  an 
effort  to  take  away  from  the  carriers  that  legal  right. 

Mr.  Trumbull.  Yes,  but  I  should  hope  that  it  will  be  so  conducted 
that  there  will  be  very  little  resort  to  the  courts,  which  is  a  wearying 
process  and  it  does  not  make  for  friendliness. 

Senator  Robinson.  Nor  for  good  service  either. 

Mr.  Trumbull.    No. 

Senator  Robinson.  Especially  when  conditions  require  coopera- 
tion on  the  part  of  every  one  interested. 

Mr.  Trumbull.  I  should  hope  that  we  will  do  everything  we  can 
to  form  a  friendly  atmosphere  on  this  whole  subject  and  avoid 
anything  that  will  retard  that,  because  these  questions  are  too  large 
to  be  dealt  with  in  a  small  way. 

Senator  Robinson.  You  have  not  found  any  one  plan  of  settling 
the  compensation  that  would  apply  to  all  the  railroads,  have  you 1 

Mr.  Trumbull.  No. 

Senator  Robinson.  Nor  do  you  think  it  is  possible  to  do  so  ? 

Mr.  Trumbull.  I  am  sure  you  will  get  a  larger  voluntary  assent  to 
a  later  year  than  you  would  to  the  three-year  average. 

Senator  Robinson.  Still  that  would  not  apply  to  the  case  of  a  road 
that  had  no  net  operating  income  in  1917,  if  there  were  such  roads  ? 

Mr.  Trumbull.  No;  the  tribunal  ought  to  deal  with  that  in  a 
broad  way. 

Senator  Robinson.  Have  you  thought  what  guarantees  should  be 
made  for  a  road,  or  whether  any,  for  a  road  that  had  no  net  oper- 
ating income  in  the  immediate  past — in  the  recent  past  ? 

Mr.  Trumbull.  I  do  not  think  you  could  have  any  fixed,  infallible 
basis  for  all  roads.    Take  the  road  the  Chesapeake  &  Ohio  built 
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across  the  Ohio  River.  It  is  only  31  miles.  It  includes  a  bridge 
across  the  Ohio,  an  up-to-date  bridge  that  we  hope  will  last  forever. 
The  extension  cost  us  about  $5,000,000,  and  it  is  a  very  important 
link  in  the  chain. 

Senator  Robinson.  You  can  not  abandon  it? 

Mr.  Trumbull.  Oh,  no;  we  just  built  it. 

Senator  Robinson.  I  know,  but  any  scheme  that  is  adopted  must 
contemplate  the  operation  of  that  line.    Is  it  profitable? 

Mr.  Trumbull.  It  is  not  profitable  yet;  we  just  put  it  into  opera- 
tion. Now,  you  will  need  some  pretty  good  talent  to  determine  what 
we  ought  to  have  for  the  use  of  that  property. 

Senator  Robinson.  Will  it  be  necessary  to  the  future  railroad 
operations  of  the  United  States  to  use  lines  that  may  not  themselves 
be  profitable? 

Mr.  Trumbull.  I  think  as  the  years  go  on  a  great  many  of  them 
can  be  used  jointly.  Some  of  them  ought  to  be  abandoned,  some  of 
them  may  be  used  as  second  track,  or  for  diversion  of  traffic. 

Senator  Robinson.  Of  course  this  plan  could  not  apply  to  any 
railroad  of  that  class. 

Mr.  Trumbull.  No;  under  this  plan  all  the  earnings  will  be  in 
one  pot. 

Senator  Townsend.  All  the  earnings  of  all  the  railroads,  you  mean, 
will  be  in  one  pot? 

Mr.  Trumbull.  Yes ;  over  and  above  the  guarantees. 

Senator  Townsend.  You  mean  no  separate  account  will  be  kept  of 
the  roads? 

Mr.  Trumbull.  Yes;  we  expect  to  keep  the  separate  accounting, 
but  I  mean  to  say  in  answer  to  the  Senator's  question,  a  road  which 
has  been  used  very  little  might  be  used  a  good  deal,  and  show,  so  far 
as  its  books  are  concerned,  very  large  earnings,  but  under  the  guar- 
anty it  would  not  get  them. 

Senator  Robinson.  The  system  in  contemplation  under  Federal 
control  might  make  a  road  that  has  been  used  heretofore  a  great 
deal,  used  very  much  less? 

Mr.  Trumbull.  Yes. 

Senator  Robinson.  That  is  one  of  the  purposes,  to  divert  traffic. 

Mr.  Trumbull.  Yes. 

Senator  Robinson.  The  converse  might  be  true  when  diverting 
traffic  to  lines  that  have  been  little  used. 

Mr.  Trumbull.  Yes. 

Senator  Kellogg.  There  are  a  great  many  places  in  the  country 
where  there  are  parallel  lines  of  unimportant  roads;  that  is,  they  are 
important,  of  course,  to  the  local  communities,  but  one  single  track 
line  would  do  the  business;  but  under  the  laws  of  the  States  they 
can  not  be  abandoned  without  the  consent  of  the  State  authorities. 
As  a  matter  of  economy,  one  of  those  roads  should  be  abandoned  and 
the  line  used  jointly  by  both  roads. 

Mr.  Trumbull.  Yes. 

Senator  Kellogg.  There  are  a  great  many  such  places  through- 
out the  country,  are  there  not  ? 

Mr.  Trumbull.  Undoubtedly. 

Senator  Kellogg.  Is  it  your  idea  that  that  ought  to  be  worked 
out  under  some  plan  of  regulation? 
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Mr.  Trumbull.  No,  not  at  present.  I  think  in  the  ultimate  solu- 
tion that  question  should  be  dealt  with. 

Senator  Pomerene.  I  wanted  to  ask  you  a  question,  Mr.  Trumbull. 
A  little  while  ago,  in  discussing  this  plan  for  the  strengthening  of 
the  credits  of  roads,  and  taking  their  securities,  and  so  forth,  you 
expressed  the  view  that  the  Government  ought  to  deal  very  liberally 
with  these  roads,  and  so  forth.  A  moment  ago,  in  answer  to  a  ques- 
tion by  Senator  Robinson,  you  said  that  there  were  some  of  these 
roads  that  were  not  profitable  and  perhaps  ought  to  be  abandoned. 
Now,  with  that  situation  before  the  President,  what  do  mean  by 
applying  your  rule  of  liberality  in  strengthening  the  credit  of  the 
roads  and  giving  them  financial  aid?  Would  you  deal  liberally 
with  them,  as  you  had  that  thought  in  mind  with  these  roads  that 
ought  to  be  abandoned,  and  finance  them  when  good  business  pru- 
dence would  suggest  to  you  as  a  railroad  man  that  credit  ought  not 
to  be  extended  to  them  ? 

Mr.  Trumbull.  I  should  think  that  roads  that  ought  to  be  aban- 
doned should  be  in  a  class  by  themselves.  I  had  telegrams  from  two 
or  three  of  those  where  they  have  a  deficit,  and  they  naturally  want 
to  know  what  their  status  is  to  be. 

Now,  you  might  say,  looking  at  it  from  the  public  standpoint, 
that  here  is  a  road  of  two  or  three  hundred  miles  or  more  which  is 
serving  thousands  of  American  citizens.  The  owners  have  their  in- 
vestment in  there,  but  they  have  no  net  earnings.  Now,  during  this 
period  at  least,  you  might  see  that  they  get  a  certain  return  on  the 
investment  quite  apart  from  the  standard.  It  will  be  for  you  to 
determine  whether  you  want  them  to  serve  the  public  or  not. 

Senator  Pomerene.  In  other  words,  you  would  primarily  take 
into  consideration  what  would  be  for  the  good  of  the  public  rather 
than  for  the  good  of  the  security  holders  of  that  particular  railroad  ? 

Mr.  Trumbull.  The  public  interest  is  paramount.  This  tribunal 
would  have  to  determine  whether  they  want  those  people  served, 
and  it  seems  to  me  hardly  conceivable  that  the  Federal  Grovernment 
would  want  them  served  at  a  loss  to  the  owners. 

The  Chairman.  Are  there  any  further  questions? 

Senator  Poindexter.  Mr.  Trumbull,  taking  the  capacity  of  the 
railroads  as  they  now  stand,  the  rate  of  increase  of  traffic,  what  is 
your  opinion  as  to  the  probable  ability  of  the  roads  under  the  most 
efficient  management  to  handle  the  increasing  traffic  of  the  country, 
supposing  it  increases  normally,  even  aside  from  the  exigencies  of 
the  war  ? 

Mr.  Trumbull.  I  would  very  much  rather  a  man  like  Mr.  Krutt- 
schnitt  should  answer  that  question  because  I  am  not  an  operating 
man.  I  only  know  that  several  hundred  million  dollars  of  new  money 
goes  into  tnese  roads  every  year.  Sometimes  more  and  sometimes 
less,  either  out  of  surplus  or  out  of  new  borrowed  money,  and  we 
have  110,000,000  people  and  soon  we  will  have  125,000,000  people, 
and  we  would  expect  that  history  will  repeat  itself,  and  that  there 
should  be  more  facilities  for  more  people. 

Senator  Poindexter.  Under  Governmental  operation  there  would 
be  no  motive  for  suppressing  water  competition,  would  there,  such 
as  there  is  in  private  ownership  and  operation  ? 
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Mr.  Trumbull.  There  would  be  no  motive  under  Government 
ownership.  They  could  do  what  they  pleased.  I  am  not  aware  of 
any  attempt  of  the  railroads  in  private  management  to  suppress  it. 

Senator  Poindexter.  I  do  not  know  that  there  is  any  such  gen- 
eral practice,  but  there  have  been  instances  of  the  kind,  and  one  can 
readily  see  that  in  the  natural  operation  of  a  desire  of  every  one  to 
promote  his  own  interests,  that  he  would  not  develop  a  competing 
system. 

Mr.  Trumbull.  Congress  has  taken  hold  of  the  water  question 
pretty  well  in  the  Panama  Canal  act.  The  Panama  Canal  is  quar- 
antined against  all  railroad-owned  boats,  and  there  is  also  pro- 
vision in  it  that  railroad  companies  must  part  with  all  their  steam- 
ship lines  unless  they  can  maxe  a  good  case  before  the  commission 
that  it  is  desirable  to  retain  them. 

Senator  Poindexter.  Yes.  There  was  considerable  difficulty  in 
getting  that  legislation  passed,  and  then  after  it  was  passed,  a  cam- 
paign was  started  for  imposing  tolls  on  domestic  shipping  going 
through  the  Canal. 

Mr.  Trumbull.  Yes,  on  coastwise  boats. 

Senator  Poindexter.  Yes. 

Mr.  Trumbull.  I  never  could  see  why  they  should  not  pay  tolls. 
If  you  will  give  me  a  monopoly  of  any  business  I  will  not  ask  you 
for  a  rebate. 

Senator  Poindexter.  There  could  not  possibly  be  a  monopoly  of 
transcontinental  freight  traffic  by  this  canal,  could  there  be?  They 
are  bound  to  compete  with  the  railroads? 

Mr.  Trumbull.  But  the  coastwise  boats  were  using  that  canal 
and  had  a  monopoly  of  it  against  all  foreign  boats,  and  against  all 
railroad-owned  boats. 

Senator  Poindexter.  There  is  no  great  difficulty  if  that  law  was 
in  force  in  competing  with  other  ships  which  were  excluded  from 
the  canal,  but  that  is  a  very  different  question  from  competing  with 
several  transcontinental  railroads. 

^  Mr.  Trumbull.  The  transcontinental  lines  are  all  under  regula- 
tion. We  cannot  put  up  the  rates  there  without  the  concurrence  of 
the  commission. 

Senator  Poindexter.  You  just  stated  that  this  regulation  has 
broken  down. 

Mr.  Trumbull.  I  say  as  a  whole  it  seems  to  me  that  is  not  too 
strong  a  term.    I  do  not  use  it  in  any  offensive  way,  of  course. 

Senator  Poindexter.  Oh,  no. 

Mr.  Trumbull.  But  when  the  commission  sends  a  special  report 
to  Congress,  that  it  is  their  duty  to  do  so  and  soy  but  even  if  they  do 
it,  you  can  not  get  any  fresh  capital  for  these  railroads,  then  it  seems 
to  me  something  has  broken  down. 

Senator  Poindexter.  I  agree  with  you.    That  is  all. 

Senator  La  Follette.  Mr.  Trumbull,  how  long  have  you  been 
connected  with  the  railroads  engaged  in  interstate  transportation 
in  an  executive  capacity  ? 

Mr.  Trumbull.  Twenty- four  years. 

The  Chairman.  If  there  are  no  further  questions  to  be  asked,  Mr. 
Trumbull  will  be  excused. 
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Mr.  Trumbull.  May  I  say  one  more  thing  about  these  property 
investment  accounts?  I  have  tried  to  show  you  that  as  a  whole  our 
property  investment  accounts  are  not  more  than  the  value  of  the 
property. 

I  see  here  by  report  of  the  commission  for  1915  that  besides  the 
property  investment  accounts,  the  railroads  of  the  country  had 
working  capital  consisting  of  cash  and  material,  and  other  items  of 
about  $1,000,000,000.  Those  figures  are  not  included  in  the  prop- 
erty account  which  is  used  as  a  divisor  in  giving  you  the  rate  of 
return. 

Senator  Kellogg.  That  is  a  permanent  investment,  is  it  not,  prac- 
tically ! 

Mr.  Trumbull.  Yes.  It  is  fair  to  say  that  it  is  partly  offset  by 
current  liabilities,  but  nevertheless  there  must  be  all  the  time  on  the 
railroads  of  the  United  States  as  a  whole,  say  $500,000,000  of  work- 
ing capital. 

Senator  Kellogg.  It  is  offset  by  current  liabilities. 

Mr.  Trumbull.  Partly. 

Senator  Kellogg.  Which  are  not  included  in  your  unfunded  debt 
on  which  you  pay  interest? 

Mr.  Trumbull.  Yes. 

Senator  Kellogg.  It  is  not  included  in  that? 

Mr.  Trumbull.  Not  included  in  that.  The  difference  here  for  this 
particular  year,  which  was  two  years  and  a  half  ago,  was  about 
$400,000,000  more  current  assets  than  current  liabilities,  and  I  should 
say  it  must  be  considerably  more  than  that  now  both  in  cash  and 
in  material  and  supplies. 

Senator  Kellogg.  Would  you  say  that  $400,000,000  was  a  fair 
working  capital  over  and  above  current  liabilities  as  a  permanent 
investment  of  all  roads  in  the  country? 

Mr.  Trumbull.  Yes,  considering  the  roads  operated  separately. 

Senator  Kellogg.  That  is  all. 

The  Chairman.  Mr.  Thorn,  you  are  next. 

Mr.  Thom.  Mr.  Chairman,  the  House  Committee  is  going  on  in 
the  consideration  of  this  bill  at  the  same  time  this  committee  is 
going  on,  and  I  have  exhausted  my  apologies  to  the  House  com- 
mittee, and  they  say  I  must  be  there  to-morrow  morning.  I  hope, 
therefore,  that  you  will  excuse  me  to-morrow.  We  mav  have  one  or 
two  other  witnesses.  I  have  telegraphed  for  Mr.  firickson,  who 
has  made  some  special  study  of  some  of  the  economic  questions  in- 
volved and  one  of  the  Senators  expressed  a  desire  to  hear  his  testi- 
mony. I  have  not  heard  from  him.  There  may  be  one  or  two  other 
executives  who  would  like  to  be  here.  I  would  be  very  glad  if  the 
committee  would  find  it  convenient  to  go  on  with  some  other  aspect 
of  this  investigation  and  let  us  come  in  early  next  week. 

I  would  like  also  to  have  an  opportunity  of  making  an  argument 
before  the  committee  on  the  general  questions  involved  and  also  on 
the  law  points  involved,  and  Mr.  Patterson  would  like  to  have  an 
opportunity  of  making  an  argument  on  the  situation  of  these  eastern 
roads. 

We  have  a  meeting  in  New  York  on  Sunday  of  a  number  of  execu- 
tives, at  which  time  it  is  necessary  for  me  to  attend,  and  if  I  leave 
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there  Sunday  afternoon  there  is  no  telling  whether  I  will  get  back 
here  Monday  morning  or  not,  so  I  will  be  glad  if  my  part  in  the 
argument  could  be  postponed  until  Tuesday. 

Senator  Cummins.  Does  that  apply  to  your  further  testimony  also! 

Mr.  Thom.  I  should  think  I  would  get  back  in  time,  perhaps,  to 
appear  before  the  committee  with  respect  to  the  testimony  on 
Monday. 

Senator  Cummins.  You  have  no  witness  to-day? 

Mr.  Thom.  I  have  no  further  witness  to-day. 

Senator  Robinson.  Will  you  have  one  to-morrow,  or  do  you  know? 

Mr.  Thom.  I  have  to  be  away  to-morrow,  as  I  told  you. 

(Thereupon,  at  4.30  o'clock  p.  m.  the  committee  adjourned  until 
January  11,  1918,  at  10  o'clock  a.  m.) 
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FRIDAY,  JANTJABY   11,   1918. 

United  States  Senate, 
Senate  Committee  on  Interstate  Commerce, 

Washington,  D.  C. 

The  committee  met  pursuant  to  adjournment  at  10  o'clock  a.  m., 
Senator  Ellison  D.  Smith  (chairman)  presiding. 

STATEMENT  OF  HON.  GEORGE  W.  ANDERSON,  MEMBER  OF  THE 

INTERSTATE  COMMERCE  COMMISSION. 

The  Chairman.  The  committee  will  come  to  order. 

Mr.  Anderson,  will  jou  just  give  the  stenographer  your  name  and 
address  and  your  official  connection  here  ? 

Commissioner  Anderson.  My  full  name  is  George  W.  Anderson. 
I  am  a  member  of  the  Interstate  Commerce  Commission.  So  far  as 
I  have  any  address  in  overcrowded  Washington  now,  it  is  the  Cosmos 
Club.    My  residence  is  Massachusetts. 

The  Chairman.  Mr.  Anderson,  we  have  had  before  us  certain  rep- 
resentatives of  the  railroads  in  reference  to  the  bill  now  pending,  and 
the  committee  would  be  glad  if  you  would  take  up  the  bill.  Of  course, 
you  may  have  an  order  in  which  you  would  care  to  proceed,  but  the 
first  section  of  the  bill  is  the  part  which  has  been  most  under  dis- 
cussion. 

Commissioner  Anderson.  Mr.  Chairman,  at  the  outset  I  should 
like  to  make  it  clear  that  I  am  here  in  my  individual  capacity  and 
as  a  single  member  of  the  Interstate  Commerce  Commission,  and 
what  I  say  is  not  to  be  taken  as  binding  upon  my  associates  and  the 
tribunal. 

The  legislation  has  not  been  taken  up  by  the  Interstate  Commerce 
Commission,  as  a  commission,  and  passed  on.  Whatever  errors  I 
commit,  therefore,  are  not  the  errors  of  my  tribunal.  So  far  as  I 
may  be  able  to  be  of  any  assistance  to  the  committee,  it  will  grow  out 
of  the  fact  that  perhaps  I  have  worked  on  it  a  little  longer  than  you 
have,  and  have  thought  out  some  things  in  more  detail.  I  have  no 
set  speech  and  have  no  desire  to  appear  to  know  a  great  deal,  as  I 
know  I  do  not  know  a  great  deal. 

I  shall  be  very  glad  to  take  up  the  bill  section  by  section  and  in- 
dicate the  way  we  worked  in  the  formulation  of  this  bill,  and  shall 
be  glad  to  be  interrupted  at  any  moment  when  a  question  can  prob- 
ably help  illuminate  any  particular  point. 

The  Chairman.  Have  you  a  prepared  statement? 

Commissioner  Anderson.  I  have  not. 
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The  Chairman.  Does  this  section  to  which  I  referred  involve  prac- 
tically the  whole  matter  that  is  before  us?  If  it  would  not  interfere 
with  the  process  you  have  in  mind,  I  should  like  to  have  you  explain 
to  the  committee  why  it  was  that  the  Government  saw  fit  to  take 
control. 

Commissioner  Anderson.  Mr.  Chairman,  I  should  suppose  that  I 
would  speak  with  meager  authority  on  that  point.  The  ultimate  de- 
cision, of  course,  was  with  the  President.  But  I  may  perhaps  fairly 
state  some  considerations  which  were  present  in  my  mind,  and  which 
I  brought  directly  and  indirectly  to  the  attention  of  others  who  had 
a  larger  official  responsibility  than  I. 

Possibly  some  of  the  Senators  may  recall  that  over  a  year  ago 
when  I  was  United  States  district  attorney  at  Boston,  and  long  be- 
fore we  anticipated  being  in  war,  prices  were  going  skyward;  and 
that  I  was  asked  by  the  Attorney  General  to  assist  in  coordinating 
investigations  into  the  high  prices  being  made  in  the  Department 
of  Justice  by  the  various  united  States  attorneys  under  the  wholly 
inadequate  Sherman  Act.  In  1916,  I  became  aware  that  our  trans- 
portation facilities,  particularly  with  reference  to  coal,  were  prov- 
ing, as  then  used,  utterly  inadequate;  and  caused  attention  to  be  di- 
rected in  the  Department  of  Justice — I  am  not  sure  whether  I 
brought  it  to  the  President's  attention  or  not  to  that  point.  But 
things  went  from  bad  to  worse.  I  went  on  the  Interstate  Commerce 
Commission  on  the  15th  of  October,  1917.  Two  or  three  days  later, 
the  representatives  of  the  railroads  applied  for  what  was  called  a 
reopening  of  the  Fifteen  Per  Cent  case.  It  was  ruled  that  the  case 
was  still  open,  and  it  was  set  down  for  speedy  hearing. 

In  discussion,  particularly  by  Mr.  Vanderlip  and  one  or  two  others 
who  were  called  by  the  Commission's  own  motion,  there  was  brought 
out  (what  previously  had  been  running  through  my  mind)  and  that 
was  that  rate  increases  bore  no  sensible  relation  to  the  pending  and 
prospective  needs  of  the  country.  It  was,  in  substance,  stated  I 
think  by  Mr.  Eea,  here  present,  that  if  the  railroads  had  good  credit 
(it  being  claimed  that  they  did  not  have  good  credit)  that  they  ought 
not  to  offer  their  securities  on  the  investment  market  in  competition 
with  the  offerings  of  Government  bonds.  It  was  admitted,  in  effect, 
that  if  they  had  not  only  good  credit  but  money  in  their  treasury, 
they  could  not  get  engines  and  cars  for  the  suggested  needed  added 
facilities  without  priority  orders  which  would  encroach  at  once  upon 
the  domain  of  war  preparations  for  our  allies.  It  was  admitted  fur- 
ther if  they  had  both  money  and  priority  orders,  they  could  not  get 
engines  and  cars  and  steel,  etc.,  for  the  purpose  of  equipping  roads 
to  do  the  work  which  ought  to  be  done  in  the  next  six  months  and 
perhaps  a  year,  under  the  war  conditions.  It,  therefore,  appeared 
rather  clearly  that  the  raising  of  rates  to  give  more  revenue  and  to 
give  more  credit,  bore  little  or  no^  relation  to  the  war  needs  of  the 
country  for  additional  transportation  Service. 

That  directed  attention  to  the  distinction  between  transportation 
facilities  and  transportation  service.  I  made  such  inquiries  as  I  was 
able,  and  I  received  intelligent  information,  and,  as  I  thought,  sound 
information,  to  the  effect  that  the  transportation  facilities  of  the 
country,  if  coordinated  and  unified,  were  probably  nearly  if  not  quite 
adequate  to  render  the  transportation  service  now  needed ;  at  least, 
to  render  much  larger  transportation  services  than  were  being  ren- 
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dered  so  long  as  the  transportation  companies  were  under  separate 
private  ownerships,  and  in  charge  of  executives  bound  by  law  and 
their  fiduciary  relationships  to  serve  the  interests  of  the  separate 
groups  of  security  holders.  It  seems  to  me  that  the  so-called  War 
Board  erred  in  their  declaration  of  April  that  they  were  going  to 
administer  the  railroads  as  " continental  systems";  tnat  the  law  pro- 
hibited them  from  administering  the  railroad  systems  as  a  "con- 
tinental system."  Their  declaration  indicated  that  they  undertook 
an  impossible  task  and  an  unlawful  undertaking. 

Senator  Gore.  You  mean  not  impossible  in  the  nature  of  things 
but  impossible  from  the  fact  that 

Commissioner  Anderson.  Impossible  if  they  represented,  as  they 
did,  separate  groups  of  security  holders,  bound  to  seek  business  and 
profits  for  those  separate  groups  of  security  holders.  They  could 
not  ignore  their  lawful  and  natural  obligations  to  their  security 
holders,  to  use  the  facilities  of  the  railroads  for  the  war  needs  of  the 
country.    It  was  a  legally  impossible  situation,  as  I  viewed  it. 

I  drew  various  memoranda  indicating  those  views.  These,  perhaps, 
had  some  effect  in  solidifying  and  formulating  a  sentiment  to  toe 
effect  that  we  must  do — at  the  end  of  six  or  eight  months — what 
England  did  within  a  week,  I  think,  of  the  time  of  her  declaration 
of  war,  viz.,  say  that  the  railroads  of  the  Nation  must  be  run  by  the 
Nation  when  we  are  at  war — whatever  may  be  the  sound  policy  in 
times  of  peace — as  to  the  actual  or  assumed  value  of  individual, 
competitive  management. 

Lest  I  be  misunderstood,  I  want  to  say  that  I  am  a  firm  believer 
in  the  Sherman  Act,  and  in  competition,  as  applied  to  industrial 
undertakings. 

The  Chairman.  May  I  ask  right  there,  because  I  want  to  get  the 
point  clear  that  Senator  Gore  suggested — it  is  your  opinion,  even  if 
we  had  suspended  the  laws  that  restrict  the  roads  in  their  operation 
and  give  them  what  might  be  termed  in  common  parlance  a  free 
hand,  the  duty  of  the  different  officials  representing  these  groups, 
representing,  as  you  said  a  moment  ago,  the  security  holders,  that 
that,  in  itself,  would  have  made  a  perfect  mobilization  and  inter- 
change that  was  necessary  in  order  to  bring  about  the  results  we 
must  have,  an  impossibility  ? 

Commissioner  Anderson.  Within  a  short  length  of  time;  yes.  But 
I  had  another  consideration  in  mind,  and  those  of  us  who  considered 
this  question  then  had  it  in  mind.  Congress  had,  in  August,  1916, 
in  anticipation  of  war  stress,  granted  power  to  the  Executive.  It 
was  true  that  Congress  was  shortly  coming  in;  but  it  seemed  also 
true  that  as  Congress  had  already  granted  a  very  large  power  in 
anticipation  of  possible  war  needs,  that  it  was  not  consistent  for 
those  of  us  having  more  directly  to  do  with  the  transportation  inter- 
ests and  for  the  Executive  to  wait  for  Congress  to  do  something 
more,  if  there  was  a  demonstrated  need  of  immediate  action  under 
the  power  which  seemed  already  granted  in  ample  measure.  It 
seemed,  therefore,  that  the  responsibility  had  already  been  vested  to 
that  extent  by  Congress  in  the  Executive.  After  most  careful  con- 
sideration of  the  construction  which  must  of  necessity  be  put  upon 
the  comparatively  short  act  of  August,  1916, 1  came  to  the  conclusion 
that  there  was  no  escape  from  the  Executive's  taking  the  full  re- 
sponsibility of  weather  conditions,  under  separate  corporation  con- 
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trol,  with  such  unification  as  had  been  undertaken  by  the  War 
Board  (which  they  had  in  good  faith,  and  with  some  results,  carried 
out)  or  leaving  the  country  to  suffer  such  disasters  as  might  accrue 
from  the  utter  inadequacy  of  the  transportation  service. 

Those  were  the  views,  not  as  formulated  by  the  President — because 
I  do  not  know  how  the  President  would  have  formulated  them— but 
you  asked  me  the  reasons  which  led  to  the  proclamation.  I  have 
now  stated  the  way  it  lay  in  mv  mind  and  the  way  the  discussions 
were  formulated  between  myself  and  others  with  whom  I  had  to  do, 
and  perhaps  the  substance  of  various  memoranda  which  I  prepared 
and  which  were  considered  by  others.  But  what  I  have  said,  after 
all,  is  an  individual  and,  in  no  other  sense,  an  official  view.  It 
comes,  to  sum  it  all  up,  to  this:  The  conclusion  was  that  Congress 
had  already  enacted  law  in  contemplation  of  the  emergency  which 
had  arisen,  and  that  it  was,  therefore,  the  plain  duty  of  the  Execu- 
tive and  of  those  of  us  who  had  directly  to  do  with  the  transporta- 
tion interests  in  their  national  aspect,  to  use  the  power  already 
granted,  to  make  the  best  use  of  it  we  could ;  and  then  to  come  to 
Congress  for  such  supplementation  of  power  or  modification  of 
power  as  Congress  should  think  wise  under  the  then  circumstances. 
That  is  the  gist  of  the  early  situation,  Mr.  Chairman. 

Shall  I  pass  now  to  the  consideration  of  the  bill  ? 

The  Chairman.  If  you  please. 

Commissioner  Anderson.  Needless  to  say,  in  considering  what 
legislation  would  properly  supplement  the  Federal  control  assumed 
under  the  act  of  1916,  very  many  measures  were  contemplated  which 
we  had  to  reject  as  being  utterly  unworkable.  There  was  serious 
discussion  as  to  whether  the  act  of  August,  1916,  which  authorized 
the  President  to  take  possession  and  control  and-  to  utilize  all  or  any 
part  of  the  systems  of  transportation,  did  not  in  and  of  itself  import 
power  to  agree  with  the  owners  of  the  properties  thus  taken  over 
for  national  control,  as  to  the  just  measure  of  compensation. 

The  Reeside  case,  in  the  Court  of  Claims,  lends  n  very  consider- 
able support  to  that  view.  If  the  emergency  had  come  during  a 
long  vacation  of  Congress  and  if  the  public  interest  had  plainly  de- 
manded that  there  should  be  an  immediate  agreement,  there  would 
have  been  good  ground  for  the  President's  undertaking  to  agree- 
under  the  granted  power — to  make  a  just  and  reasonable  payment 
to  the  owners,  whose  property  was  thus  taken  for  public  use,  as 
being  necessarily  involved  in  the  grant  of  power  to  take  possession 
and  control  and  utilize  that  property. 

That  Reeside  case  was  a  case  which  arose  out  of  Gen.  Fremont's 
action  in  the  southwestern  district  in  the  Civil  War.  He  wanted 
a  lot  of  horses  and  sent  out  an  agent  to  buy  the  horses,  agreeing  to 
pay  him  a  commission  for  purchasing  them  at  a  price,  I  think,  not 
to  exceed  $130  each.  The  horses  were  purchased,  and  later  a  case 
arose  in  the  Court  of  Claims  on  the  theory  that  the  price  was  too  much. 
As  I  recall  it,  the  Secretary  of  War  appointed  a  commission,  or  some 
official  body,  which  so  reported.  The  sellers  of  the  horses  brought 
suit  on  the  vouchers  issued  when  the  horses  were  purchased.  The 
Court  of  Claims  held,  in  substance,  that,  having  power  to  buy  horses 
for  the  public,  there  was  necessarily  a  power  to  fix  a  perfectly  hon- 
est and  conscionable  price  for  the  horses,  and  that  the  price  fixed 
at  that  time,  in  the  exercise  of  that  war  power,  must  stand,  there 
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being  no  suggestion  that  it  was  not  honest  and  not  within  the  realm 
of  reason,  even  though  a  commission  afterwards  said  a  somewhat 
lower  price  should  have  been  paid.  The  court  declined  to  allow  the 
2£  per  cent  commission,  because  the  Government  having  already 
provided  certain  agencies  in  the  Quartermaster  General's  Depart- 
ment, through  which  the  general  in  the  field  should  make  his  pur- 
chases of  supplies,  he  had  no  authority  to  go  out  and  employ  a  dif- 
ferent agency  and  pay  that  agency  an  additional  compensation. 
That  case,  I  think,  is  the  chief  authority,  if  your  committee  should 
be  interested,  in  the  question  of  implied  power. 

Senator  Gore.  In  what  report  is  that? 

Commissioner  Anderson.  The  second  volume  of  Court  of  Claims 
reports,  page  1.  It  is  the  first  case.  But  it  seemed  to  me  unneces- 
sary to  suggest  that  the  President  should  exercise  a  power  which  is 
open  to  any  reasonable  doubt  under  the  act  of  August,  1916,  when 
Congress  was  just  about  to  come  in.  Consequently,  attention  was 
directed  as  to  what  was  a  fair  basis  to  suggest  to  Congress  for  com- 
pensation. I  had  figures  made  up  on  a  period  of  five  years  and  have 
them  here.  I  think  it  comes  out  something  like  $780,000,000.  The 
details,  I  apprehend,  would  not  interest  the  committee  at  the  pres- 
ent moment. 

It  seemed  to  me  that,  in  view  of  the  fact  that  the  property  in- 
vestment had  undoubtedly  been  increasing,  although  we  could  not 
say  what  the  property  investments  were,  although  the  investment 
accounts  on  the  books  of  the  carriers  are  not  to  be  taken  as  showing 
the  original  investment  or  the  reproduction  cost,  or  as  being  uni- 
form, under  any  accepted  and  well-defined  terms — 

Senator  Kellogg.  During  the  last  10  years,  the  commission's  regu- 
lations control  what  the  books  shall  show  as  to  addition  and  better- 
ments in  the  capital  account,  do  they  not? 

Commissioner  Anderson.  I  am  not  competent  to  answer  that  dog- 
matically. During  the  last  10  years  the  accounts  have  been  kept 
much  more  uniformly  than  before. 

Senator  Kellogg.  Did  not  the  commission  absolutely  lay  down 
the  rule  for  keeping  the  accounts  so  as  to  show  exactly  what  the 
betterments,  additions  and  improvements  are  capitalized  for,  and 
what  they  cost,  so  that  the  commission  may  know  exactly  how  much 
has  been  added  to  the  property  each  year,  during  the  last  10  years, 
or  about  10  years — I  have  forgotten  exactly  ? 

Commissioner  Anderson.  I  do  not  believe  it  goes  to  that  extent, 
but  I  should  not  be  willing  to  say  flatly  "  no  "  to  that  question.  I 
think  that  Commissioner  Meyer  would  give  you  more  intelligent 
and  authoritative  information  as  to  whether  that  is  true  or  not.  Re- 
member, I  have  been  there  only  three  months,  and  while  I  know 
something  about  the  machinery  there,  there  is  a  lot  of  that  machinery 
that  I  do  not  know  much  about.  But  it  is  a  question  that  you  might 
well  think  that  a  commissioner  should  be  able  to  answer ;  and  if  I  had 
been  there  three  years  instead  of  three  months  I  should  not  expect 
to  file  a  caveat. 

It  is  undoubtedly  true  that,  in  the  past  10  years,  the  carriers' 
accounts  have  been  kept  in  a  much  more  authoritative  manner  than 
formerly,  but  it  is  not  true  that  the  property  accounts  bear  in  the 
aggregate,  or  in  the  case  of  a  great  many  of  the  carriers,  any  very 
accurate  relation  either  to  original  cost,  to  reproduction  cost,  or  to 
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any  other  theory  of  cost.  I  will  give  you  an  illustration  of  what 
came  out  the  other  day.  I  went  up  to  New  England  on  the  applica- 
tion of  practically  all  the  New  England  railroads  for  an  increase 
in  addition  to  the  Fifteen  Per  Cent  Case,  and  heard  it.  Among 
other  roads  that  came  in,  was  the  New  Haven  Railroad.  Much  dis- 
cussion arose  as  to  what  the  return — i.  e.,  the  rate  of  net  earning— 
had  been  on  the  carrier  part  of  the  New  Haven  Railroad.  The 
bureau  of  economics,  whose  figures  you  have  here,  had  divided  its 
accounts  so  as  to  show  it  made  last  year  6  J  per  cent  out  of  its  carrier 
operations  and  I  think  about  1  per  cent — I  do  not  care  to  state  with 
dogmatic  accuracy  as  to  the  figures,  but  something  like  that,  on  its 
noncarrier  properties.  The  vice  president  in  charge  of  accounts 
said  the  bureau  had  not  charged  up  enough  of  the  property  as  car- 
rier property.  Thereupon  I  made  some  inquiry  as  to  their  carrier 
property.  I  found  that  in  a  period  of  some  years  they  had  been 
buying  up  railroad  properties  and  consolidating  them  with  their  own 
property,  and  they  had  charged  into  the  property  account,  not  the 
property  account  of  the  absorbed  branch  line,  but  the  cost  of  the 
stock  of  the  absorbed  branch  line;  so  that  that  was  a  property  ac- 
count based  on  investment  in  stock,  in  substantial  part.  It  hap- 
pened, in  some  instances,  that  the  cost  of  the  stock  was  closely  ap- 
proximate to  the  property  account  of  the  absorbed  constituent  car- 
rier and  in  others  that  there  was  a  wide  difference.  Out  of  some 
transactions  of  that  kind,  they  made  a  lot  of  money,  comparing  the 
cost  of  the  stock  with  the  original  cost  of  the  absorbed  line.  In 
other  cases,  where  the  absorbed  line  was  a  good  earner,  they  lost  a 
great  deal  of  money  if  you  compare  their  purchase  price  with  the 
cost  of  the  original  line. 

But  the  point  is,  "  I  was  unable  to  get  out  of  the  New  Haven  ac- 
counts any  figures  which  the  representatives  of  the  railroads  agreed 
stated  anything  that  anybody  would  say  was  a  property  account  for 
the  New  Haven  Railroad.  That  recent  experience  was  one  reason  I 
was  cautious  in  making  the  answer  I  did  make,  Senator  Kellogg, 
because  I  think  some  of  those  transactions  occurred  within  the  10- 
year  period. 

Senator  Kellogg.  I  am  not  sure  as  to  10  years,  but  I  think  the 
commission  did  make  that  regulation. 

The  Chairman.  May  I  make  this  suggestion  to  the  committee, 
that  Mr.  Anderson  be  allowed  to  make  his  explanation  of  the  bill 
and  then,  at  the  conclusion  of  his  remarks  on  it,  any  questions  that 
have  suggested  themselves  in  the  course  of  his  remarks,  the  members 
of  the  committee  may  ask.  It  would  preserve  the  continuity  of 
his  explanation  so  that  one  reading  it  will  not  be  deflected  by  ques- 
tions that  have  been  asked  ? 

Senator  Kellogg.  I  have  no  objection  to  that. 

Commissioner  Anderson.  I  thank  the  chairman  for  the  sugges- 
tion that  there  will  be  a  continuity  in  my  remarks  if  I  am  not  inter- 
rupted, but  I  repeat,  that  I  am  perfectly  willing  to  be  interrupted, 
because  I  have  no  set  remarks. 

The  Chairman.  I  think  the  committee  would  be  very  jjlad  to  have 
a  consecutive  statement  in  reference  to  the  bill  in  its  different  sec- 
tions. 

Commissioner  Anderson.  Taking  up,  then,  section  1,  it  was  mani- 
fest that  it  was  highly  desirable  that  some  sound,  just,  easily  avail- 
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able,  and  easily  understood  basis  of  agreeing  with  most  of  the  carriers 
which  were  and  had  been,  during  a  recent  period,  in  a  state  of  normal 
financial  health,  should  be  found  and  stated — so  that  contracts  could 
be  made  which  would  eliminate  the  necessity  of  owners  of  private 
property :  thus  taken  for  public  use,  resorting  to  the  courts  for  their 
constitutional  right  to  have  just  compensation. 

Section  1,  therefore,  is  drawn  not  as  a  mandate,  but  as  a  grant  of 
power  to  agree.  It  was  quite  clear  that  the  great  bulk  of  the  carrier 
property  involved  in  this  taking  under  the  present  proclamation — 
and  under  any  conceivable  extension  of  the  power  set  forth  and 
exercised  under  the  present  proclamation — would  be  the  rail  carriers 
making  regular  returns  to  the  Interstate  Commerce  Commission  and 
having  accounts  reflecting  with  approximate  accuracy  (I  emphasize 
"  approximate  "  because  when  we  come  to  deal  with  depreciation  and 
maintenance,  it  is  onlv  approximate)  their  earnings  of  recent  years. 
It  seemed  desirable,  if  possible,  to  fix  a  figure,  which  would  be  essen- 
tially just  as  between  the  owners  of  the  carriers'  securities  and  the 
taxpayers,  and  which  would  also  tend  to  stabilize  the  financial  condi- 
tions— which  were  far  from  pleasant,  as  you  know,  during  the  fall 
weeks.  There  was  then,  as  some  of  us  thought,  and  as  I  strongly 
held,  a  depreciation  of  railroad  securities  not  warranted  by  any  in- 
trinsic conditions.  Rail  securities  were  worth  a  good  deal  more  than 
they  were  selling  for — the  best  roads,  I  mean.  The  community  was 
frightened.  ^  It  seemed  desirable  that  a  basis  should  be  fixed  which 
was  so  manifestly  fair  and  not  overgenerous,  that  it  would  tend  to 
reassure  the  investing  public  (to  which  public  the  Nation  must  look 
for  further  great  loans  if  this  war  continues)  that  the  owners  of 
property,  as  well  as  the  owners  of  lives,  would  be  dealt  with  on  a 
basis  of  as  nearly  absolute  justice  as  human  intellect  and  conscience 
will  permit.  We  therefore  did  not  feel  called  upon  to  resolve  every 
possible  doubt  against  the  railroads  and  in  favor  of  what  might  be 
called  the  public  interest.  I  reached  the  conclusion  on  those  general 
grounds  that  on  a  five-year  basis  a  sum  of  $780,000,000  was  in- 
adequate. 

I  might  digress  to  say  that,  in  the  early  stages  of  that  study,  I 
had  clearly  in  mind  (what  obviously  others  have  in  mind)  and  that 
is  that  the  real  relation  is  between  the  bond  holders  and  stockholders 
and  the  Federal  Treasury;  that  it  was  for  that  reason  desirable  to 
find  some  method  of  dealing  directly  with  the  bondholder  and  stock- 
holder. I  abandoned  it,  after  working  on  it  some  days,  as  being 
utterly  impossible  of  statement  within  narrow  compass,  and  probably 
impossible  of  working  out  on  any  just  basis.  I  found  that  the  market 
prices  of  stock  bore  no  relation  to  investment  or  to  sound  value ;  also 
that  you  could  not  deal  with  the  question  of  dividends  in  the  past 
as  indicating  what  the  dividends  should  be  in  the  future. 

Moreover,  if  you  go  into  the  field  of  the  increase  of  investment 
(as  the  investment  has  increased  within  the  past  three  years)  there 
you  meet  with  difficulties  and  complications — almost  creating  an 
inextricable  maze.  By  process  of  exclusion,  therefore,  we  come  to 
the  conclusion  that  if  you  take  the  flat  sum  represented  by  what 
I  now  call,  for  convenience,  net  earnings  (hereafter  I  will  under- 
take to  explain  what  I  mean  by  "  net  earnings  ")  for  the  three  years 
ending  June  30  last,  it  bears  the  fairest  relation  to  the  just  demands 
of  the  security  holders  and  is  most  easily  applicable  to  the  situation. 
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I  met  some  embarrassment  from  the  fact  that  the  financial  year 
has  now  become  the  calendar  year,  and  the  returns  of  the  carriers 
are  not  made  up  as  of  June  30,  as  formerly.  But  we  found  that 
was  not  insuperable,  because,  with  a  little  supplementation  of  the 
monthly  returns,  figures  could  be  obtained  showing  the  net  earnings 
up  to  June  30  last.  That  figure  (i.  e.,  the  three-year  average)  I 
found  to  be  something  like  900  million  dollars.  I  found  that  the 
net  earnings  (using  the  term  again  subject  to  subsequent  definition) 
of  the  carriers  last  year  (meaning  by  last  year,  the  year  ending  June 
30,  1917)  was  about  a  billion  and  sixty  millions;  that  in  1916  they 
were  about  a  billion  and  25  million,  and  for  1915  they  were  very 
much  less — about  $700,000,000.  In  other  words,  they  have  had  two 
big  years  in  which  large  war  profits  accrued  to  the  carriers,  and  the 
previous  year  was  on  the  whole  a  rather  poor  year;  it  was  worse  than 
1913;  the  average  fell  about  $200,000,000  more  than  1915,  and  was 
around  $100,000,000  less  than  in  1916  and  in  1917.  Meantime  the 
property  investment  was  larger  at  the  end  of  the  period  than  it  was 
at  tne  beginning  of  the  period.  But  the  figure  we  selected  will  be 
easily  available  and  easily  understood.  It  was  a  flat  rate  and  had  no 
progressively  difficult  features  to  apply. 

And  so  by  process  of  exclusion,  going  down  first  one  blind  alley 
and  then  down  another,  those  of  us  at  work  on.  the  problem  came 
to  the  conclusion  that  (while  it  was  not  possible  to  be  dogmatic  and 
say  we  had  hit  just  the  right  thing)  we  had  struck  a  plan  or  basis 
that  seemed  to  command  general  assent  as  being  just,  fair,  available 
and  easily  applied  and  understood. 

Senator  Pomerene.  Did  you  have  in  mind,  or  take  account  of  the 
increased  investment  during  the  last  six  months  of  1917  ? 

Commissioner  Anderson.  Yes ;  we  had  figures  and  took  into  con- 
sideration what  the  probable  increase  had  been,  and  also  had  some 
figures  as  to  the  rate  of  return  on  the  increased  property;  but  we 
came  to  the  conclusion  that  if  we  undertook  to  go  into  such  fine 
details  we  would  get  into  unnecessary  complications,  and  would  not 
add  anything  of  substantial  value  to  the  final  conclusion. 

There  did  arise,  under  section  1,  the  question  as  to  what  was  "  net 
earnings." 

The  accounting  system  of  the  Interstate  Commerce  Commission 
involves  what  is  called  railway  operating  revenues  (account  501) 
and  railway  operating  expenses  (account  531),  and  railway  oper- 
ating income,  which  is  the  difference  between  the  two,  after  taking 
out  uncollectible  railway  revenues  (which  would  seem  to  me  not  to 
be  revenue  at  all;  but  which  are  almost  negligible),  and  railway  tax 
accruals,  which  is  an  important  item.  There  is  a  good  deal  to  be 
said  in  favor  of  taking  that  simple  item,  "railway  operating  in- 
come," as  the  basis  of  computation  of  the  three  years'  average  return. 
But  there  are  joint  facility  and  joint  equipment  accounts  to  be  con- 
sidered ;  and  the  argument  was  that  when  carrier  A  furnished  joint 
facilities  which  were  used  by  carriers  B  and  C,  in  common  with 
carrier  A,  so  that  carrier  A  got  a  revenue  out  of  payments  from  car- 
riers B  and  C,  that  carrier  A  ought  to  have  the  benefit  of  that 
revenue  precisely  as  much  as  though  it  was  the  owner  of  B  and  C,  in 
which  case  the  joint  facility  would  become  a  single  facility,  and  all 
revenue  accruing  therefrom  would  appear  in  the  earnings  of 
carrier  A.    It  also  appeared  that  carrier  A  might,  in  some  instances, 
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have  a  large  amount  of  freight  and  passenger  cars,  adequate  to  take 
care  of  not  only  all  its  own  needs  in  the  aggregate,  but  to  furnish 
some  to  carriers  B  and  C,  that  had  more  transportation  business 
than  they  had  equipment  and  cars;  that  A,  therefore,  let  out  to  B 
and  C,  as  excess  equipment.  The  argument  was  that  the  capital  in- 
vestment of  carrier  A  in  equipment,  which  more  than  met  A's  needs, 
would  be  reflected  only  in  the  returns  to  carrier  A  from  the  pay- 
ments by  B  and  C.  There  has  been  a  difference  of  opinion  in  the 
history  of  the  commission  as  to  how  those  accounts  should  be  dealt 
with.  At  one  time  they  had  them  in,  so  I  am  told,  as  operating 
expenses  and  income;  later  they  were  classed  as  nonoperating 
items.  At  any  rate,  we  finally  reached  the  conclusion,  not  free  from 
doubt  on  the  part  of  some  of  us,  that  those  items  of  income  and 
expenses  accruing  from  joint  facilities  and  engines  and  cars,  should 
go  in.  There  is  a  powerful  argument  against  it,  which,  as  a  New 
England  sectionalist,  for  which  I  have  a  great  deal  of  sympathy, 
that  those  accounts  arise,  not  out  of  the  fact  that  carrier  A  furnishes, 
out  of  its  own  capital,  more  equipment  than  it  needs  for  its  own 
business  and  sublets  it  to  B  and  C,  but  rather  from  the  fact  that 
some  roads  are  originating  roads  and  other  roads  are  receiving 
roads.  That  is  particularly  applicable  to  New  England.  The  roads 
of  the  wheat  and  coal  regions  get  down  there,  and  before  the  New 
England  lines  can  get  their  cars  off  their  lines,  under  the  per  diem 
rule,  there  is  a  large  charge  made  against  the  New  England  carriers 
by  the  originating  carriers.  It  has  amounted  to  something  like 
$5,000,000  a  year  as  against  the  Boston  &  Maine  and  New  Haven 
roads. 

Personally,  I  should  be  content  (to  let  you  charge  me  with  section- 
alism and  not  stop  to  defend  my  reputation)  if  you  eliminated  those 
factors  and  went  oack  to  railway  operating  income  as  the  basis. 

I  think  a  substantial  part  of  those  items  do  grow  out  of  the  fact 
that  some  roads  are  originating  roads  and  other  roads  are  receiving 
roads;  and  that  the  charges  now  made  grow  out  of  that  relation,  and 
not  mainly  out  of  the  tact  that  the  receiving  roads  keep  and  use 
for  their  own  purposes  and  their  own  profits  the  equipment  of  the 
originating  roads.  You  can  get  sound,  honest  opinion,  passionate 
and  dispassionate,  on  both  sides  of  that  question. 

The  other  items  which  are  eliminated  before  you  come  to  "net 
railway-operating  income"  are  the  miscellaneous  rents.  This  is  a 
comparatively  small  matter,  running  about  $8,000,000  on  the  one 
side  and  $6,000,000  on  the  other,  with  a  net  balance  of  only  about 
$2,000,000;  so  it  would  almost  fall  into  the  de  minimis  class;  but  it 
might  be  rather  large  with  some  particular  carriers.  Those  arise  in 
part  from  carrier  operations  and  in  part  from  noncarrier  operations. 

The  object  of  the  Govenment  was  to  take  control,  possession,  and 
to  utilize  the  carriers  in  carrier  operations;  and  to  keep  as  nearly 
intact  and  undisturbed  as  possible  the  machinery  of  the  constituent 
corporations  and  their  right  to  deal  with  their  noncarrier  properties 
and  their  noncarrier  business  interests;  those  should  be  interfered 
with  by  Federal  authority  as  little  as  may  be.  There  was  no  other 
practicable  way  by  which  the  Government  could  safely  carry  out  the 
immense  undertaking  of  possessing,  controlling,  and  utilizing  250,000 
miles  of  railroad,  with  1,700,000  employees,  and  with  a  complicated 
and  immense  machinery,  both  personal  and  corporate.    The  purpose, 
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you  gentlemen  will  observe,  of  the  proclamation  and  of  the  bill  is 
what  I  might  call  an  evolutionary  purpose  and  not  a  revolutionary 
purpose — to  preserve  and  to  utilize  all  existing  machinery — except 
so  far  as  general  or  special  orders  directed  to  coordination  and 
economy  and  efficiency  might  change  existing;  methods  and  relations. 

Coming,  then,  back  to  the  question  of  miscellaneous  rents;  those 
miscellaneous  rents  arise  in  part  out  of  carrier  properties  and  in 
part  out  of  noncarrier  properties.  Some  arise  out  of  properties 
which  are  prospectively  or  retrospectively  carrier  properties.  For 
instance,  a  railroad  anticipates  an  extension  of  its  yard  and  buys  a 
piece  of  land  with  a  house  on  it  and  collects  rent  for  the  house  before 
it  extends  its  yard.  But  the  rent  from  that  house  is  not  clearly  a 
carrier  operation.  In  one  aspect  of  the  case  it  might  be  properly 
considered  as  a  carrier  operation,  in  another  not.  Exactly  the  reverse 
thing  occurred  in  Boston.  They  abandoned  a  terminal  years  ago. 
They  still  own  it,  or  much  of  it.  The  railroad  has  got  some  income 
from  that  property,  but  that  income  does  not  arise  out  of  a  carrier 
operation.  Some  of  those  miscellaneous  rents  arise  out  of  rents  paid 
by  owners  of  stores,  in  terminals,  and  tracks.  The  New  York  ter- 
minal has  in  it  a  great  many  stores.  Other  stores  are  not  actually  in 
the  terminal ;  then  there  are  buildings  like  the  Yale  Club.  I  do  not 
know  how  they  charge  that  account.  But  the  Yale  Club,  as  I  under- 
stand, stands  on  property  which  was  bought  mainly  for  carrier  pur- 
Eoses ;  whether  there  is  a  track  under  that  particular  spot  I  do  not 
now.  But  you  see  there  is  a  line  about  which  it  is  impossible  to 
be  dogmatic.  We  think  it  better  to  throw  that  item  into  the  non- 
carrier  account  and  not  be  troubled  with  it. 

Leased-road  rents  amount  to  a  large  sum.  The  leasing  system  is 
the  most  common  form  of  creating  large  systems.  Most  or  the  leases 
that  I  am  familiar  with  are  on  a  basis  of  rental,  made  up  of  pay- 
ments of  interest  upon  the  bonds  of  the  lessor  company,  plus  a  stated 
dividend  on  outstanding  stock  of  the  lessor  company. 

Senator  Gore.  Will  you  please  repeat  that? 

Commissioner  Anderson.  Most  of  the  leases  of  which  I  am  cog- 
nizant have  a  rental  based  upon  the  payment  of  interest  upon  the 
outstanding  bonds  of  the  lessor  company,  including  frequently  bonds 
to  be  issued  during  the  period  of  the  lease  for  additions  and  im- 
provements to  the  lessor  properties,  plus  a  dividend  upon  the  out- 
standing stock  of  the  lessor  company,  at  some  agreed  rate, — running 
all  the  way  from  a  very  low  rate,  to  as  high  as  10  to  12  per  cent,  plus 
some  agreement  generally  as  to  maintaining  the  property,  and  mak- 
ing additions  and  improvements  thereon.  Those  vary  according  to 
the  trades  made. 

Senator  Gore.  The  fundamental  conditions,  then,  bear  a  consider- 
able resemblance  to  the  propositions  laid  down  in  this  bill? 

Commissioner  Anderson.  Oh,  I  see.  Yes.  I  think  that  is  true. 
The  lessee  company  generally  guarantees  to  the  lessor  companies 
that  it  will  keep  their  properties  up  and  pay  a  return  on  their  secur- 
ities. Frequently  there  is  a  provision  that  the  lessor  company  shall 
pay  for  additions  and  betterments  to  its  properties  out  of  the  pro- 
ceeds of  new  securities  to  be  issued  with  the  approval  of  the  super- 
rising  commissions. 

Senator  Gore.  I  should  like  to  ask  one  question. 

The  Chairman.  Very  well. 
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Senator  Gore.  Whether  the  amount  the  lessee  company  agrees  to 
pay  on  stock  bears  any  relation  to  the  amount  the  lessor  company 
had  been  paying. 

Mr.  Anderson.  Most  of  those  trades,  I  think,  do  grow  out  of  that 
idea.  They  have  historic  and  differing  foundations,  as  I  remember 
them — I  do  not  believe  I  know  anything  more  about  that  point  than 
you  do,  Senator — most  of  them,  when  it  seems  advisable  that  Road 
A  should  be  leased  to  Road  B,  they  look  over  the  past  and  pros- 
pective dividends  that  the  A  stockholders  have  been  getting,  and  the 
lessee  company  commonly  agrees  to  pay  dividends  approximately 
equal.  Sometimes  they  are  less  and  sometimes  they  are  more.  It 
depends,  I  regret  to  say;  in  some  historic  instances,  upon  the  rela- 
tions of  the  board  of  directors  to  the  ownership  of  the  respective 
properties  concerning  which  they  are  trading.  But  assuming  they 
are  trading  at  arm's  length,  those  would  be  the  considerations  ordi- 
narily controlling.  Leased  lines  rents  are,  in  effect,  a  disbursement 
for  capital  purposes.  It  makes  no  difference  whether  carrier  A  is 
consolidated  with  carriers  B  and  C,  issuing  its  own  stocks  and  bonds 
for  the  property  of  carriers  B  and  C,  or  whether  it  has  guaranteed 
to  pay  the  interest  upon  the  bonds  of  carriers  B  and  C,  and  a  stated 
dividend  upon  the  outstanding  stocks  of  carriers  B  and  C.  So  far 
as  the  relation  of  net  earnings  from  operation  are  concerned,  the 
payments  on  the  stocks  of  the  lessor  companies  and  on  the  bonds  of 
the  lessor  companies  would  seem  to  be  identical  with  payments  on 
the  bonds  and  stocks  of  the  lessee  company.  Hence,  we  eliminate 
them.  They  are  charged  in  one  of  these  accounts  as  an  expense  of 
the  carrier  in  order  to  reach  what  they  call  "  net  income."  I  must 
not  be  held  responsible  for  not  remembering  the  exact  nomencla- 
ture ;  I  plead  as  a  partial  excuse  that  I  see  in  the  Bureau  of  Railroad 
Economics  different  nomenclature,  therefore  I  acquire  new  con- 
fusion when  I  read  one  set  of  statistics  and  compare  it  with  the 
other.  Those  were  the  reasons,  gentlemen,  why  we  reached  the  con- 
clusions we  did  as  to  proper  basis  of  computing  the  standard  returns. 

You  see  that  it  is  nothing  but  a  process  of  excluding,  of  balancing 
arguments  pro  and  con;  I  shall  be  quite  content,  personally,  to  go 
back  to  railway  operating  income  as  the  basis. 

Our  belief  is  that  the  proper  basis  for  compensation  is  a  three 
years'  basis  (for  the  aggregate  of  the  carriers'  earnings  it  is  not  very 
material  whether  you  go  through  the  rather  fine  distinctions  wThich  I 
have  made  concerning  "joint  facilities"  and  "joint  use  of  equip- 
ment," "miscellaneous  rents,"  etc.,  or  not;  but  it  is  beyond  question 
that "  leased  line  rents  "  must  be  dealt  with  as  a  disbursement  on  capital 
account,  as  to  the  others  you  can  go  either  way  without  criticism). 
I<  is  believed  that  90  per  cent  of  the  carriers  would  reach  agreements 
with  the  President  on  the  three  years'  basis.  It  is  provided  that, 
as  to  carriers  making  returns  to  the  Interstate  Commerce  Commis- 
sion, their  net  earnings,  called  herein  "standard  return,"  a  term 
which  I  will  try  to  use  from  this  point  on,  shall  be  ascertained  and 
certified  by  the  Interstate  Commerce  Commission.  Carrier  accounts 
come  under  oath  to  the  Interstate  Commerce  Commission.  Presum- 
ably there  are  at  times  errors,  but  generally  such  errors  are  cor- 
rected after  correspondence  or  discussion  between  the  accountants  of 
the  carriers  and  the  accountants  of  the  commission. 
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It  is  therefore  appropriate  that  the  amount  which  was  finally  deter- 
mined by  the  Interstate  Commerce  Commission  should  be  certified; 
but  the  return,  as  it  might  have  been  originally  filed,  should  not  be 
taken  as  necessarily  the  determining  basis.  Our  accounting  depart- 
ment ought  to  make  whatever  changes  are  found  necessary  for  ac- 
curacy before  making  the  final  certificate,  involving  such  a  large  sum. 

Then  you  come  to  taxes,  ordinary  taxes,  Federal,  State,  county  and 
municipal;  these  are  war  times,  and  in  October,  1917,  war  taxes 
were  provided  for.  I  think  it  was  Mr.  Eea — he  has  perhaps  left  the 
room — when  on  the  stand  in  the  Fifteen  Per  Cent  ca9e,  when 
asked  whether  war  taxes  should  be  borne  by  the  rate  payer  or  by  the 
security  holder,  answered,  in  substance,  that  he  thought  the  security 
holder  should  bear  them ;  that  security  holders  in  railroads  were  not 
entitled  to  be  exonerated  from  war  burdens  any  more  than  any  other 
security  holder,  answered,  in  substance,  that  he  thought  the  security 
at  page  2,  the  proviso  "  that  no  Federal  taxes  in  excess  of  taxes  as- 
sessed during  the  year  ending  June  30, 1917,  shall  be  charged  against 
revenue  in  computing  such  standard  return"  adopts  that  view. 

The  taxes  accruing  out  of  the  October  legislation  would,  therefore, 
be  chargeable  against  the  standard  return.  It  is,  of  course,  a  neces- 
sary implication  that  if  the  Government  is  to  guarantee  a  standard 
return,  any  profits  or  net  earnings  accruing  in  excess  of  the  standard 
returns  would  accure  to  the  guarantor.  That  is  provided  for  bv  the 
language  that  "  any  net  railway  income  in  excess  of  such  standard 
return  shall  be  the  property  of  the  United  States." 

You  will  next  be  interested,  I  apprehend,  in  knowing,  as  nearly  as 
may  be,  that  all  figures  in  a  matter  of  this  kind  are  necessarily  only 
approximate.  You  would  not  be  interested  if  I  told  you  all  the 
difficulties  we  have  struggled  with  in  reaching  as  near  an  approxi- 
mation as  we  have.  I  can  only  say  to  you  that  I  believe  we  have  not 
only  a  very  faithful  but  a  very  competent  statistical  department, 
which  has  been  most  helpful,  and  I  have  great  confidence  that  what 
they  state  to  us  always  very  closely  approximates  the  exact  facts. 

If  you  will  look  now  at  this  little  sheet  (pp.  440a  to  440f)  ,  which  in- 
cludes a  great  deal  in  a  small  compass,  you  will  find,  on  the  outside  of 
it,  that  the  net  railway  operating  income  for  the  three  years  ending 
June  30,  1917,  as  defined  in  House  bill  8172,  for  the  purpose  of  com- 
puting standard  returns,  is,  for  class  1  steam  roads,  $896,259,264.  This 
is  based  in  part  on  estimates.  Class  1  carriers  are  those  having  annual 
operating  revenues  of  more  than  $1,000,000,  and  in  the  fiscal  year 
1916  their  net  operating  revenue  was  95.87  per  cent  of  the  aggregate 
net  operating  revenue  of  classes  1,  2,  and  3  roads,  and  switching  and 
terminal  companies.  On  this  basis  the  $896,259,264  becomes  ap- 
proximately $935,000,000  for  all  carriers  indicated  above.  This  does 
not  include  the  Pullman  Co.,  express  companies,  or  private  car  lines. 

You  will  want  to  know  next,  I  apprehend  (and  I  must  move  on 
rapidly),  what  the  war  taxes  will  be  to  come  out  of  that  sum  of 
$935,000,000.  You  will  find  it  on  this  single  sheet.  It  could  not  be 
computed  with  even  the  approximate  accuracy  of  the  other  figures. 
It  is  a  very  complicated  process.  The  bureau  of  statistics  figure  it 
will  be  less  than  $90,000,000  and  more  than  $50,000,000. 

Senator  Pomerene.  It  will  therefore  have  to  be  assumed. 
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The  net  railway  operating  income  for  the  three  years  ending  June  30,  1917,  as 
defined  in  H.  R.  8172  for  the  purpose  of  computing  standard  return,  is  for  Class  I, 
Steam  roads,  $896,259,264.  This  is  based  in  part  on  estimates.  Class  I  carriers  are 
those  having  annual  operating  revenues  of  more  than  $1,000,000,  and  in  the  fiscal 
year  1916,  their  net  operating  revenue  was  95.87  per  cent  of  the  aggregate  net  operating 
revenue  of  Classes  I,  II,  III  roads,  and  switching  and  terminal  companies.  On  this 
basis  the  $896,259,264  becomes  approximately  $935,000,000  for  all  carriers  indicated 
above.  This  does  not  include  the  Tullman  Company,  express  companies,  or  private 
car  lines. 

Statement  of  income  and  reported  investment  in  road  and  equipment  of  steam  roads  having 
annual  operating  revenues  of  more  than  $1,000,000  excluding  switching  and  terminal 
companies,  1912-1917.  Compiled  from  reports  made  to  the  Interstate  CommerceCom- 
mission. 


Year- 
June  30 

(a) 


Railway 
operating 
revenues. 

(b) 


1917*.. . 
1916.... 
1915.... 
1914.... 
1913.... 
1912.... 


.S3. 791, 651. 529 
.'  3.381,507.886 
.  2.871,563.047 
.  3,031,326,963 
.  3. 10*.  361, 215 
.   2.805.006.544 


Railway 
operating 
income. i 

(c) 


H,  061. 814, 427 
1.024.381,299 
716. 476. 186 
692,330.572 
816.510.793 
736,466,326 


Net  railway  oper- 
ating income  as 
defined  below.* 

(d) 


»  $1,020,800,000 
tJu4,  oiZf  vsa 
683.104.833 
661,018.147 
787.610.435 
708.484.383 


Investment  in 
road  and  equip- 
ment—book value.* 

(e) 


» $17, 250. 000, 000 
16,872,373,900 
16,499,124,491 
16,077,330.839 
15.553.559.036 
15,018,762,958 


Ratio  of 

column 

(d)  to  (e). 

(0 


Per  cent. 
5.91 
5.84 
4.14 
4.11 
5.06 
4.72 


Average  for 

three  years. 

1915-1917. 

(g) 


Column  (d): 

$896,259,264 

Column  (e): 

$16,873,832,797 

Per  cent:  5.31 


1  Railway  operating  income  means  railway  operating  revenues  less  taxes  and  uncollectible  railway 
Ttv;nues.  * 

1  "Net  railway  operating  income"  is  the  basis  for  the  "standard  return"  proposed  in  pending  bill,  being 
railway  operating  income  (column  c),  modified  bv  debits  and  credits  arising  from  equipment  and  joint 
facility  rents,  but  not  including  debits  and  credits  from  leased  road  and  miscellaneous  rents. 

•  Road  ana  equipment  account  of  Class  I  operating  roads  plus  road  and  equipment  account  of  all  non- 
operating  subsidiaries.  Probably  includes  some  duplication.  Reserve  for  accrued  depreciation  not 
deducted. 

1  In  columns  (d)  and  (e)  estimated  figures  are  used  for  the  year  1917. 

Statement  of  income,  investment,  and  capitalization  of  all  steam  roads  for  the  year  ending 

June  30,  1916. 

Railway  operating  revenues: 

Class  I $3, 381, 597, 866 

Class  II 75, 334, 775 

(lass  III 15, 709, 300 

Switching  and  terminal 48, 500, 735 

Total 3, 521, 142,  676 

-  ■  ■ '  ■  ■         ■ 

Railway  operating  income: 

Class  1 1, 024, 381, 299 

Class  II 18, 288, 737 

Class  III : 1, 932, 554 

Switching  and  terminal 11, 519, 807 

Total 1, 056, 122, 397 

Net  railway  operating  income  as  defined  in  pending  bill  as  a  basis 
for  ' '  standard  return : ' ' 

Class  I 

Class  II 

Class  III 

Switching  and  terminal 


984, 872, 959 

16, 733, 311 

1, 328,  521 

24, 210, 277 


Total 1, 027, 145, 068 

Total  income  available  for  rental  for  lease  of  road,  interest  on  funded 
debt,  dividends,  improvements,  and  income  balance  to  profit  and 
loss* 

Ciass  1 1, 136, 581, 817 

Class  II 16, 219, 534 

Class  III 297, 924 

Switching  and  terminal 24, 001, 135 

Total 1, 177, 100, 410 
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Property  investment: 

Class  I $13,926,181, 

Class  II 670, 679, 642 

Class  III 159,159,677 

Switching  and  terminal 413,724,454 

Nonoperating l  2, 986, 914, 219 

Total 18,156,659,872 


Capital  stocks  and  bonds: 

The  reported  outstanding  railway  capital  of  Classes  I,  II,  and  III, 
and  switching  and  terminal  companies  and  their  subsidiaries 


Total 21,583, 746, 569 

Net,  after  deducting  amounts  held  by  railway  companies  was  16, 710, 650, 327 

January  28,  1918. 

Statements  compiled  from  annual  reports  of  steam  railway  companies  to  the  Interstate 

Commerce  Commission  by  its  Bureau  of  Statistics. 

[As  explanatory  of  the  class  of  companies  included  in  the  statement,  it  should  be  understood  that  Gb» 
I  companies  are  those  having  annual  operating  revenues  above  11,000,000;  Class  II  companies  are  tiwtt 
having  annual  operating  revenues  from  1100,000  to  $1,000,000;  and  Class  III  companies  are  those  having 
annual  operating  revenues  below  $100,000.] 

Statement  of  railway  capital  stock  and  funded  debt  for  the  years  ended  June  30, 1902  to  1916 
Class  I,  II ',  and  III  companies  and  their  nonoperating  subsidiaries. 

[Compiled  from  annual  reports  of  carriers  to  the  Interstate  Commerce  Commission.] 


Year  ended  June  30— 
(a) 

Capital 

stock  and 

funded  debt 

outstanding. 

(b) 

Capital 

stock 
outstanding. 

(c) 

Ratio 
of  column 

(c)to 
column  (b). 

(d) 

Funded 

debt 
outstanding. 

(e) 

Ratio 
of  column 

(e)to 
column  (b). 

(0 

1916 

121,092,072,245 
21,127,959,078 
20,247,301,257 
20,822,444,193 

$9,058,682,733 
o, 994, 894, 721 
8,680,759,704 
8,911,445,719 

Per  cent. 
42.95 
42.57 
42.87 
42.80 

$12,033,389,512 
12.133.064.357 

.Per  cm*. 
57.05 

IMS 

57.43 

1914« 

11.566.541.553               57  13 

3-year  average,  1914-1916 

11,910,998,474 

57.20 

1913* 

19,798,125,712 
19,752,536,264 
19,208,935,081 
19,585,865,686 

8,610,611,327 
8,622,400,821 
8,470,717,611 
8,567,909,920 

43.50 
43.65 
44.10 
43.75 

11,185,514,385 
11,130,135,443 
10,738,217,470 
11,017,955,766 

56.50 

1912 

56.35 

1911 

55.90 

3-year  average,  1911-1913 

56.25 

1910 

18,417,132,238 
17,487,868,935 
16,767,544,827 
17,557,515,333 

8,113,657,380 
7,686,278,545 
7,373,212,323 
7,724,382,749 

44.05 
43.95 
43.97 
43.99 

10,303,474,858 
9,801,590,390 
9,394,332,504 

9,833,132,584 

*    .  _  ,. ,   . 

55.95 

1909 

56.03 

1908 

56.03 

3-year  average,  1906-1910 

56.01 

1907 

16,082,146,683 
14,570,421,478 
13,805,258,121 
14,819,275,427 

7,356,861,691 
6,803,760,093 
6,554,557,051 
6,905,059,612 

45.75 
46.69 
47.48 
46.60 

8,725,284,992 
7.766.661  385 

54,25 

1906 

<asi 

1905 

7,250,701,070]             52.52 
7,914,215,816  1             53.40 

3-year  average,  1905-1907 

1904 

13,213,124,679 
12,599,990,258 
12,134,182,964 
12,649,099,300 

6,339,899,329 
6,155,559,032 
6,024,201,295 
6,173,219,885 

47.98 
48.85 
49.65 
48.80 

6,873,225,350 
6,444,431,226 
6,109,981,669 
6,475,879,415 

52.02 

1903 

51  15 

1902 

50,35 

3-year  average,  1902-1904 

51.20 

i  Subsidiary  to  Classes  I,  II.  and  III  and  switching  and  terminal. 

>  The  figures  for  the  years  1913  and  1914  include  only  Class  I  and  II  roads  and  their  nonoperating  sub- 
sidiaries. 

Note.— The  data  in  columns  (b),  (c)  and  (e)  represent  total  outstanding  securities,  including  securities 
held  by  or  for  the  issuing  companies. 

The  figures  for  the  years  1902  to  1907,  inclusive,  do  not  include  certain  securities  which  were  classified 
during  these  years  as  " current  liabilities,"  and  which  since  1907  have  been  included  in  "  Funded  debt." 
The  figures  for  these  years  also  include  the  capital  stock  and  funded  debt  of  switching  and  terminal  com- 
panies.    Thus  it  will  be  noted  that  the  data  are  not  strictly  comparable  with  those  shown  for  later  years. 
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Statement  showing  the  percentage  of  outstanding  railway  capitalization  not  held  by  rail- 
way companies  as  of  June  80,  1910  to  1916. 

[Compiled  from  annual  reports  of  carriers  to  the  Interstate  Commerce  Commission.] 


Year  ended  June  30— 


(a) 


1916 

1915 

1914> 

3-year  average, 
1916 


1914- 


1913* 

1912 

1911 

3-year  average,  1011- 
1913 


1910. 


Total  capital 
stock  out- 
standing. 

(b) 


$0,058,682,733 
8,904,884,721 
8,680,750,704 

8,011,445,710 


8,610,611,327 
8,622,400,821 
8,470,717,611 

8,567,000,020 


8,113,657,380 


Net  amount 
not  held  by 
railway  com- 
panies. 

(c) 


Ratio  of 
column 
(c)  to  col- 
umn (b). 

(d) 


86,314,570,354 
6,125,570,387 
6,041,076,102 

6,160,705,644 


Total  funded 
debt  out- 
standing. 

(e) 


Net  amount 
not  held  by 
railway  com- 
panies. 

(f) 


Percent. 

60.71312,033,380,512 
68.10,  12,133,064,357 
60.60  11,566,541,553 


60.13 


5,840,700,612 
5,706,608,613 
5,874,783,410 

5,837,307,215 


5,558,525,282 


67.83 
67.23 
60.35 

68.13 


11,010,008,474 


$10,021,730,075 

10,181,032,103 

0,717,117,721 

0,073,503,330 


11,185,514,385 
11,130,135,443 
10,738,217,470 

11,017,055,766 


68.51   10,303,474,858 


0,525,762,641 
0,328,834,872 
0,160,600,475 

0,341,432,320 


8,817,004,466 


Ratio  of 
column 
(f)  to  col- 
umn (e). 

(K) 


Percent. 
83.28 
83.02 
84.01 

83.73 


85.16 
83.82 
85.30 

84.78 


85.57 


i  Includes  only  Class  I  and  II  roads  and  their  nonoperating  subsidiaries. 

Note.— Comparable  data  for  years  prior  to  1910  are  not  available  principally  because  of  the  fact  that 
corresponding  compilations  were  not  made  for  those  years. 
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Commissioner  Anderson.  Given  a  standard  return  for  the  car- 
riers now  taken  over,  except  the  Pullman  Co.  and  private  car  lines, 
of  about  $935,000,000,  of  that  standard  return  not  less  than  50  or 
more  than  90  millions  of  dollars  will  be  taken  back  by  the  Govern- 
ment in  the  form  of  war  taxes,  leaving  the  carriers  covered  by  that 
statement  a  sum  not  exceeding  $885,000,000  and  possibly  as  low  as 
$845,000,000. 

If  you  will  look  at  page  2  you  will  see  the  method  stated  in  a 
little  more  detail  and  how  the  method  is  reached.  In  the  first  col- 
umn you  have  the  railway  operating  revenues  for  the  year  1917 — 
these  are  all  June  30th  years;  an  estimate  is  made  for  the  returns  of 
the  smaller  carriers  as  they  are  not  vet  complete,  but  for  legislative 
purposes  these  figures  are  sufficiently  accurate,  so  you  will  not  be 
misled  on  any  question  of  substantial  policy. 

"Railway  operating  income  means  railway  operating  revenues 
less  taxes  and  uncollectible  railway  revenues."  Those  are  the  normal 
taxes  which  were  assessed  under  the  law  prevailing  up  to  June  30, 
last. 

The  next  is  net  railway  operating  income,  as  defined  below  "  B ; " 
net  railway  operating  income  is  the  basis  for  the  "  standard  return  " 
proposed  in  the  pending  bill 

Senator  Gore.  What  is  that? 

Commissioner  Anderson.  Net  railway  operating  income  is  the 
basis  for  the  "standard"  return  proposed  in  pending  bill,  being 
railway  operating  income  (column  C)  modified  by  debits  and  credits 
nrising  from  equipment  and  joint  facility  rents,  but  not  including 
debits  and  credits  from  leased  roads  and  miscellaneous  rents. 

You  will  observe,  gentlemen,  thnt  the  figures  do  not  widely  differ 
in  the  aggregate  applicable  to  the  whole  country.  For  instance, 
railway  operating  income  for  the  year  1917  is  $1,061,814,427,  and 
modified  into  standard  return,  taking  out  the  tnxes  nnd  credits  from 
leased  roads  and  miscellaneous  rents,  you  have  $1,020,800,000.  Part 
of  that  is  estimated,  and  hence  the  round  figures.  In  other  words, 
there  is  $41,000,000  off  in  the  aggregate. 

You  will  be  somewhat  interested  in  the  next  column,  investment  in 
road  and  equipment — book  value.  I  need  not  repeat  what  I  said  as 
to  book  value  and  investment  figures  in  the  early  part  of  my  state- 
ment this  morning. 

Senator  McLean.  You  stated  you  had  your  attention  called  to  the 
method  adopted  by  the  New  Haven  road,  stating  that  they  put  in  a 
branch  line  at  the  cost  of  the  stock.  Is  that  an  objectionable  way  to 
estimate  the  value  of  that  property? 

Commissioner  Anderson.  It  depends  for  what  purposes  you  are 
using  the  book  value.  The  argument  in  favor  of  it  is  that  that  is 
what  is  cost  them. 

Senator  McLean.  As  a  member  of  the  Interstate  Commerce  Com- 
mission, on  the  returns  that  come  to  you,  is  there  anv  objection  to 
that? 

Commissioner  Anderson.  I  do  not  think  I  am  competent  to 
answer  that,  as  to  how  the  returns  should  be  made.  I  have  not  the 
remotest  doubt  that  as  between  the  investing  public  and  the  traveling 
public  you  should  give,  as  nearly  as  you  can,  to  the  people  th#t  put 
up  their  money  a  fair  return  on  their  actual  investments  and  not 
on  speculative  values. 
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Senator  McLean.  You  remarked  that  these  properties  in  some 
instances  were  worth  actually  more  than  the  market  value  of  the 
stocks. 

Commissioner  Anderson.  Sometimes  they  were,  worth  more- 
cost  more — and  had  been  proved  to  be  worth  more.  For  instance, 
the  New  Haven  has  the  Central  of  New  England.  Heaven  knows 
what  would  have  happened  to  it  if  the  New  Haven  did  not  take  it 
They  took  it  over,  however,  and  they  fixed  it  up,  and  it  is  a  very 
profitable  property  now. 

Senator  McLean.  Certainly  this  system  represents  an  actual  ap- 
plication of  the  funds. 

Commissioner  Anderson.  No;  that  is  not  always  true,  because 
oftentimes  it  represents  a  mere  swapping  of  stocks. 

Senator  Watson.  Did  not  the  Interstate  Commerce  Commission 
compel  them  to  do  what  they  did  ? 

Commissioner  Anderson.  Yes,  sir;  I  so  understand;  but  do  not  be 
misled  as  to  what  the  property  investment  shows — and  observe  I 
am  not  making  any  charges  against  anybody. 

Senator  Gore.  One  01  the  difficulties  is  that  you  call  different 
things  by  the  same  name. 

Commissioner  Anderson.  That  is  correct.  I  have  a  notion  that 
the  Pennsylvania  Railroad  property  account  may  be  less  than  the 
value  of  the  property  on  its  fair  valuation.  I  do  not  know  any- 
thing about  it,  but  that  is  its  reputation.  There  are  other  roads  that 
have  the  reputation  of  having  understated  their  property  accounts: 
others  have  the  reverse  reputation.  All  I  have  to  say  is  that  you 
must  treat  that  account  with  caution  and  not  be  misled. 

Senator  McLean.  The  property  account  rule  was  laid  down  by 
the  Interstate  Commerce  Commission;  and  that  rule  represents 
your  best  judgment  about  it,  does  it? 

Commissioner  Anderson.  That  represents  the  best  judgment  of 
men  who  have  been  on  the  commission  for  years,  but  I  am  not 
responsible  for  the  rule.  I  am  not  attacking  it  either.  They  had 
to  deal  with  a  condition  and  not  a  theory.  They  had  a  lot  of  carriers 
that  kept  their  accounts  in  all  kinds  of  confusing  ways,  and  the 
Interstate  Commerce  Commission,  under  a  series  of  rules  and  rulings, 
extending  over  a  period  of  years,  attempted  to  bring  the  accounting 
systems  of  the  carriers  into  a  sounder  and  better  system.  In  that 
effort  they  have  had  cooperation  from  a  great  many  of  the  execu- 
tives and  accountants  in  the  carrier  companies.  But  a  result  has 
not  yet  been  reached  which  is  satisfactory  to  any  sound  thinking 
man  on  either  side  of  that  fence.  It  would  be  very  much  more  sat- 
isfactory to  say  just  what  investment  in  road  and  equipment  means 
now,  in  words  that  we  would  clearly  understand ;  but  we  can  not  do 
it.  There  is  no  doubt,  however,  that  the  figures  in  this  fifth  column, 
showing  the  increases  during  1915,  1916,  and  1917,  bear  some  closely 
approximate  relation  to  the  actual  facts;  that  is?  for  the  purpose 
of  comparison,  year  with  year,  they  are  illuminating;  and  for  that 
reason  we  present  them. 

You  will  observe  that  for  the  year  1917  our  statisticians  estimate 
that  the  investment  in  road  and  equipment — book  value — was  17{ 
billions;  that  the  year  previous  it  was  $16,872,000,000,  in  round 
figures,  and  for  the  year  prior  to  that  it  was  $16,499,000,000,  in 
round  figures.    It  follows,  if  you  compare  those  three  figures,  that 
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between  the  year  ending  June  30.  1916,  and  June  30, 1917,  there  was 
an  additional  investment  in  carrier  property  of  about  $373,000,000 
only.  In  the  next  year  there  was  an  investment  of  about  $380,000,- 
(Xtoonly. 

You  will  see  in  the  next  column  (column  7)  that  the  standard  re- 
turn figured  upon  that  basis  of  property  account  for  1917  will  be 
5.91  per  cent;  and  that  that  is  the  largest  return  in  percentage  dur- 
ing any  of  the  six  years  for  which  figures  are  given  in  this  tabula- 
tion: that  the  next  largest  figure  is  for  1916,  which  is  5.84;  that  the 
next  is  for  the  year  1913,  which  was  5.06;  that  the  lowest  is  for  the 
rear  ending  June  30,  1914,  which  was  4.11 ;  that  1915  is  but  little 
better  than  1914,  that  being  4.14. 

The  last  column  is  based,  as  I  understand  it,  upon  the  average  of 
the  property  account  for  the  three  years,  being  $16,873,832,797.  The 
average  return  on  that  average  property  holding  for  the  three  years 
would  be  5.31.    You  understand  it  so,  do  you  not,  Mr.  Patterson? 

Mr.  Patter80n.  Yes ;  that  is  correct. 

Commissioner  Anderson.  I  call  your  attention  to  the  fact  that 
the  5.31  per  cent  is  larger  than  the  average  return  made  upon  the 
property  of  the  carriers  in  any  year  prior  to  the  year  ending  June 
30,  1916,  the  nearest  earning  to  that  figure  being  the  earning  in 
1013.  which  was  5.06. 

I  think  that  the  next  page  requires  no  detailed  explanation.  It 
shows  you,  in  a  little  more  detail,  the  statement  of  income,  invest- 
ment, and  capitalization  of  all  steam  roads  for  the  year  ending  June 
30,1916. 

Senator  Robinson.  What  roads  are  embraced  in  classes  2  and  3? 

Commissioner  Anderson.  Class  2  embraces  roads  which  are  earn- 
ing between  a  million  and  a  hundred  thousand  dollars,  and  class  3 
under  $100,000 — the  smaller  roads. 

Lines  19  to  23,  page  2,  the  end  of  section  1,  contain  an  important 
provision  on  which  different  views  are  quite  possible.  As  drawn 
there,  it  provides  that — 

During  the  period  of  such  Federal  control  adequate  depreciation  and  main- 
tenance of  the  properties  of  the  carriers  shall  be  Included  as  a  part  of  the 
operating  expenses  or  provided  through  a  reserve  fund  in  accordance  with 
wh  principles  and  rules  as  shall  be  determined  by  the  President. 

That  is  a  very  important  matter  and  not  one  easy  to  dogmatize 
concerning.  I  had  made  up  at  the  Interstate  Commerce  Commission 
a  mass  of  figures  as  to  how  the  carriers  have  been  dealing  with  de- 
preciation and  maintenance,  and  I  found  nothing  like  uniformity  or 
adherence  to  any  arguably  sound  system.  Some  of  them  are  prob- 
ably charging  too  much,  but  I  am  afraid  that  more  of  them  are 
charging  too  little.  Speaking  from  recollection,  I  think  that  depre- 
ciation on  equipment  runs  all  the  way  from  one-half  of  1  per  cent 
to  6  per  cent  per  year.  Of  course  one-half  of  1  per  cent  a  year  will 
&ot  begin  to  take  care  of  depreciation,  and  6  per  cent  per  year  will 
more  than  take  care  of  depreciation  in  ordinary  times.  There  is 
JWKhing  like  a  standard  or  basis  ascertainable  from  examining  our 
accounts  of  depreciation  of  property  or  maintenance  of  property. 

Senator  Watson.  Of  course  there  is  nothing  that  could  be  estab- 
lished that  would  be  satisfactory. 
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Commissioner  Anderson.  I  would  not  want  to  answer  that  flatly. 
I  think,  however,  they  can  easily  reach  methods  which  will  be  more 
satisfactory  than  those  now  used. 

Senator  Watson.  I  think  that  is  quite  true,  because  if  there  is 
such  a  wide  range,  there  must  be  some  possibilitv  of  improvement 

Commissioner  Anderson.  I  think  there  should  not  be  any  such 
wide  range  as  exists  between  one-half  of  1  per  cent  and  6  per  cent 
A  road  which  is  only  charging  one-half  of  1  per  cent  is  skinning  its 
property  and  will  eventually  go  on  the  rocks.  Whether  the  6  per 
cent  road  is  absorbing  too  much  I  do  not  know. 

Senator  Cummins.  If  this  property  is  ever  turned  back  to  the 
railway  companies  and  turned  back  in  as  good  condition  as  taken, 
it  will  solve  that  whole  question,  will  it  not? 

Commissioner  Anderson.  That  is  the  first  impression  I  had,  and  I 
put  it  into  this  bill,  but  on  reflection  I  do  not  think  the  problem  is  so 
easy  as  that.  The  bill,  as  now  drawn,  says  the  carriers  shall  have 
adequate  depreciation  and  maintenance.  This  seems  a  simple  state- 
ment to  the  effect  that  you  shall  keep  the  properties  as  good  as  they 
now  are,  so  that  you  will  turn  them  back  as  good  as  you  got  them 
but  it  overlooks  a  very  important  consideration,  that  you  are  going 
to  pay  a  rent  based  on  returns  which  reflect  no  uniformity  as  to  what 
is  really  net  earnings.  In  other  words,  the  half  of  1  per  cent  people 
have  had  their  bookkeeping  reflect  earnings  from  their  equipment 
that  they  never  made  at  all,  because  they  never  charged  enough  for 
depreciation  and  maintenance  expenses  to  keep  their  property  up. 

The  6  per  cent  carrier,  if  it  is  twice  as  much  as  they  ought  to 
charge,  earns  a  great  deal  more  than  its  books  show.  As  a  practical 
matter  you  must  fix  your  rental  upon  the  net  earnings  as  shown  by 
the  books  and  returns.  But  reconsideration  of  that  problem  and 
discussion — particularly  with  Commissioner  Meyer,  who  is  a  very 
sound-thinking  man — leads  me  to  say  that  that  part  of  section  1,  as 
now  drawn,  is  not  just.  There  is  no  warrant  for  the  Government's 
saying  it  will  deal  with  carrier  A,  that  has  kept  up  its  property— 
and  perhaps  a  little  more  than  kept  up  its  property — before  it  ha& 
made  any  return  as  net  operating  revenue,  on  the  same  basis  that  it 
deals  with  carrier  B,  that  has  been  skinning  its  property. 

If  you  are  to  take  their  returns  as  the  basis  of  your  rental,  I  do 
not  see  why  you  must  not  carry  the  same  principle  into  the  main- 
tenance and  depreciation  accounts,  i.  e.  deal  with  them  as  the  re- 
spective carriers  have  dealt  with  them. 

Senator  Watson.  That  is  the  only  way  you  have  to  determine 
whether  the  road  will  be  in  as  good  condition  when  you  turn  it  back 
as  now. 

Commissioner  Anderson.  It  may  not  be  in  as  good  condition,  if 
you  adopt  the  methods  prescribed  by  the  carriers.  I  have  here  an- 
other draft,  but  I  should  like  to  reserve  the  right,  after  we  have  had 
further  discussion,  to  submit  on  that  point,  and  perhaps  on  some 
other  points,  perfecting  amendments  that  will  reflect  our  final  views 
as  to  what  is  ]ust — but  permit  to  put  the  views  we  have  so  far  formu- 
lated  

Senator  Cummins.  Whom  do  you  mean  by  "we?" 
Commissioner  Anderson.  Judge  Payne,  who  is  chief  counsel  for 
Mr.  McAdoo,  and  when  I  can  get  at  him,  I  get  at  Mr.  McAdoo  and 
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discuss  the  measures  with  him — I  have  discussed  the  bill  in  some 
cases  with  some  of  my  associates  on  the  commission. 

Senator  Cummins.  I  did  not  know  whether  you  meant  the  com- 
mission or  just  those  who  are  generally  interested  in  the  problem. 

Commissioner  Anderson.  I  think  it  fair  to  say  that  I  have  done 
most  of  the  initial  work  and  then  had  my  views  corrected  and  re- 
vised by  discussion  with  Judge  Payne;  I  have  had  less  time  with  the 
director.  Three  or  four  of  us  have  taken  the  main  responsibility 
for  this  bill. 

Senator  Pomerene.  May  I  ask?  before  passing — this  depreciation 
and  maintenance  under  the  provisions  of  this  bill  are  to  be  deter- 
mined in  accordance  with  such  principles  and  rules  as  shall  be  deter- 
mined by  the  President?  Now,  if  those  rules  and  principles  can  be 
determined  by  the  President,  would  it  be  practicable  to  attempt  to 
determine  them  as  a  matter  of  legislation?  In  other  words,  would  it 
be  practicable  to  write  these  rules  and  regulations  in  the  statute 
itself? 

Commissioner  Anderson.  I  do  not  think  you  could  do  that.  I 
think  it  is  a  matter  so  highly  technical 

Senator  Pomerene.  I  had  not  thought  about  it.  It  just  occurred 
to  me,  that  if  it  were  possible  to  do  it,  without  leading  to  injustice, 
it  might  be  well  to  do  it. 

Senator  Cummins.  The  difficulty  is,  as  I  perceive  it,  and  as  you 
stated  it,  we  are  to  ascertain  a  standard  return.  That  is  based  on 
charges  that  have  heretofore  been  made  by  the  railroad  companies 
for  depreciation,  and  there  is  no  way  of  making  them  uniform. 

Commissioner  Anderson.  As  to  the  past,  that  is  quite  right.  I 
have  made  this  draft  of  an  amendment,  which  will  illustrate  your 
point: 

"During  the  period  of  Federal  control  each  carrier  may  charge 
to  operating  expenses  for  depreciation  and  maintenance  on  its  several 
classes  of  property,  a  sum  not  to  exceed  the  sums  of  the  average  rates 
charged  by  it  on  such  classes  of  property  during  the  three  years 
ending  June  30,  1917;  provided  that  the  President  may  authorize 
different  rates  if  the  public  interest  so  requires." 

Senator  Pomerene.  Taking  cases  sucn  as  you  instanced  awhile 
ago,  where  there  is  a  depreciation  charge  of  only  one-half  of  1  per 
cent,  which  you  say  is  grossly  inadequate,  certainly  there  should  be 
a  greater  charge  than  that  one-half  of  1  per  cent  while  under  Govern- 
ment control. 

Commissioner  Anderson.  Is  it  not  necessary  in  such  consideration 
to  keep  distinctly  in  mind  the  difference  between  past  charges  to 
depreciation  ana  maintenance,  for  the  purpose  of  determining  a 
rental  bond  on  average  earnings  and  making  the  necessary  additions 
for  maintenance,  renewals,  etc. — which  will  adequately  take  care  of 
deprication  ?  I  think  I  confused  my  own  mind  on  that  point  when 
I  made  the  draft  which  is  here  printed. 

Senator  Watson.  Does  this  take  renewals  into  account? 

Commissioner  Anderson.  I  think  they  are  covered  as  either  depreci- 
ation or  as  maintenance,  but  there  is  much  discussion  as  to  what 
depreciation  is  and  how  it  is  best  dealt  with. 

Senator  Watson.  That  is  what  I  wanted  to  get  at,  the  demarcation 
you  made  in  your  mind. 
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Commissioner  Anderson.  I  never  made  any  exact  demarcation. 
What  we  mean  by  those  phrases  is,  "  Keeping  your  property  up." 
There  is  an  immense  discussion  as  to  what  that  really  involves. 

Senator  Cummins.  This  paragraph  refers  to  future  accounts  to  be 
kept  by  the  railroad  companies.  Is  it  in  your  mind  that  this  agree- 
ment in  regard  to  depreciation  in  the  future  is  to  be  in  lieu  of  the 
natural  obligation  of  returning  the  property  in  as  good  condition  as 
when  taken? 

Commissioner  Anderson.  I  do  not  think  I  could  answer  that  yes  or 
no.    I  am  not  quite  sure  I  know  what  it  means. 

Senator  Cummins.  We  prescribe  a  standard  return.  The  charges 
that  are  made  for  depreciation  in  the  future  will  not  affect  that 
return  in  any  way. 

Commissioner  Anderson.  That  is  true. 

Senator  Cummins.  And  I  believe  there  is  a  legal  obligation  on  the 
part  of  the  Government  to  return  this  property,  whenever  it  is  re- 
turned, in  as  good  condition  as  when  taken,  it  we  are  simply  pro- 
viding for  compensation  for  its  use.  Now,  then,  if  we  permit  these 
companies  to  charge  off  in  the  future  their  depreciation  in  accord- 
ance with  their  own  rules,  does  that  fulfill  our  obligation  to  return 
the  property  in  as  good  condition  as  when  taken  ? 

Commissioner  Anderson.  The  answer  is  yes  and  no.  The  obliga- 
tion of  the  Government  is  double  or  takes  a  double  form.  It  is'to 
pay  a  just  compensation  and  to  keep  the  property  up,  and  the  diffi- 
culty is  that  in  determining  just  compensation  you  are  dealing  with 
accounting  methods  kept  by  the  carriers  themselves  which  have  no 
uniformity  as  to  these  important  items  of  depreciation  and  main- 
tenance. Carrier  A,  for  the  purpose  of  illustration,  shows  a  stand- 
ard return  on  the  basis  stated  in  the  earlier  part  of  section  1,  we  will 
say,  of  $5,000,000 ;  but  when  you  get  at  the  real  facts,  you  will  find 
it  ought  to  have  charged  off  $500,000  more  than  it  did  to  keep  up  its 
property;  that  therefore,  it  has  exaggerated  its  net  earnings;  instead 
of  being  $5,000,000,  they  were  really  only  $4,500,000.  Now,  the  stand- 
ard return  that  you  are  going  to  figure  on  the  basis  set  forth  in  the 
earlier  part  of  section  1 — and  we  can  not  figure  on  any  other  basis 
that  will  be  both  just  and  available — will  be  $5,000,000.  But  if  you 
also  say  you  are  going  to  "keep  the  property  up"  and  turn  it  back 
fully  maintained  during  the  Federal  control,  you  have  added  $500,- 
000  more ;  so  you  are  paying  really  $5,500,000  instead  of  $4,500,000, 
the  carriers'  actual  net  earnings. 

Senator  Cummins.  We  do  not  have  to  turn  it  back  in  better  con- 
dition than  found.  If  the  depreciation  is  not  enough  to  keep  it  up, 
we  are  not  under  obligation  to  restore  it. 

Commissioner  Anderson.  That  does  not  auite  hit  it.  It  is  a  little 
bit  elusive.  If  you  take  over  a  railroad  ana  agree  to  pay  $5,000,000 
and  keep  its  property  up,  you  keep  a  property  up  at  a  cost  of  $500,000 
a  year  more  than  the  owner  was  putting  into  it;  you  really  pay 
$5,500,000.  Whereas  if  the  books  had  reflected  actual  conditions, 
the  owner  was  entitled  to  but  $4,500,000 ;  that  is  what  you  do  with 
carrier  A,  so 

Senator  Keixogg.  Stating  it  another  way,  one-half  of  1  per  cent 
in  the  future  would  not  keep  the  properties  up  to  the  present  con- 
ditions? 

Commissioner  Anderson.  No. 
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Senator  Kellogg.  And  if  you  are  going  to  pay  them  $5,000,000 
income,  there  should  be  deducted  from  that  a  sufficient  percentage  in 
the  future  to  keep  the  property  up  to  the  present  conditions. 

Commissioner  Anderson.  Precisely.  If  you  were  dealing  with  ac- 
counts which  reflected  sound  and  adequate  depreciation  and  main- 
tenance in  the  past,  then  your  standard  return  would  be  perfectly 
fair;  but  if  you  take  accounts  which  are  based  upon  unsound  and 
deficient  or  upon  excessive  depreciation  and  maintenance  accounts 
for  the  purpose  of  fixing  your  flat  rentals;  and  then  project  into  the 
future  control,  sound  and  adequate  depreciation  and  maintenance 
accounts,  you  have  really  varied  your  basis  without  thinking  about 
it.  It  escaped  me  and  my  associates  at  first.  Commissioner  Meyer 
is  entitled  to  the  credit  of  calling  my  attention  to  the  fact  that  we 
had  made  an  error. 

Senator  Cummins.  Will  you  read  the  proposed  amendment  you 
have? 

Commissioner  Anderson.  Yes,  sir,  but  I  still  am  under  the  caveat 
that  I  made  when  I  first  read  this : 

During  the  period  of  Federal  control,  each  carrier  may  charge  to  operating 
expenses,  for  depreciation  and  maintenance  on  its  several  classes  of  property, 
sums  not  exceeding  the  sums  of  the  average  rates  charged  by  it  on  such  classes 
of  property  during  the  three  years  ending  June  30,  1917 :  Provided,  That  the 
President  may  authorize  different  rates  if  public  interest  so  requires. 

That  is  undoubtedly  the  sound  general  principle  which  should  be 
carried  forward. 

Senator  Pomerene.  Has  the  Interstate  Commerce  Commission 
given  expression  as  to  what  it  would  determine  as  proper  rules  for 
determining  depreciation? 

Mr.  Patterson.  They  have  never  prescribed  any  uniform  rules  in 
reference  to  the  question  of  depreciation. 

Commissioner  Anderson.  Have  they  on  equipment? 

Mr.  Patterson.  No.  They  have  simply  prescribed  that  the  car- 
riers shall  apply  something  lor  depreciation. 

Commissioner  Anderson.  It  appeared  in  my  investigation  of  the 
New  Haven  that  they  had  not  cnarged  depreciation  as  the  commis- 
sion required. 

Mr.  Patterson.  May  I  ask  a  question  on  this  subject  in  order 
to  clear  up  a  point? 

The  Chairman.  Yes. 

Mr.  Patterson.  Mr.  Anderson,  with  reference  to  this  question  of 
maintenance,  in  this  provision  of  the  bill,  as  it  now  stands,  will  it 
enable  the  railroad  companies  to  conform  to  what  is  a  proper  prac- 
tice of  charging  into  its  account  a  charge  for  maintenance  even  though 
during  the  period  the  road  were  not  available? 

Commissioner  Anderson.  The  first  or  second  one? 

Mr.  Patterson.  The  first  one;  in  other  words,  does  the  provision 
as  to  reserve  apply  to  track  maintenance  as  well  as 

Commissioner  Anderson.  It  was  so  intended;  when  I  came  to 
the  question  of  whether  you  could  do  it  during  these  strenuous  times, 
I  put  in  the  language  "  or  provided  through  a  reserve  fund." 

The  Chairman.  The  general  principle  of  this  is  that  the  Govern- 
ment will  charge  off  just  what  has  been  charged  by  the  several 
railroads,  with  the  privilege  of  addition  or  subtraction,  as  actual 
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experience  may  determine  as  to  what  should  be  charged  for  as  depre- 
ciation and  maintenance. 

Commissioner  Anderson.  Yes,  sir;  for  the  purpose  of  determin- 
ing what  you  will  pay  them.  It  does  not  follow  because  a  carrier 
has  allowed  its  property  to  run  down  during  the  three  years,  that 
the  Government  will  continue  to  allow  it  to  run  down;  but  it  does 
follow  that  you  will  not  charge  to  operating  expenses  enough  to 
take  full  care  of  the  property  that  they  have  been  allowing  to  run 
down,  giving  them,  nevertheless,  a  rental  based  on  the  theory  they 
have  been  taking  care  of  the  property  when  they  have  not.  It  indi- 
cates, as  I  stated  a  while  ago,  in  carrier  A's  case,  it  would  get  a 
million  dollars  a  year  more  than  it  is  entitled  to. 

Take  the  reverse,  the  case  of  Carrier  B,  which  also  shows 
$5,000,000  net  earnings.  But  it  has  charged  into  operating  expenses 
$500,000  for  what  is  really  additions  and  betterments ;  its  real  earn- 
ings were,  therefore,  $5,500,000.  But  you  do  pay  it  but 
$5,000,000 — what  its  books  show.  In  other  words,  as  my  illustration 
shows,  you  offer  a  reward  to  carriers  that  have  been  skinning  their 
property  and  give  them,  under  that  method,  a  million  dollars  more 
than  they  are  entitled  to ;  and  you  rob  the  people  who  have  been  more 
than  keeping  their  property  up  of  a  million  dollars.  That  is  the 
way  that  error  works  out. 

I  will,  therefore,  if  permitted  by  the  committee,  submit  at  a  later 
stage,  as  the  matured  result  of  our  considerations,  the  exact  form  that 
this  provision  should  take.  The  sound  principle  is  in  the  one  I  have 
read,  but  I  would  like  to  work  further  over  the  best  method  of  pro- 
viding for  a  reserve  fund  or  other  means  of  taking  care  of  con- 
tingencies which  may  arise. 

I  have  taken  more  time  than  I  ought  on  section  1.  I  think  I  can 
finish  section  2  in  a  moment. 

The  Chairman.  Are  there  any  members  of  the  committee  who 
would  like  to  ask  any  questions  as  to  section  1  ?  There  being  none, 
apparently,  you  may  proceed  with  section  2. 

Commissioner  Anderson.  Section  2  is  very  simple.  There  are 
some  carriers  that  will  not  settle  under  section  1,  and  others  that 
ought  not  to  settle  under  the  provisions  of  section  1.  There  are 
some  carriers  which  have  been  m  substantial  part  built  during  the 
three-year  period,  and  whose  earnings  are  not  reflected  fairly  in 
the  three-year  period. 

It  is  desirable  not  to  disturb  security  markets  pending  a  determi- 
nation of  what  payments  would  be  fair  and  just.  Section  2  provides, 
therefore,  that  if  no  such  agreement  is  made,  the  President  may 
nevertheless  pay  or  cause  to  be  paid  to  any  carrier  while  under  Fed- 
eral control,  an  amount  not  exceeding  30  per  centum  of  such  standard 
return,  remitting  such  carrier  to  its  legal  rights  in  the  Court  of 
Claims  for  any  balance  claimed ;  and  any  amount  thereafter  found 
due  above  the  amount  paid  shall  bear  interest  at  the  rate  of  six  per 
centum  per  annum ;  and  any  excess  amount  paid  hereunder  shall  be 
recoverable  by  the  United  States,  with  interest  at  the  rate  of  six  per 
centum  per  annum. 

Senator  Cummins.  That  is,  you  intended  that  section  to  apply  to 
cases  that  are  taken  care  of  under  section  3? 

Commissioner  Anderson.  Yes,  sir;  so  that  pending  a  settlement 
an  income  of  90  per  cent  of  what  should    go    to    the    security 
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holder  can  be  paid,  within  the  discretion  of  the  President.  If  he 
should  happen  to  overpay  them  there  should  be  a  right  to  recover 
it  back.  It  is  desirable,  of  course,  that  all  income  accruing  under 
Federal  control  should  be  as  speedily  paid  as  may  be.  in  order  to 
stabilize  market  conditions.    That  is  the  purpose  of  section  2. 

Section  3  is  an  important  section,  and  deals  with  nonagreeing 
carriers. 

The  Chairman.  Our  hour  of  recess  having  arrived,  we  will  take 
a  recess  until  2  o'clock  p.  m. 

(Whereupon,  at  12  o'clock  noon,  a  recess  was  taken  until  2 
o'clock  p.  m.  of  the  same  day.) 

AFTER  RECESS. 

The  committee  met  at  2  o'clock  p.  m.,  January  11,  1918,  pursuant 
to  the  taking  of  recess. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Ander- 
son, you  may  proceed  now. 

STATEMENT  OF  COMMISSIONER  GEORGE  W.  ANDERSON— Resumed. 

Commissioner  Anderson.  Mr.  Chairman,  I  had  completed  most  of 
what  I  thought  it  desirable  to  say  about  section  1,  and  substantially 
all  about  section  2;  but  I  venture  to  add  this  observation  as  to  sec- 
tion 1.  It  mav  clarify  the  committee's  thinking  if  they  remember 
that  section  1  has  as  its  main  purpose  the  granting  of  power  to  the 
President  to  fix  the  financial  returns  by  agreement  with  the  carriers. 
It  is  what  I  might  call  the  "  rent  agreeing "  section.  It  does  not 
refer  to  the  maintenance  of  the  properties,  as  a  physical  fact,  during 
the  period  of  Federal  control.  It  was  failure  to  keep  that  vital 
distinction — necessarily  vital  distinction — in  mind,  that  led  to  my 
own  confusion  of  thought,  and  my  putting  into  section  1,  some- 
thing that  had  reference  to  the  proper  maintenance  of  properties; 
whereas  the  section  really  dealt  only  with  the  question  of  a  proper 
return  to  the  owners  of  the  property,  figured  upon  their  own  busi- 
ness methods  during  the  three-year  period. 

I  think  that  one  or  two  questions  asked  this  morning  indicated 
that  some  of  the  Senators  had  the  same  natural  confusion  of  thought 
as  to  the  real  purpose  of  section  1.  I  may  say  that,  because  I  had  it 
myself  and  held  it  a  long  time,  and  my  associates  had  it. 

Section  3  is  a  vitally  important  section.  It  is,  of  course,  to  be 
assumed  that  any  private  property  taken  for  public  purposes  results 
in  a  claim  for  just  compensation.  It  does  not  result  in  a  right  to  a 
jury  trial.  Amendment  7, 1  think  it  is,  to  the  Constitution,  provid- 
ing for  jury  trials  in  cases  of  $20  and  more,  arising  at  common 
law,  has  been  ruled  not  applicable  to  property  taken  by  the  Gov- 
ernment for  public  purposes.  But "  due  process  of  law  "  requires  that 
every  person  whose  property  is  taken  for  public  purposes  shall  have 
by  due  process  of  law  and  some  just  and  adequate  method  of  deter- 
mining the  compensation  accruing. 

Now,  it  is  expected  that  under  section  1  a  great  majority  of  the 
carriers,  which  are  in  normal  health  and  have  been  for  tto  three-year 
period,  will  find  themselves  easily  agreeing  with  the  President  upon 
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what  shall  be  paid  them  for  the  possession,  control  and  use  of  their 
property. 

There  are  others,  small,  unprosperous,  new,  reorganizing — per- 
haps a  few  that  are  cantankerous — that  will  not  come  in  under  sec- 
tion 1.  They  must  as  a  matter  of  practical  business  sense,  as  well 
as  a  matter  of  constitutional  right,  have  an  adequate  provision  for 
the  determination  of  their  rights.  That  we  have  undertaken  to  do 
in  section  3.  Of  course,  you  might  remit  them  all  to  the  Court  of 
Claims,  as  the  court  of  first  instance ;  but  that  would  probably  throw 
into  that  court  an  entirely  unneccessary  burden  of  apparent  litiga- 
tion, much  of  it  not  being  real  litigation.  It  would  give  a  litigous 
aspect  to  trading  proceedings,  which  it  is  desired  to  avoid ;  at  the 
same  time  it  might  overwhelm  the  Court  of  Claims.  It  seemed, 
therefore,  after  pretty  careful  consideration,  that  some  tribuanl 
should  be  provided  that  should  hear  such  cases.  After  a  good  deal 
%}f  consideration,  the  fairest  way  seemed  to  be  to  provide  that  the 
interstate  Commerce  Commission  should  appoint  a  board  of  auditors. 
1  called  them  "  auditors."  It  is  suggested  with  some  basis  that  that 
is  another  evidence  of  my  New  England  sectionalism.  Somebody 
said  that  down  here  an  "auditor"  was  nothing  but  an  accountant; 
up  with  us  in  Massachusetts,  he  is  a  quasi  court  appointed  by  a  court 
to  hear  a  case  which  is  so  long  or  detailed  that  the  court  does  not 
want,  or  ought  not,  to  hear  it.  In  recent  years,  auditors  have  per- 
formed on  the  law  side  of  our  court,  and  occasionally  on  the  equity 
side,  almost  as  important  a  function  as  special  masters  have  per- 
formed on  the  equity  side  of  the  court.  But  if  anybody  objects  to 
New  England  sectionalism  or  the  use  of  the  word  "  auditors,"  I  am 
ready  to  compromise  on  the  use  of  word  "  referee."  It  may  be  more 
understandable  outside  of  my  own  section. 

Without  stopping  for  mere  words,  the  provision  is  that  the  Inter- 
state Commerce  Commission  shall  appoint  a  board  of  three  auditors, 
or  referees,  who  shall  hear  these  cases  and  make  reports  thereon, 
Members  of  the  board  and  of  our  official  forces  are  made  eligible. 
Someone  asked  me,  to  my  surprise,  why  others  ought  not  to  be 
eligible.  If  you  will  read  with  care,  you  will  see  that  the  only  thing 
which  is  done  in  line  12,  et  sequitur — which  reads  as  follows : 

Members  of  which  [that  is,  of  the  Interstate  Commerce  Commission]  and 
of  the  official  force  thereof  being  eligible  for  service  on  said  boards,  but  with- 
out additional  compensation  therefor, 

is  to  remove  an  ineligibility  which  would  probably  arise  out  of  the 
fact  that  we  are  to  be  the  appointing  tribunal.  I  apprehend  that 
there  would  be  no  question  it  any  railroad  with  any  real  reason  for 
preferring  an  outside  lawyer,  or  an  outside  engineer  or  accountant 
in  having  a  part  or  perhaps  all  of  this  board  constituted  from  with- 
out. But  it  would  manifestly  be  waste  of  official  forces  now  being 
paid  out  of  the  Government's  treasury,  conversant  with  railroad 
facts  (a  large  number  of  our  people  being  connected  with  the  valua- 
tion division)  if,  on  one  of  the  cases,  the  services,  without  extra  pay 
from  the  Government  or  from  anybody  else,  of  men  perfectly  com- 
petent and  disinterested,  should  not  be  availed  of. 

Probably  section  3  will  require  a  perfecting  amendment  providing 
that  these  referees  shall  be  empowered  to  summon  witnesses,  ad- 
minister oaths,  call  for  the  production  of  papers,  and  utilize  the 
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records  of  the  Interstate  Commerce  Commission  as  evidence.  That 
is  a  matter  we  will  take  up  later,  and  I  won't  trouble  you  now  with 
the  details  of  it.  It  is  legal  machinery  on  which  there  is  no  probable 
difference  of  opinion. 

These  referees  shall  give  a  hearing  to  each  carrier  and  to  the  United  States, 
report  to  the  President  the  amount  due  such  carrier  as  just  compensation,  a 
sum  not  exceeding  the  amount  so  reported,  may  be  agreed  upon  by  the  Presi- 
dent and  such  carrier. 

That  furnishes  another  trading  basis.  If  you  look  at  the  very  end 
of  the  section  you  will  see  that  ail  the  carriers  which  are  taken  over, 
that  do  not  ipake  returns  to  the  Interstate  Commerce  Commission — 
(and  I  think  there  are  some  such  that  are  taken  under  the  war  power, 
i.  e.,  that  are  entirely  intrastate) — are  left  to  be  settled  here.  We 
can  think  of  no  better  way  for  fixing  a  trading  basis  between  the 
President  and  the  owners,  than  to  have  a  tribunal  so  constituted 
hear  the  case,  make  a  report  of  the  facts ;  and  then  the  report  so  made 
may  constitute  a  trading  basis,  precisely  as  the  three  year  net  earn- 
ings "  the  standard  return  "  under  section  one,  constitutes  a  basis  for 
trading  with  the  larger  carriers,  all  of  which,  of  course,  make  returns 
to  the  Interstate  Commerce  Commission. 

Our  belief  is  that  49  out  of  50  cases  will  be  disposed  of  either 
under  section  1,  or  under  the  first  part  of  section  3.  But,  if  they  do 
not  agree,  then  due  process  of  law  remits  them  to  the  Court  of 
Claims ;  the  report  of  these  referees  is  there  made  prima  facie,  leav- 
ing either  the  Government  or  the  carrier  to  upset  it  if  they  can. 

It  is  manifest  that  these  carriers  must  have  additions  and  im- 
provements to  their  property,  in  many  instances  properly  chargeable 
to  capital  account.  It  is  manifestly  desirable  that  so  far  as  they  have 
surplus  out  of  their  standard  return,  or  if  financial  conditions  are 
such  that  thev  care  to  do  their  own  financing  rather  than  have  money 
advanced  by  the  United  States,  they  should  be  permitted  to  do  such 
financing;  or  at  any  rate  that  the  power  should  be  given  to  the  Presi- 
dent to  approve  additions  to  be  paid  for  by  the  carrier ;  and  that  if 
they  do  put  their  own  money  in,  they  ought  to  get  a  fair  return  on 
it  in  addition  to  the  flat  rental  basis  under  the  trade  made  for  their 
property,  in  the  condition  that  it  was  when  the  Federal  control  began. 
Otherwise,  they  themselves  would  pay  for  no  building  and  that  would 
put  an  unnecessary  burden  on  the  Government.  It  is  also  mani- 
fest that  if  the  Government  finances  any  such  carrier,  as  to  the  whole 
or  any  part  of  any  such  additions  or  improvements,  that  the  flat 
rental  should  be  increased  only  by  the  amount  of  interest  that  ac- 
crues to  the  Government  on  its  advances  to  the  carrier  for  such  pur- 
poses. 

We  think,  therefore,  that  under  sections  1  and  3,  we  have  pro- 
vided adequate  and  easily  available  and  speedy  and  inexpensive  ma- 
chinery for  the  determination  of  all  just  claims  of  all  carriers  against 
the  Federal  Government. 

I  can  pass  on  now  more  rapidly. 

Section  4  deals  with  the  changing  of  the  standard  or  ascertained 
return  ("  standard  return  w  means  the  three-year  average  fixed  un- 
der section  1,  and  "  ascertained  return  "  means  the  ascertained  amount 
under  section  8),  by  increasing  that  return  by  6  per  cent  upon  any  ad- 
ditions or  improvements  made  to  any  property  while  under  Federal 
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control  with  the  approval  of  the  President,  and  by  an  amount  equal 
to  the  rate  which  shall  accrue  to  the  United  States  upan  any  ad- 
vances made  to  such  carrier,  for  the  cost  of  any  additions  which 
are  paid  for  in  whole  or  in  part  by  advances  made  by  the  United 
States.  That  provision  must  be  read  in  connection  with  section  6.  It 
is  not  6  per  cent,  it  is  changed  to  a  percentage  to  be  fixed  by  the 
President.  I  think  6  per  cent  was  discussed  at  one  time,  but  it 
seemed  better  to  have  it  made  more  flexible. 

Section  5  is  a  financial  stabilizating  section.  It  provides  that  no 
carrier  while  under  Federal  control  shall,  without  the  prior  approval 
of  the  President  pay  or  declare  any  dividend  in  excess  of  its  regular 
dividends  during  the  three  years  ending  June  30,  1917.  That  is 
intended  obviously  to  keep  the  income  accruing  from  standard  re- 
turns distributed  in  the  regular  way  that  it  has  hitherto  been  dis- 
tributed. It  is  not  desirable  that  simply  because  there  may  accrue 
to  some  carriers  a  standard  return  substantially  in  excess  of  its  regu- 
lar dividends,  that  you  should  open  the  door  to  speculation  and 
stock  kiting  by  allowing  a  board  of  directors  (and  sometimes  you 
get  irresponsible  boards  of  directors),  to  pay  out  every  dollar  of  it 
in  dividends,  and  profit  out  of  such  manipulations  of  the  stock 
market  as  are  generally  incident  to  such  excess  and  extra  dividends. 

Senator  Underwood.  Let  me  ask  you  a  question  right  there.  The 
excess  profits  that  go  into  the  railroad  company's  treasury,  if  this 
bill  is  adopted,  will  come  entirely  from  the  amount  that  the  Gov- 
ernment pays  them,  will  it  not? 

Mr.  Anderson.  Yes. 

Senator  Underwood.  This  bill  does  not  propose  to  take  over  the 
machinery  of  the  corporation  itself,  but  merely  its  property. 

Mr.  Anderson.  I  should  not  think  that  would  be  quite  accurate. 

Senator  Underwood.  Well,  does  it  propose  to  take  the  branches 
and  the  working  of  the  stock  away  from  tne  stockholders? 

Commissioner  Anderson.  No. 

Senator  Underwood.  Or  the  power  of  the  directors  to  dispose  of 
property  that  is  not  used  by  the  Government? 

Commissioner  Anderson.  No;  I  should  think  not;  but  I  should 
think  that  it  would  not  be  quite  as  broadly  stated  as  you  state  it 

Senator  Underwood.  Well,  suppose,  to  make  it  clear,  the  Balti- 
more &  Ohio  owns  a  lot  down  here  that  used  to  be  a  railroad  piece  of 
property,  but  since  the  change  of  the  depot  is  not  available  for  that 
purpose.  There  is  nothing  in  this  bill  that  will  prevent  the  direc- 
tors of  that  road  from  disposing  of  that  lot  and  handling  the  situa- 
tion? 

Commissioner  Anderson.  No. 

Senator  Underwood.  Now,  I  ask  this  for  my  information.  I  am 
not  combating  the  purpose  that  you  have  in  mind,  but  I  want  to  see 
we  are  on  saw  ground  in  arriving  at  it.  The  Government  pays,  if 
they  make  the  compromise  with  these  railroads  or  it  is  fixed  by  the 
court,  a  certain  rental  value  into  the  treasury  of  the  corporation. 
When  that  rental  value  goes  into  the  treasury  of  that  corporation, 
under  what  power  has  the  Congress  to  say  to  the  stockholders  and 
owners  of  that  road  that  we  put  a  limitation  on  the  disposition  of 
your  own  property? 

Mr.  Anderson.  I  think  that  lies  clearly  under  the  war  power;  and 
I  rather  think  you  have  it  under  the  commerce  clause. 
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Senator  Underwood.  Have  we?  Under  the  war  power — I  am  not 
talking  about  the  tracks  and  engines  and  cars,  a  part  of  their  prop- 
erty the  Government  is  using  for  war  power ;  but  I  am  talking  about 
that  part  of  the  property  the  Government  is  not  using  and  does  not 
propose  to  use  itself  at  all,  either  corner  lots,  or  cash  in  hand.  How 
does  than  relate  to  the  war  power? 

Commissioner  Anderson.  Well,  those  last  things  relate  to  the  war 
power,  but  remotely.  I  had  a  discussion  the  other  day  with  a  man 
who  is  probably  a  good  deal  better  lawyer  than  I  am — at  least  I 
concede  it — as  to  this  situation  which  you  will  face  a  little  later  in 
the  discussion  of  this  bill,  when  you  come  to  the  proposition  of 
financing  these  carriers  by  the  Government.  We  have  a  carrier  here, 
the  Baltimore  &  Ohio,  and  the  New  Haven — that  is  the  instance 
which  looms  largest  in  my  mind — where  you  have  a  mass  of  carrier 
property  (we  will  say,  for  illustration,  $250,000,000)  which  is  going 
to  be  utilized  under  this  power  of  control  by  the  Federal  Govern- 
ment, and  you  have  got  $200,000,000  more  of  property  which  is  not 
going  to  be  so  used ;  but  you  also  have  $450,000,000  of  capitalization, 
a  good  share  of  it  debts,  and  when  those  debts  mature  they  must  be 
paid;  the  interest  must  also  be  met  pending  maturity,  or  there  is 
financial  trouble  affecting  your  war  situation.  There  is  a  provision 
in  sections  6  and  7  of  this  bill  for  the  Government  taking  care  of 
such  maturities. 

Now,  I  put  this  proposition  to  some  of  my  associates.  I  said,  "Sup- 
pose you  nnd  a  board  of  directors  with  a  large  outstanding  debt  in- 
curred by  buying  noncarrier  properties,  and  misusing  the  noncar- 
rier  property  or  the  income  from  the  noncarrier  property 
so  as  to  create  financial  burdens  which  will  have  to  be 
financed  by  the  Government  during  the  period  of  the  war  control, 
what  power  has  the  Government  under  the  Federal  control  to  deal 
with  tnose  noncarrier  operations?" 

Senator  XJndbrwooo.  I  can  readily  understand  how  the  Govern- 
ment in  paying  its  rental  can  make  a  provision  that  the  rental 
must  be  first  applied  to  pay  the  outstanding  interest  on  the  bonds  or 
other  indebtedness  of  the  road  before  it  can  go  in  an  unlimited  way 
into  the  treasury  of  the  corporation,  but  I  do  not  understand,  after 
the  Government  has  turned  into  the  treasury  a  surplus  amount  of 
money  without  control,  how  it  can  reach  in  there  under  the  war 
power  or  the  interstate  commerce  power  either,  and  dictate  to  the 
stockholder  what  he  shall  do  with  his  own  money. 

Mr.  Anderson.  Or  dictate  to  the  directors  as  to  the  dividends  to 
declare. 

Senator  Underwood.  Not  if  it  is  free  money. 

Commissioner  Anderson.  But  it  is  not  free  money. 

Senator  Underwood.  This  bill  makes  it  free.  There  is  nothing 
in  this  bill.  I  think  we  could  put  a  provision  in  this  bill  legitimately 
that  would  provide  that  out  of  the  rental  a  sufficient  part  should 
be  set  aside  to  pay  the  interests  and  debts,  before  it  went  into  the 
general  treasury,  or  the  Government  should  see  that  it  was  paid,  the 
Government  officers  should  apply  it  for  that  purpose.  But  the  bill 
does  not  put  that  limitation  on  it.  The  bill  turns  into  the  treasury 
of  the  railroad  the  amount  of  this  rental  as  free  money,  and  if  it  is 
free  money,  I  don't  know  of  any  power  of  the  Government  that  can 
dictate  to  the  stockholders  what  they  shall  do  with  their  money. 

43202—18 30 
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Mr.  Anderson.  I  don't  think  I  should  be  willing  to  agree  that 
under  this  bill  the  rental  turned  into  the  treasury  is  free  money. 
If  the  carrier  settles  with  the  President  under  section  1  and  takes 
the  rental  therein  provided,  it  takes  that  money  with  all  the  obliga- 
tions and  restrictions  which  are  provided  in  the  rest  of  the  bill, 
which  grants  the  power  of  that  settlement,  in  my  view.  If  a  car- 
rier cuts  loose  from  everything  in  the  bill,  or  undertakes  to  cut 
loose,  and  goes  into  a  court  and  says  it  will  take  its  constitutional 
rights  and  get  just  compensation  and  collects  on  a  judgment,  then 
there  might  be  something  to  be  said  in  favor  of  the  proposition  of 
free  money  as  to  the  results  of  such  judgment. 

Senator  Underwood.  Of  course,  I  recognize  if  the  carrier  makes 
a  contract  with  the  Government,  outside  of  going  into  the  courts, 
that  of  course  that  contract  is  binding  on  the  carrier,  whatever  it 
may  be ;  but  of  course  the  basis  of  that  contract  is  the  right  that  he 
holds  to  go  into  the  courts,  and  I  should  think  the  bill  should  be 
drawn  from  that  standpoint  of  his  initial  right  under  the  law  and 
under  the  Constitution,  and  if  he  does  go  into  the  courts  and  fixes 
his  status  for  a  rental  charge,  it  seems  to  me,  we  can  only  pursue  the 
money  we  paid  him  for  the  rental  charge,  to  the  extent  that  the  war 
power  of  the  Government  will  allow  us  to.  I  don't  think  it  is  a  very 
material  question,  but  I  think  it  is  one  that  ought  to  be  considered, 
and  that  is  the  reason  I  asked  you  the  question,  because  I  wanted 
you  to  throw  what  light  you  could  on  it  for  my  own  benefit. 

Commissioner  Anderson.  I  may  venture  the  statement,  that  no 
railroad  lawyer  with  whom  I  have  discussed  the  bill — and  I  have 
drawn  such  fire  as  I  could  (it  was  not  a  responsibility  that  I  yearned 
for,  to  bring  in  a  bill  which  had  not  been  subject  to  suclTfire)— 
have  suggested  that  section  5  is  unconstitutional.  I  think  this  is 
the  first  time  that  suggestion  has  been  made  concerning  this  bill; 
and  it  has  been  scrutinized  by  a  great  deal  better  lawyers  than  I  am. 

Senator  Underwood.  Well,  possibly  some  man  who  don't  know  law 
has  read  the  constitution. 

Commissioner  Anderson.  It  was  Daniel  Webster  who  inquired 
what  an  "  unconstitutional  lawyer  "  was  after  various  gentlemen  had 
been  described  as  great  constitutional  lawyers.  Perhaps  we  need  a 
few  now.  However,  we  shall  be  glad  to  take  that  up  again.  I  shall 
put  that  up  to  some  of  my  learned  associates  down  there  that  I  try 
out  things  on,  telling  them  that  question  has  been  raised.  We  do  not 
know  what  will  happen  from  the  carriers  if  that  suggestion  carries 
in  the  committee. 

But  to  come  back  to  the  first  part  of  section  5,  you  will  observe 
the  words  "  with  the  prior  approval  of  the  President."  That  is  put 
in  on  the  theory  that  there  are  some  corporations  paying  regular 
dividends,  that  have  been  perhaps  very  conservative,  that  it  the  pur- 
chasing power  of  money  continues  to  diminish  it  may  be  consistent 
with  the  public  interest,  perhaps  with  the  stockholders'  rights,  that 
the  previous  regular  dividends  may  be  increased  moderately. 

You  can  easily  understand  that  an  argument  might  be  made  that 
the  Pennsylvania,  which  paid  6  per  cent  last  year,  and  I  think  put 
away  as  much  as  surplus — should  increase  its  dividend  to  7  per  cent 
Stock  of  a  common  carrier  properly  financed  and  managed  ought  to 
be  kept  at  par,  or  better,  in  a  wholesome  and  unpanicky  market;  and 
such  dividends  as  are  necessary  in  wholesome  and  unpanicky  condi- 
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tions  to  keep  the  stock  of  the  carrier  at  par,  ought  to  be  paid.  It  is 
intended  to  give  that  power.  I  think  the  New  York  Central  paid 
5 ;  I  think  their  regular  dividend  is  5.  I  can  easily  understand  why 
an  argument  should  be  made  that  they  should  go  to  6  per  cent.  I 
do  not  prejudge  any  question  of  that  sort,  but  merely  use  those  illus- 
trations. 

We  have  some  carriers  who  have  not  paid  any  dividends  or  any 
regular  dividends.  It  is  consistent  with  the  public  interest  that 
irregular  dividend  payers  should,  if  the  standard  return  warrants 
it.  be  made  regular  dividend  payers,  and  thus  put  on  a  good  sound 
market  basis.  The  latter  part  of  the  section  provides  for  that — "  pay 
dividends  at  such  rate  as  Ae  President  may  determine." 

Passing  then  to  section  6,  which  is  another  vitally  important  sec- 
tion— it  is  manifest  that  in  addition  to  there  being  power  to  settle 
with  the  carriers  by  voluntary  agreement  on  basis  obtained  from  their 
previous  returns,  or  by  the  adjudication  of  impartial  tribunals — or 
in  the  case  of  nonagreement  by  the  court,  and  in  addition  to  the  con- 
trol within  proper  limitations  of  the  distribution  of  that  income — 
that  it  is  necessary  to  provide  for  additional  equipment,  probably 
some  additions  to  the  tracks  and  other  transportation  facilities,  as 
well  as  for  maturities. 

Section  6  provides  for  the  appropriation  of  $500,000,000  from — 

any  funds  not  otherwise  appropriated,  which,  together  with  any  funds  avail- 
able from  any  excess  earnings  of  said  carriers,  may  be  used  by  the  President 
as  a  revolving  fund,  for  the  purpose  of  paying  the  expenses  of  the  Federal  con- 
trol, and  any  deficit  of  any  carrier  below  such  standard  or  ascertained  return, 
and  to  provide  terminals,  improvements,  engines,  rolling  stock,  and  other 
necessary  equipment,  such  as  terminals,  improvements,  and  equipment  to  be 
used  and  accounted  for  as  the  President  may  direct,  and  to  be  disposed  of  as 
Congress  may  hereafter  provide. 

I  suppose  the  first  question  that  you  are  asking  is  as  to  why 
$500,000,000  was  named.  The  Director  General  will  take  the  chief 
responsibility  of  explaining  that.  I  drew  the  bill  blank,  and  he 
filled  it  in.  He  will  explain  it.  I  will,  however,  give  you  certain 
figures  which  were  before  him  at  the  time  when  he  reached  his  con- 
clusions. 

The  maturities  for  the  years  1918  and  1919  figured  out  now  are 
pretty  close  to  $450,000,000.  The  amount  put  by  the  carriers  into 
additional  equipment  on  capital  account  during  the  two  years  1915 
and  1916  is  about  $200,000,000.  I  call  your  especial  attention  to 
that,  because  wide  publicity  was  given  a  few  days  ago  to  a  statement 
to  the  effect  that  it  required  $500,000,000  a  year  at  present  prices, 
to  take  care  of  the  ordinary  quota  for  additional  equipment.  As  a 
matter  of  fact,  the  expenditures  by  the  carriers  for  additional  equip- 
ment, as  shown  by  our  returns,  and  reported  to  me  by  the  bureau  of 
statistics  was,  for  the  year  ending  June  30,  1915,  $117,912,235.  That 
is  class  1  carriers.    Take  the  next  year,  it  was  $175,742,935. 

But  a  good  share  of  those  are  for  renewals,  leaving  net  addition 
to  the  investment  for  equipment  of  class  1  carriers,  a  little  under 
$62,000,000,  for  the  year  ending  June  30,  1915,  and  for  the  next 
year  of  $116,500,000.  Increasing  that  by  the  percentage  necessary 
to  take  in  all  carriers,  you  have  about  $69,000,000  in  1915,  and  $130,- 
000,000  in  1916,  or  in  round  figures.  $200,000,000  for  the  two  years. 
Probably  it  will  be  stated,  and  perhaps  accurately,  that  there  was  an 
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undersupply  and  not  an  oversupply  of  equipment  during  those  two 
years.  But  you  may  carry  in  your  minds,  that  in  the  years  1915  and 
1916,  the  carriers  put  a  couple  of  hundred  millions  on  capital 
account  into  equipment;  and  that  for  the  years  1918  and  1919,  the 
maturities  are  about  $450,000,000. 

Senator  Underwood.  Will  you  explain  what  you  mean  by  maturi- 
ties there  ? 

Commissioner  Anderson.  The  maturities  are  bonds  which  fall 
due  and  notes  which  fall  due  during  the  calendar  years  of  1918  and 
1919. 

Senator  Underwood.  That  is,  where  the  principal  falls  due! 

Commissioner  Anderson.  Yes. 

Senator  Underwood.  How  has  that  been  taken  care  of  in  the  past! 

Commissioner  Anderson.  By  the  carriers  themselves  by  reissuing 
bonds  and  short-time  notes,  which  latter  have  been  very,  very  ex- 
pensive in  the  last  few  years. 

The  Chairman.  That  $450,000,000  applies  to  class  1.  Are  you  ad- 
dressing yourself  just  to  class  1  ? 

Commissioner  Anderson.  As  I  understand  the  figures  given  to  me, 
it  covers  them  all.  I  think  it  is  a  little  under  $450,000,000,  but  you 
see  those  items  have  to  be  figured  out;  they  are  not  a  part  of  the 
summarized  returns  to  us.  They  originally  gave  net  figures  of  about 
$350,000,000,  which  I  said  must  be  too  small ;  returns  were  given  the 
other  day  which  I  understand  are  authentic,  and  I  also  understand 
the  Bureau  of  Railroad  Economics  has  verified  them.  Isn't  that 
right,  Mr.  Patterson  ? 

Mr.  Patterson.  My  understanding  is  that  it  approximates  in  these 
two  years  $450,000,000. 

Commissioner  Anderson.  Yes;  I  saw  figures  in  detail,  which  I 
think  came  from  that  bureau. 

This  phrase  "revolving  fund"  I  derive  from  the  Lever  bill.  I 
would  not  dare  to  use  it  if  I  had  not  found  a  precedent  in  your 
legislation. 

The  excess  earnings,  if  there  are  any,  go  into  that  fund,  and  it  may 
be  used  over  and  over  again. 

You  will  observe  at  the  top  of  page  5  that  terminals  have  been  put 
in  the  same  category  as  engines  and  rolling  stock  and  improvements. 
That  was  thought  to  be  necessary  because  of  alleged  inadequacy  in 
some  quarters  of  terminals.  Generally  speaking,  the  power  therein 
granted  refers  to  rolling  stock  and  equipment. 

You  will  observe  this  equipment  is  to  be  used  and  accounted  for 
as  the  President  may  direct.  Hitherto  the  rolling  stock  used  on  the 
lines  of  the  various  carriers  not  belonging  to  them  has  been  charged 
on  some  basis  of  mileage,  per  diem,  or  other  method,  for  the  purpose 
of  having  an  accurate  determination  of  what  was  actually  earned  net 
by  each  carrier. 

The  Pullman  Co.  has  furnished  cars  in  various  contractual  ways 
to  nearly  all  the  chief  carriers.  It  is  the  view  of  us  who  worked  at 
this  bill  that  during  Federal  control  there  should  be  accurate  and 
complete  bookkeeping ;  that  it  is  not  desirable  that  the  Government 
freight  and  troops  should  be  carried  without  charge,  as  I  understand 
has  been  the  situation  in  England ;  nor  that  Government  equipment 
should  be  used  on  the  lines  without  charging  it  in  as  a  part  of  the 
operating  expenses.    Otherwise,  when  Federal  control  ends,  if  it  does 
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end  (and  I  venture  no  prophecy  and  express  no  views  one  way  or  the 
other),  you  have  no  reflection  in  your  accounts  as  to  what  business 
has  been  done  under  unified  control  on  the  various  lines. 

Of  course,  this  argument  may  be  made  in  favor  of  simplicity, 
that  the  Government  takes  any  profit  and  pays  any  deficit ;  and  that 
if  the  Government  puts  two  or  three  hundred  millions  into  rolling 
stock  and  carries  free  of  charge  its  troops  and  munitions,  the  result 
is  the  same  whether  books  are  kept  or  not.  But  our  view  is  that 
the  great  weight  of  argument  is  in  favor  of  having  an  accurate  re- 
flection of  what  is  done  on  the  lines  of  the  different  carriers.  This 
may  be  used  for  many  purposes  during  Federal  control ;  many  pur- 
poses may  be  thought  of,  for  which  such  reflection  may  be  desirable 
or  useful  when  the  war  is  over,  to  guide  you  as  to  the  legislation 
which  you  will  have  to  enact.  Whether  that  legislation  be  the  most 
conservative  kind  or  the  most  radical  kind,  you  want  to  know  what 
has  been  done,  during  Federal  control,  in  my  opinion. 

Somebody  asked  what  is  to  be  done  with  this  rolling  stock.  I 
don?t  know.  The  bill  provides  that  it  be  disposed  of  as  Congress  may 
hereafter  direct.  After  much  discussion  as  to  what  should  be  done 
with  the  rolling  stock,  we  came  to  the  conclusion  that  it  was  utterly 
impossible  to  contemplate  Federal  control  during  the  period  of  the 
war,  or  for  any  reasonable  period  thereafter,  without  having  a  status 
created  with  which  Congress  must  deal ;  and  that  it  was  much  better 
that  it  should  then  deal  with  the  ownership  of  this  rolling  stock  and 
its  proper  relation  to  the  carrier  system  or  systems,  rather  than  to 
undertake  now  to  hazard  some  wild  guess,  which  would  have  99 
chances  in  100  of  being  wrong. 

Senator  Underwood.  Before  you  get  off  that  clause,  I  would  like 
to  ask  you  something  about  this  revolving  fund.  As  I  understand 
you  to  say,  the  maturities  amount  to  about  four  hundred  million. 

Commissioner  Anderson.  Four  hundred  and  fifty  millions. 

Senator  Underwood.  Well,  of  course,  if  those  were  paid  out  of  this 
fund,  there  would  be  no  revolving  fund  there.  They  would  never 
come  back  into  the  possession  of  the  Director  General. 

Commissioner  Anderson.  That  does  not  follow,  as  you  will  see  at 
the  end  of  section  7. 

Senator  Underwood.  Please  explain  that. 

Commissioner  Anderson.  It  is  in  section  7,  and  I  will  come  to  it  in 
a  moment  or  I  will  take  it  up  now  if  you  wish. 

Senator  Underwood.  I  wanted  an  idea  as  to  where  this  money  was 
going  and  what  was  to  be  the  disposition  of  it. 

Commissioner  Anderson.  Assume,  for  the  purposes  of  our  present 
illustration,  that  you  have  two  years  of  Federal  control  and  five  hun- 
dred millions  appropriated.  You  may  or  mav  not  need  two  hundred 
millions  for  additional  equipment.  Probably  you  will,  though  we 
can  not  tell  what  economies  it  will  be  possible  to  work  out  by  stop- 
ping cross  hauling,  and  by  unified  control.  A  hundred  millions  may 
probably  go  into  equipment  which  the  Government  will  own. 

Senator  Underwood.  There  would  be  no  revolving  fund  there 
until  Congress  disposes  of  it. 

Commissioner  Anderson.  There  might.  An  income  would  come 
in  from  that  $100,000,000  for  equipment,  which  would  be  used  on 
the  lines  of  the  various  carriers,  and  be  charged  to  them,  precisely 
as  the  Pullman  cars  are  charged   to  the   carriers.    So   that   that 
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$100,000,000  worth  of  equipment  would  be  earning  money,  by  charges 
to  the  operating  expenses  of  the  various  carriers- 

Senator  Underwood.  That  would  come  back  to  them  as  an  earning 
item,  and  not  an  item  of  original  capitalization. 

Commissioner  Anderson.  That  is  true. 

Senator  Underwood.  Therefore,  it  would  not  be  a  part  of  this 
particular  fund ;  it  would  go  in  with  the  other  earnings,  in  the  same 
class  with  the  other  earnings  of  the  railroad. 

Commissioner  Anderson.  It  would  come  back  to  the  revolving 
fund.  Supposing  the  carriers  continue  to  run  as  they  are  now 
running  and  you  have  $100,000,000  profit;  that  goes  into  the  re- 
volving fund. 

Senator  Underwood.  And  does  that  in  the  terms  of  this  bill  go  in 
there  ? 

Commissioner  Anderson.  Yes. 

Senator  Underwood.  I  am  asking  a  question  for  information.  I 
am  not  familiar  enough  with  the  bill,  although  I  have  read  it  many 
times;  but  I  have  not  the  bill  sufficiently  in  my  head  to  get  all  the 
angles  that  it  may  lead  to,  and  I  want  to  know  if  there  was  a  pro- 
vision in  the  bill  that  this  additional  surplus  amount  above  the 
rental  value  goes  into  this  revolving  fund  or  goes  into  the  treasury? 

Commissioner  Anderson.  It  goes  into  the  revolving  fund  under 
what  I  just  read  a  moment  ago.    It  is  in  line 

Senator  Underwood.  Doesn't  that  provide  that  it  should  go  to 
the  United  States? 

Commissioner  Anderson.  It  does,  but  it  goes  into  this  fund.  You 
will  find  it  in  line  24,  at  the  bottom  of  page  4.  If  you  look  at  page 
2,  lines  10,  11,  and  12,  you  will  find  "  any  net  railway  operating  in- 
come in  excess  of  such  standard  return  shall  be  the  property  of  the 
United  States." 

If  you  look,  then,  at  lines  28  and  24,  on  page  4,  you  will  find  that 
the  appropriation,  "together  with  any  funds  available  from  any 
excess  earnings  of  said  carriers,  may  be  used  by  the  President  as  a 
revolving  fund,"  and  so  on,  first  paying  the  expenses  of  the  Federal 
control;  second,  any  deficit.  Some  carriers  may  have  a  deficit 
There  may  be  a  deficit  as  to  all,  as  far  as  we  know.  If  so,  it  will  draw 
on  the  appropriation.  If  there  is  an  excess  of  earnings,  it  adds  to 
the  $500,000,000;  if  a  loss?  it  reduces  it.  The  increase  or  the  diminu- 
tion by  the  excess  or  deficit  plus  the  appropriation  constitutes  the  re- 
volving fund  out  of  which  expenses  are  to  be  paid,  the  new  rolling 
stock  to  be  furnished,  as  provided  in  the  first  part  at  the  top  of  page 
5,  and  out  of  which  also,  as  provided  later  in  section  7,  maturities 
are  to  be  paid.    Only  one  fund  is  providedfor. 

Senator  Cummins.  And  the  President  is  given  authority  to  sell 
the  securities  and  the  proceeds  of  any  such  sale. 

Commissioner  Anderson.  Precisely.  We  contemplate  one  fund, 
into  which  and  out  of  which  would  come  and  go  the  result  of  all  the 
transactions  of  the  Federal  Government  in  connection  with  Federal 

control. 

Suppose  you  start  with  your  $500,000,000  fund.  That  may  be  in- 
creased by  excess  earnings ;  it  ma}'  be  increased  by  interest  upon  se- 
curities, which  are  bought  under  the  latter  part  of  section  7,  or  rather 
its  depletion  for  the  purchase  of  such  securities,  would  be  in  part 
made  up  by  interest  accruing;  it  may  be  increased  by  a  sale  of  a 
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?>art  of  those  securities.  It  may  be  increased  by  earnings  derived 
rom  the  use  of  the  equipment  and  the  terminals  provided  for  in  lines 
4,  5,  and  6,  at  the  top  of  page  5.  It  may  be  diminished  by  expenses, 
and  it  may  be  diminished  by  deficits  accruing  from  the  operation. 
It  will,  of  course,  as  an  investment  fund,  be  diminished  by  the  cost 
of  the  rolling  stock  and  equipment  furnished  and  by  the  cost  of  the 
securities  purchased  under  section  7.  There  may  be  other  ins  and 
outs  and  that  for  the  moment  I  have  overlooked  them. 

Senator  Underwood.  Now,  is  it  contemplated  in  the  bill  that  the 
maturities  and  the  securities  of  the  railroad  that  mature  within  the 
life  of  this  bill  will  have  to  be  carried  by  the  Government  instead 
of  by  the  railroad  companies? 

Commissioner  Anderson.  It  is  provided  near  the  end  of  section  7 
that  the  President  may  purchase  all  or  any  part  of  the  securities 
issued  for  such  maturities,  and  may  sell  such  maturities  whenever 
in  his  judgment  it  is  desirable,  at  prices  not  less  than  the  cost  thereof. 

Senator  Gore.  That  is,  renewals  issued  by  the  railroads  to  take  up 
outstanding  bonds? 

Commissioner  Anderson.  Yes,  and  also  for  other  legal  and  proper 
expenditures.  For  instance,  it  may  be  desirable,  if  you  want  a  branch 
line  built  down  to  a  cantonment  or  shipyard,  to  say  to  a  carrier, "  You 
build  that  branch,  issue  your  own  securities  in  such  form  as  the 
President  approves,  and  we  will  buy  those  securities;  for  at  the 
present  time  we  do  not  want  you  in  the  market,  and  put  them  into  the 
Treasury."  That  keeps  the  property  title  clean,  it  is  the  carrier's 
property.  You  have  not  mixed  up  real  estate  holdings  between  your 
carrier  corporation  and  the  United  States.  There  is  also  a  provision 
that  if  they  do  that  sort  of  thing  under  order — making  additions 
and  improvements  for  war  purposes,  which  may  not  be  worth  what 
they  cost,  although  built  by  and  charged  to  the  carrier  and  constitut- 
ing a  part  of  its  property- — that  the  loss  thus  accruing  may  be  de- 
termined under  the  provisions  of  section  3. 

Under  the  war  power,  you  may  tell  a  carrier  to  put  tracks  down  to 
a  cantonment  where  there  won't  be  any  traffic  when  peace  comes.  The 
tracks  are  worth  more  to  the  carrier  than  to  the  Government  or  to 
anybody  else,  and  the  carrier  should  be  left  to  deal  with  them ;  but 
their  loss  in  complying  with  the  Government  order  should  be  charged 
back  to  the  Government,  and  they  should  be  reimbursed  therefor. 
That  is  provided  in  the  latter  part  of  page  5. 

Senator  Gore.  Haven't  a  good  many  of  these  railroads  provided 
sinking  funds  against  the  maturity  of  these  bonds? 

Commissioner  Anderson.  I  should  say  not  a  great  many.  I 
should  expect  to  find  very  few  sinking  funds  constituting  any  con- 
siderable factor  in  a  proposed  refunding. 

Senator  Gore.  Have  you  arrived  by  that  by  statistics?  Have  you 
obtained  statistics  on  that? 

Commissioner  Anderson.  The  sinking  fund  figures  can  be  ob- 
tained; I  do  not  think  of  any  except  certain  equipment  trusts. 
Equipment  trusts,  I  think  have,  with  most  of  the  carriers,  a  sinking 
fund.   Isn't  that  so,  Mr.  Patterson  ? 

Mr.  Patterson.    That  is  the  usual  practice. 

Commissioner  Anderson.  Yes;  ana  it  is  not  a  usual  practice  as 
related  to  any  other  financial  transaction  ? 
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Mr.  Patterson.    No,  sir. 

Commissioner  Anderson.  That  is  my  understanding  of  it  In 
the  middle  of  page  5  it  is  provided  that  "the  President  may  also 
on  or  in  connection  with  the  property  of  any  carrier,  make  or  order 
any  carrier  to  make  any  additions  and  improvements  necessary 
or  desirable  for  war  purposes,  or  in  the  public  interest." 

I  have  already  said  sometning  about  that  provision.  There  was 
discussion  as  to  whether  the  Government  should  not  itself  make  such 
additions  and  own  the  property.  After  discussion  it  seemed  to  us 
it  would  involve  the  title  of  the  properties,  which  were  either  on  the 
carrier  property  or  in  connection  with  it,  in  inextricable  confusion; 
that  while  the  Government  might  well  enough  go  into  the  business 
of  owning  rolling  stock  to  be  used  generally,  and  of  owning  here 
and  there  a  terminal,  it  was  not  desirable  that  it  own  here  and  there 
scattered  addenda  to  the  tracks  and  yards  and  other  facilities  of  the 
carrier  properties. 

Senator  Cummins.  Mr.  Anderson,  that  point  has  attracted  my 
attention,  and  I  would  be  very  glad  to  have  your  opinion  on  it, 
on  this  point  at  this  time.  We  all  recognize  that  if  a  man  has  a 
house  the  Government  can  take  it  for  war  purposes,  making  him 
just  compensation  for  it,  but  could  the  Government  compel  a  man 
to  build  a  house  in  order  that  it  might  use  it? 

Commissioner  Anderson.  I  don't  know  what  the  limits  of  the  war 
power  are.    I  am  not  sure  that  it  could  not. 

Senator  Cummins.  Isn't  this  an  exactly  parallel  instance? 

Commissioner  Anderson.  No;  I  do  not  think  so.  I  think  the  rela- 
tion of  the  Government  to  its  public  agencies — and  the  Supreme 
Court  over  and  over  again  has  used  that  phrase  in  referring  to  the 
railroads — is  different  from  the  relation  of  the  Government  to  the 
ordinary  private  citizen  and  his  house.  I  can  not  believe  that,  when 
we  have  a  road  system,  for  that  is  all  it  is,  a  highway  system,  in 
which  corporations  having  bodies  of  security  holders  are  a  piece  of 
the  Government  machinery  (or  a  public  agency,  to  use  the  Supreme 
Court  phrase)  that  there  can  be  the  remotes^  doubt  of  the  autnority 
of  the  Federal  Government  to  order  such  corporation  to  build  a 
road.  I  think  it  has  been  ruled  over  and  again  that  they  can  order 
them  to  build  a  road  or  an  extension  or  a  station.  We  have  such 
cases  up  in  Massachusetts  right  along,  requiring  our  trolley  com- 
panies to  build  stations  and  to  run  trains,  etc. 

Senator  Underwood.  That  is  under  the  commerce  power  and  not 
under  the  war  power. 

Commissioner  Anderson.  We  have  both  war  and  commerce  here. 
Certainly  the  right  is  not  less  under  the  war  power. 

Senator  Cummins.  You  have  expressed  the  opinion  that  the  road 
may  be  compelled  to  construct  or  put  in  these  additions  for  war 
purposes. 

Commissioner  Anderson.  Or  in  the  public  interest. 

Senator  Cummins.  I  have  no  doubt  within  reasonable  limits  that 
under  the  power  to  regulate  commerce  in  peace  times  something  that 
would  accommodate  the  commerce  of  the  country,  that  the  road  could 
be  compelled  to  make  its  facilities  adequate.  But  as  part  of  the  war 
power  and  for  a  thing  not  required  in  commerce,  but  simply  to  carry 
out  the  war,  can  the  Government  say  to  any  man  or  any  company 
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that  you  shall  construct  and  turn  over  to  the  Government  any  build- 
ing or  any  structure  whatever? 

Commissioner  Anderson.  I  think  you  can  say  to  a  public  highway 
company  and  a  railroad  company  is  that,  that  you  must  build  any 
addition,  station,  or  other  public  facility  that  we  require.  Of  course, 
when  you  come  to  deal  with  the  financial  results  of  such  order,  you 
can  not  confiscate  private  property ;  and  if  you  thereby  cause  a  loss 
to  that  public  agency  which  encroaches  upon  the  rights  of  the  security 
holders  not  to  have  their  property  taken  away  from  them  they  are 
entitled  to  reimbursement.    But  I  have  no  doubt  of  the  power. 

Senator  Cummins.  Suppose  the  corporation  says :  "  I  have  not  the 
money  to  build  it  with  and  I  can  not  build  it  without  money."  Could 
you  still  compel  the  corporation  to  build  it? 

Commissioner  Anderson.  Well,  you  can  not  compel  an  impossi- 
bility, and  this  bill  does  not  contemplate  that,  for  it  contains  an 
express  provision  that  the  Government  may  finance;  the  bill  is 
framed  upon  the  theory  that  the  Government  is  to  provide  the  neces- 
sary financing  of  the  carriers  during  the  period  of  war  control,  and  is 
to  reimburse  them  for  any  loss  which  accrues  out  of  doing  anything 
under  Government  order. 

Senator  Cummins.  Then  ought  there  not  to  be  in  the  bill  a  pro- 
vision that  if  the  company  has  no  money  with  which  to  build  or 
construct  the  property  that  the  President  shall  take  its  securities  in- 
stead of  u  may  take  its  securities  "? 

Commissioner  Anderson.  Well,  the  implication  is  so  strong,  and 
the  impossibility  of  the  President  performing  his  constitutional 
duties  by  trying  to  compel  a  corporation  to  do  an  impossible  thing, 
seemed  to  be  so  remote  that  I  did  not  think  it  would  be  necessary  to 
put "  shall "  in.  It  seemed  to  me  to  be  safer  as  it  is.  The  power  will 
be  used  fairly  and  considerately ;  I  expect  in  every  case  that  it  will 
be  used  cooperatively  as  between  the  common  carrier  corporation  and 
the  President. 

Senator  Cummins.  I  was  only  looking  at  it  from  the  standpoint  of 
the  validity  of  the  power  and  not  with  regard  to  its  exercise,  which 
I  have  no  doubt  would  be  very  wise  and  considerate. 

Commissioner  Anderson.  I  will  look  and  see  whether  there  have 
not  been  cases  in  which  public  service  corporations  have  been  required 
by  the  courts  to  make  extensions,  and  I  will  send  you  the  citation  if 
you  desire. 

Senator  Cummins.  I  think  there  are  cases  of  that  kind. 

Commissioner  Anderson.  I  think  so. 

Senator  Cummins.  And  I  have  no  doubt  of  the  principle  upon 
which  they  are  founded.  The  thought  in  my  mind  was,  and  the 
question  was,  whether  that  principle  extended  to  furnishing  the  Gov- 
ernment's facilities  for  war  purposes  purely. 

Commissioner  Anderson.  Well,  I  think  it  lies  under  the  com- 
merce and  war — both.  You  can  not  conceive  of  adequate  regulation 
of  a  carrier  if  there  is  not  power  to  tell  them  to  spend  money  for 
various  things— to  put  on  safety  appliances,  to  use  headlights,  to  do 
all  kinds  of  things,  which  cost  large  sums  of  money,  such  as  eliminat- 
ing grade  crossings  and  building  stations.  It  is  only  a  question 
of  degree;  it  is  not  a  question  of  Kind  when  you  say,  "Run  a  track 
down  to  that  shipping  yard."  Or  I  can  not  see  any  difference  in  the 
nature  of  the  power  exercised,  in  the  essential  relations  between  that 
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public  agency  and  the  Government,  whether  it  is  the  building  of  a 
10-mile  branch  necessary  for  the  public  convenience  or  whether  it  is 
eliminating  a  grade  crossing. 

Senator  Cummins.  Well,  there  is  this  difference,  Mr.  Anderson, 
that  occurs  to  me.  When  a  corporation  is  compelled  to  enlarge  its 
property  for  the  movement  of  commerce,  it  has  a  right,  of  course,  to 
collect  from  those  who  use  the  property  as  a  whole  an  adequate  re- 
turn upon  it. 

Commissioner  Anderson.  Yes. 

Senator  Cummins.  And  the  rates  must  be  adjusted  accordingly. 
Now,  do  you  think  you  could  compel  a  railroad  company  to  recon- 
struct its  property,  and  then  compel  the  shippers  of  the  country, 
those  who  pay  the  freight,  to  bear  the  burden  of  that  purely  war  pur- 
pose? 

Commissioner  Anderson.  Well,  that  may  be  a  question  of  taxation— 
I  have  given  little  consideration  to  it.  I  do  not  know  any  limits  to 
the  taxing  power  for  war  purposes.  I  do  not  know  any  reason  why 
you  should  not  use  your  railroads  for  taxing  purposes  if  you  wish 
to ;  I  do  not  say  you  ought  to.  Some  European  countries  have  used 
their  railroads  largely  as  a  means  of  indirect  taxation.  You  may 
cause  a  deficit  and  pay  out  of  your  standard  taxation ;  you  may  run 
your  railroads  so  as  to  pay  a  surplus  into  your  treasury,  just  as  you 
may  your  post  office,  ldo  not  see  that  there  is  any  essential  differ- 
ence in  our  relations  to  these  railroads  and  to  the  post  office  so  far 
as  that  question  is  concerned. 

Senator  Cummins.  I  was  not  saying  as  between  public  and  private 
ownership,  but  I  think  there  is  some  difference  of  the  power  of  the 
Government  in  itsownership  and  the  power  of  the  Government  over 
a  private  corporation. 

Commissioner  Anderson.  Possibly,  but  my  notion  is  you  can  do 
anything  with  a  railroad,  except  confiscate  it;  that  you  can  not  do  as 
long  as  we  have  our  present  Constitution.  I  think  you  can  do  any- 
thing except  confiscate  the  property  which  is  devoted  to  this  kind  of 
public  service.  You  may  provide  that  it  shall  be  used  here,  there,  or 
in  any  manner  that  you  think  is  in  the  public  interest;  but  you  can 
not  take  it  away  from  the  owners  without  paying  just  compensation 
for  it. 

Then  it  is  provided,  in  the  middle  of  page  5,  that  the  President 
may,  from  the  revolving  fund  advance  to  the  carrier  any  part  of  the 
expense  of  such  additions  and  improvements  so  ordered  and  con- 
structed by  such  carrier,  or  by  the  President,  such  advances  to  be 
charged  against  such  carrier  and  to  bear  interest  at  such  rate  and  be 
payable  upon  such  terms  as  may  be  determined  by  the  President,  to 
the  end  that  the  United  States  may  be  fully  reimbursed  for  any  sums 
so  advanced. 

We  had  originally  in  one  draft,  that  it  should  be  charged  at  4  per 
cent.  But  nobody  Knows  what  the  Government  rate  will  be  before 
the  war  was  over,  so  that  point  was  left  to  be  determined  by  the 
President. 

Our  idea  was  that  money  would  be  advanced  to  the  carrier  at  what 
it  cost  the  Government,  and  charged  at  that  rate.  This  interest  would 
be  added  to  the  return,  as  provided  in  section  four ;  one  hand  would 
thus  wash  the  other.  Thus  you  have  your  bookkeeping  accurate;  and 
the  property,  thus  created,  belongs  to  the  carrier.    If  the  property 
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has  cost  more  than  it  is  worth  for  carrier  purposes,  any  loss  claimed 
to  have  so  accrued  may  be  determined  by  agreement  between  the 
President  and  the  carrier;  " failing  such  agreement  the  amount  of 
such  loss  shall  be  ascertained  as  provided  in  section  three  hereof." 
The  referees  will  hear  the  case,  make  a  report,  and  the  President  may 
then  settle  with  the  carrier  on  the  basis  of  the  report ;  if  not  satisfied 
with  the  report,  either  side  can  go  into  the  Court  of  Claims  and 
have  due  process  of  law. 

At  the  top  of  page  6  is  an  addendum  dealing  with  water  facilities. 
From  the  revolving  fund  the  President  may  expend  such  an  amount 
as  he  may  deem  necessary  or  desirable  for  the  purchase,  construction, 
or  utilization  and  operation  of  boats,  barges,  tugs,  and  other  trans- 
portation facilities  of  the  inland  and  coastwise  waterways,  and  may 
m  the  acquisition,  operation,  and  use  of  such  facilities  create  or  em- 
ploy such  agencies  and  enter  into  such  contracts  and  agreements  as 
he  shal  1  deem  in  the  public  interest. 

The  words,  "employ  such  agencies,"  has  reference  to  the  possi- 
bility of  utilizing  the  present  Shipping  Board,  or  whatever  shipping 
facilities  we  have;  this  you  know  more  than  I.  It  was  also  suggested 
by  one  House  Member  that  there  ought  to  be  express  power  given 
in  section  3  for  the  purchase  and  construction  of  canals,  that  if  there 
be  any  doubt  as  to  a  canal  being  an  inland  waterway,  canal  should 
be  inserted  after  "inland  "  in  line  5,  on  page  6. 

We  have  no  objection  to  the  enlargement  of  the  power  so  as  to 
include  the  purchase,  construction,  and  operation  oi  canals  if  they 
may  be  found  of  avail  in  these  times. 

Senator  Cummins.  Well,  it  is  now  limited  to  the  facilities  of 
transportation  on  waterways.  Is  it  the  suggestion  that  it  be  enlarged 
to  purchase  the  waterway  itself;  that  is,  the  Government  shall  be- 
come the  owner  of  the  improvement  ? 

Commissioner  Anderson.  Well,  it  is  suggested  by  Mr.  Moore  of 
the  House  that  there  ought  to  be  power  to  purchase  and  construct 
canals,  that  he  thought  that  there  were  some  canals  that  could  be 
bought  and  widened  and  deepened,  or  both,  and  be  veryvaluable 
to  the  Government.  Of  the  facts  I  have  no  knowledge.  We  see  no 
objection  to  granting  the  power  if  Congress  sees  fit  to  grant  it, 
leaving  the  President  to  use  as  he  deems  desirable. 

Senator  Cummins.  The  power  to  purchase  a  canal,  except  in 
degree,  and  the  power  to  purchase  a  railroad,  are  the  same? 

Commissioner  Anderson.  Well,  it  is  the  s&me  in  kind  but  it  is 
very  different  in  degree.  There  are  not  many  big  canals  in  this 
country.  The  Erie  is  the  only  one  that  I  know  of  which  compares 
in  size  with  the  railroad  systems 

Senator  Cummins.    I  know  of  two  or  three  others. 

Commissioner  Anderson.     Oh,  there  are  others,  but  I  mean  of 

any  size. 

Senator  KEiiLoaG.  Do  you  think  we  should  give  the  President 
power  to  purchase  canals  at  his  discretion? 

Commissioner  Anderson.  Well,  I  limited  myself  to  saying  we  had 
no  objection  to  it.  I  do  not  know  how  I  should  feel  about  it  if  I  were 
a  Member  of  the  Congress,  or  whether  I  should  want  to  grant  a 
blanket  power  of  that  kind,  without  knowing  how  it  was  to  be  exer- 
cised, and  what  particular  pieces  of  property  might  be  bought. 
I  should  not  expect  it  to  be  abused,  but  I  do  not  think  as  a  broad 
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E reposition  the  fact  that  you  do  not  think  that  an  official  power  will 
e  abused  by  any  particular  individual  is  a  sufficient  reason  for 
granting  it  unless  there  is  a  need  for  it.  I  think  there  is  a  canal 
that  I  have  heard  spoken  of  as  "  Chesapeake  &  Delaware,"  that  it 
is  said  ought  to  be  utilized  for  war  purposes,  and  ought  to  be  bought 
by  the  Government  and  operated  by  the  Government.  The  Cape  Cod 
Canal  is,  I  think,  ambitious  to  be  acquired  by  the  Government. 

Senator  Cummins.  We  have  two  or  three  out  our  way  that  the 
owners  at  least  would  be  very  glad  to  find  a  purchaser  for. 

Commissioner  Anderson.  You  undoubtedly  know  a  great  deal 
more  about  those  canals  than  I  do.  But  if  there  are  any  that  ought 
to  be  utilized  for  war  purposes,  all  I  say  is  that  we  have  no  objec- 
tion to  granting  the  power. 

Senator  Kellogg.  You  can  utilize  them  without  granting  that 
power  of  purchase,  can  you  not  ? 

Commissioner  Anderson.  It  might  be  a  question  as  to  whether  you 
can  utilize  them  without  enlarging  some  of  them.  The  Cape  Cod 
Canal  is  a  pretty  important  cut-on.  I  do  not  want  to  divert  to  a 
merely  local  matter.  That  cut-off  has  been  under  consideration 
since  colonial  times.  The  tide  goes  through  there  like  a  race  horse 
at  a  rate  of  about  8  miles  an  hour,  and  I  wonder  they  get  a  steamer 
safely  through.  But  they  do.  But  it  cuts  off  that  dangerous  cape, 
and  ft  we  were  in  a  serious  naval  conflict  on  this  side,  as  they  are  on 
the  other  side,  to  have  that  Cape  Cod  Canal  so  that  war  vessels  could 
go  through  there,  would  be  a  matter  of  enormous  national 
importance. 

Senator  Cummins.  But  so  far  as  any  changes  are  concerned  or 
enlargements,  they  are  fully  taken  care  of  in  the  latter  part  of  sec- 
tion 6,  are  they  not? 

Commissioner  Anderson.  Well,  I  think  that  the  feeling  in  the 
House  Committee  was  that  the  language  that  "the  President  may 
expend  such  an  amount  as  he  may  deem  necessary  or  desirable  for 
the  purchase,  construction,  or  utilization  and  operations  of  boats, 
barges,  tugs,  and  other  transportation  facilities  on  the  inland  and 
coastwise  waterways" — that  the  enumeration  of  "  boats,  barges,  tugs, 
and  other  transportation  facilities  "  had  limited  it  to  means  of  car- 
riage; that  you  could  not  improve  the  waterway  or  purchase  or 
construct  one. 

Senator  Cummins.  I  was  referring  to  that  part  of  section  6,  which 
provides  that  "  the  President  may  also,  on  or  in  connection  with  the 
property  of  any  carrier,  make  or  order  any  carrier  to  make  any 
additions  and  improvements  necessary  or  desirable  for  war  pur- 
poses, or  in  the  public  interest." 

Commissioner  Anderson.  I  don't  believe  that  a  canal  is  a  carrier 
within  the  meaning  of  that  phrase.  There  may  be  an  arguable 
doubt  as  to  whether  the  canal  is  a  carrier  at  all.  The  language  of 
the  August,  1916,  act  is  that  the  President  may  take  over  all  or  any 
part  of  "systems  of  transportation."  Now,  for  the  purposes  of  this 
act,  we  refer  to  the  fact  that  the  President  has  taken  over  certain 
systems  of  transportation  called  herein  "  carriers."  Whether  a  canal 
is  or  is  not  a  system  of  transportation  within  the  meaning  of  the 
existing  statute,  I  should  suppose  would  be  open  to  some  question. 
It  is  a  water  highway. 


GOVERNMENT  CONTROL  AND  OPERATION   OF  RAILROADS.       465 

Senator  Pomerene.  So  are  two  streaks  of  iron,  a  highway.  That 
is.  if  the  company  owns  a  canal  and  owns  the  boats. 

Commissipner  Anderson.  Then  you  have  a  system.  Suppose  you 
own  the  canal  and  do  not  own  any  boats.    Is  it  a  system? 

Senator  Pomerene.  I  do  not  know. 

Commissioner  Anderson.  Well,  I  do  not. 

Senator  Townsend.  Suppose  we  have  this  in  mind,  Mr.  Anderson : 
We  have  a  waterway  on  the  line  between  Canada  and  the  United 
States,  a  part  of  the  way  it  is  within  the  United  States  and  a  part  of 
the  way  in  Canada  and  a  part  of  the  way  on  the  line,  and  it  was 
thought  best  to  develop  that  waterway  for  ocean  carriers.  Is  there 
any  power  in  this  bill  conferred  upon  the  President  to  do  that  ? 

Commissioner  Anderson.  Why  wouldn't  that  be  an  inland  water- 
way? 

Senator  Townsend.  Part  of  it  would,  undoubtedly,  although  it  is 
one  continuous  course.  It  has  seemed  to  me  as  though  that  was  one 
of  the  most  essential  things  that  could  be  considered  at  this  time, 
especially  if  we  are  to  have  three  or  four  years  of  war,  to  have  that 
waterway  opened  up. 

Commissioner  Anderson.  Just  where  is  it? 

Senator  Townsend.  Well,  it  is  called  the  St.  Lawrence-Great 
Lakes  Route.  The  Great  Lakes-St.  Lawrence  Route.  There  is  the 
Welland  Canal,  and  we  have  the  canals  in  the  United  States  con- 
necting it  with  St.  Clair,  the  St.  Clair  Flats,  the  Livingstone  Canal, 
down  through  Lake  Huron,  Lake  Erie,  and  that  continuous  out  to 
the  ocean  through  the  St.  Lawrence. 

Commissioner  Anderson.  I  should  not  suppose  that  there  would 
be  any  danger  of  abuse,  even  though  there  are  some  canals  of  not 
great  public  moment  that  are  desirous  of  being  purchased,  if  you 
put  in  the  end  of  line  3,  on  page  6,  the  word  "  canals,"  and  also  in 
line  5,  after  the  word  "inland."  Yon  would  then  have  this  lan- 
guage: 

From  said  revolving  fund  the  President  may  expend  such  an  amount  as  he 
may  deem  necessary  or  desirable  for  the  purchase,  construction,  or  utilization 
and  operation  of  canals,  boats,  barges,  tugs,  and  other  transportation  facilities 
on  the  inland  canals  and  coastwise  waterways,  and  may  in  the  acquisition, 
operation,  and  use  of  such  facilities  create  or  employ  such  agencies. 

And  so  on.  That  would  open  the  door  to  the  purchase  of  the 
Cape  Cod  Canal,  the  Chesapeake  &  Delaware  Canal,  and  any  of 
these  other  canals.  If  such  power  is  granted,  whether  it  ought  to 
be  more  narrowly  limited  I  have  no  suggestion  to  make. 

I  pass  to  section  7 : 

That  for  the  purpose  of  providing  funds  requisite  for  maturing  obligations 
or  for  other  legal  and  proper  expenditures,  or  for  reorganizing  railroads  in 
receivership,  carriers  may,  during  the  period  of  Federal  control.  Issue  such 
bonds,  notes,  equipment  short  certificates,  short  and  other  forms  of  securities, 
secured  or  unsecured  by  mortgage,  as  the  President  may  approve  as  consistent 
with  the  public  interest. 

That  you  will  see  is  broad  enough  to  cover  the  form  of  securities, 
the  rate  of  interest,  and  all  other  details.  Obviously,  if  the  Presi- 
dent is  to  exercise,  as  he  probably  would  have  to  exercise  (for  this 
is  a  power  almost  certain  to  be  largely  exercised,  and  not  like  the 
power  of  buying  a  canal,  one  rather  remote,  as  I  should  suppose), 
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the  form  of  the  securities  must  be  dealt  with  by  the  governmental 
power,  which  uses  the  taxpayers'  money  in  buying  them.  [Reading:] 

The  President  for  the  United  States  all  or  any  part  of  such  securities  at 
prices  not  exceeding  par  and  may  sell  such  securities  whenever  in  his  judgment 
it  is  desirable  at  prices  not  less  than  the  cost  thereof;  any  sums  available 
from  the  revolving  fund  provided  in  section  6  may  be  used  for  such  purchases. 

That  speaks  for  itself  and  is  intended  to  provide  against  the  car- 
riers being  thrown  into  any  financial  embarrassment  to  their  own 
or  to  the  general  public's  detriment  by  reason  of  maturities  falling 
due  within  the  period  of  war  control.  The  rest  of  the  bill  I  think 
I  may  go  through  rather  rapidly. 

Senator  Underwood.  Let  me  ask  you  a  question  about  the  pur- 
chase of  these  securities.  Did  you  consider  the  question  of  estab- 
lishing a  moratorium  on  those  securities  during  the  period  of  the 
war* 

Commissioner  Anderson.  Yes,  sir. 

Senator  Underwood.  What  was  your  conclusion  in  reference  to 
that? 

Commissioner  Anderson.  I  think  that  it  would  have  a  disturb- 
ing effect  on  the  security  market.  There  are  many  people  who  are 
frightened  if  they  can  not  get  their  money  ?  even  if  they  do  not  want 
it ;  and  if  they  do  want  it  and  can  not  get  it,  they  are  panic  stricken. 
There  is  nothing  so  ticklish  and  scary  as  the  money  market.  For 
the  Government  to  take  part  of  such  bonds,  or  all  of  them,  we  thought 
would  have  on  the  whole  a  far  more  stabilizing  effect  on  general 
market  conditions  than  to  declare  a  moratorium. 

Senator  Underwood.  Then  your  viewpoint  was  addressed  more  to 
the  general  security  market  than  it  was  to  the  particular  securities 
you  have  in  hand  ? 

Commissioner  Anderson.  Well.  I  don't  know  as  I  would  say  that. 
We  thought  the  two  things  went  hand  in  hand.  This  is  a  great  war 
measure;  justice  must  be  done  to  the  corporations  and  to  their  se- 
curity holders;  the  public  interest  must  be  conserved  and  advanced 
in  every  practical  way,  including  the  maintenance  of  sound  invest- 
ment conditions,  so  that  if  the  Government  offers  more  of  its  own 
bonds  there  will  be  available  money  for  them.  There  will  be  some 
patriotic  people  who  hold  railroad,  securities  who  might  want  to 
sell  them  and  put  their  money  into  the  Government  bonds. 

Senator  Underwtood.  That  would  not  help  the  Government  in 
taking  it  out  of  one  pocket  and  putting  it  in  another. 

Commissioner  Anderson.  That  is  quite  true,  sir ;  but  suppose  you 
succeeded  in  stabilizing  your  railroad  securities  so  that  patriotic 
people  become  more  ready  to  sell  their  railroad  securities  and  put 
money  into  4  per  cent  Government  bonds.  I  had  to  sell  out  in  Oc- 
tober, in  order  to  qualify  for  this  office,  railroad  securities  on  a  10 
per  cent  basis.  If  I  could  have  sold  on  a  6  per  cent  basis  I  could  have 
stood  it.  There  ought  not  to  be  a  condition  where  people  having  a 
patriotic  impulse  to  put  their  money  into  4  per  cent  securities  have 
got  to  sell  their  railroad  securities  on  an  8  or  10  per  cent  basis. 

Senator  Underwood.  Would  there  be  enough  securities  falling  due 
out  of  the  total  holdings  of  the  railroad  securities,  with  the  Govern- 
ment standing  behind  only  the  securities  falling  due,  to  stabilize  the 
security  market? 
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Commissioner  Anderson.  "  Stabilize  "  is  an  indefinite  term.  The 
sound  guess,  and  it  is  not  anything  but  a  guess,  of  the  people  that 
I  discussed  that  with  was  that  the  general  tendency  of  having  the 
Government  stand  back  of  the  financing  of  all  the  maturities,  so 
that  every  railroad  security  be  paid  in  due  course,  would  be  to  give 
a  far  more  flexible  and  less  fluctuating  and  less  unreasonable  market 
for  all  sound  railroad  securities.  That  is  the  tenor  of  the  result  of 
our  discussion. 

Senator  Underwood.  You  stated,  Mr.  Anderson,  a  while  ago,  that 
the  immediate  maturing  securities  amounted  to  about  $400,000,000. 
Have  you  got  any  data  showing  what  securities  are  likely  to  mature 
that  the  Government  under  this  bill  would  have  to  take  charge  of 
and  stand  for  within  the  next  two  or  three  years? 

Commissioner  Anderson.  $450,000,000  covers  the  calendar  years 
1918  and  1919.  Beyond  that  I  have  not  gone;  I  don't  know  whether 
the  railroad  people  have  or  not. 

Senator  Underwood.  You  have  no  information  beyond  that? 

Commissioner  Anderson.  No  ;  two  years  is  all  I  have  covered. 

Senator  Gore.  Can  you  furnish  the  committee,  to  supplement  your 
statement,  a  schedule  of  those? 

Commissioner  Anderson.  Yes;  there  is  a  schedule.  We  will  tele- 
phone down  and  have  it  sent  up  this  afternoon. 

Senator  Gore.  I  would  be  obliged  if  you  would  put  it  in  as  a 
part  of  your  remarks  so  we  can  have  it  before  us. 

Commissioner  Anderson.  I  will  do  that. 

The  Chairman.  The  schedule  of  the  securities  falling  due? 

Commissioner  Anderson.  I  thought  that  went  in  through  the  rail- 
road people.  I  think  I  saw  one  in  our  commission.  Did  not  your 
people  have  that,  Mr.  Patterson? 

Mr.  Patterson.  I  have  a  tentative  list  prepared  which  shows  ap- 
proximately $225,000,000  in  1918,  and  $225,000,000,  approximately, 
in  1919. 

Commissioner  Anderson.  It  is  about  $450,000,000  for  the  two 
years. 

Senator  Underwood.  When  the  English  Government  took  over  the 
railroads,  how  did  they  meet  this  question  of  the  securities  of  the 
railroads? 

Commissioner  Anderson.  At  the  moment  I  have  forgotten.  My 
impression  is  that  they  did  it  in  substantially  the  same  way  and  are 
taking  the  securities;  but  I  would  not  state  that. 

Senator  Underwood.  If  you  have  any  information  on  that  question 
will  you  furnish  it  to  the  committee? 

Commissioner  Anderson.  Oh,  yes;  I  have  been  over  the  English 
taking ;  I  think  that  is  the  way  they  did  it. 

Senator  Underwood.  I  would  appreciate  it  if  you  would  supple- 
ment your  remarks  by  that  list. 

Commissioner  Anderson.  We  are  preparing  a  statement  in  as  brief 
a  form  as  possible  of  the  English  and  French  experience.  It  is 
worked  up,  and  we  put  some  one  at  it  last  night  for  the  purpose  of 
setting  up  in  succinct  form  only  the  matters  in  which  you  are  inter- 
ested— setting  forth  those  matters. 

The  Chairman.  That  is  the  data  I  asked  you  for  yesterday  after- 
noon? 
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Commissioner  Anderson.  Yes;  I  never  read  the  details  of  the 
French  experience,  but  I  did  go  with  some  care,  about  a  month  or 
six  weeks  ago,  into  a  sketch  of  the  English  experience ;  but  that  point 
has  gone  from  my  mind. 

Section  8  is  a  general  grant  that  the  President  may  execute  "  any 
of  the  powers  herein  and  heretofore  granted  him  with  relation  to 
Federal  control  through  such  agencies  as  he  may  determine,  and  may 
fix  the  reasonable  compensation  for  the  performance  of  services  in 
connection  therewith;  and  may  utilize  the  personnel  and  facilities 
of  the  Interstate  Commerce  Commission,  and  call  upon  members  of 
such  commission,  or  any  of  its  employees,  or  employees  of  any  de- 
partment of  the  Government  for  such  services  as  he  may  deem  ex- 
pedient. No  such  Federal  official  or  employee  shall  receive  any  ad- 
ditional compensation  for  such  services." 

Senator  Cummins.  I  understand  that  to  give  the  President  author- 
ity, if  he  has  not  it  already,  to  fix  the  wages  of  all  the  men  who  are 
engaged  in  operating  the  railroads,  as  well  as  the  officers  of  the  com- 
panies which  have  owned  the  railroads.    Do  you  so  understand  it! 

Commissioner  Anderson.  Well,  I  think  that  the  power  of  the 
President,  when  he  may  take  over  the  possession,  control,  and  utiliza- 
tion of  a  great  going  business  like  the  transportation  business,  to  fix 
the  wages  of  the  people  who  are  already  in  the  employ  of  those 
agencies,  is  a  necessary  implication ;  but  this  has  particular  reference 
to  the  persons  who  are  expressly  employed  as  a  part  of  the  machin- 
ery which  may  be  constituted  de  novo  Dy  the  President. 

Senator  Gore.  To  administer  the  act  ? 

Commissioner  Anderson.  To  administer  the  act.  The  director,  if 
he  should  be  other  than  a  man  already  in  the  Federal  service,  and  his 
assistants,  and  the  people  who  may  be  drafted — must  be  paid. 

Senator  Cummins.  Yes,  but  he  has  already  determined  that  for  the 
present  anyhow  the  roads  shall  be  operated  through  the  personnel 
already  engaged  in  their  operation,  and  they  are  a  part  at  least  of 
the  agencies  which  he  has  created  for  that  purpose. 

Commissioner  Anderson.  Yes 

Senator  Cummins.  Therefore  I  assume  that  the  section  would  con- 
form, even  though  he  had  it  before  inferentially,  express  power  to  fix 
the  wages  and  compensation  of  those  engaged  in  this  service. 

Commissioner  Anderson.  Well,  it  does  confer  that  power,  if  there 
is  any  doubt  of  its  present  existence.  At  the  present  time  the  Director 
General  has  an  office  in  the  Interstate  Commerce  Commission  Build- 
ing, and  he  is  as  a  practical  matter  utilizing  many  of  the  forces  and 
facilities  there  paid  for  by  the  Government,  but  there  are  some  new 
people  brought  in  of  whose  compensation  I  know  nothing. 

Senator  Cummins.  You  have  no  doubt  but  under  the  law  as  it  is, 
and  supplemented  by  this  act  if  it  becomes  a  law,  that  the  President 
would  have  the  same  power  over  the  compensation  of  a  general  mana- 
ger of  a  railway  company  that  was  engaged  in  its  operation  that  he 
has  over  a  locomotive  engineer? 

Commissioner  Anderson.  I  have  no  doubt  that  that  is  true. 

Section  9,  I  will  say  a  few  words  about,  but  I  want  to  say  at  the 
outset  that  it  raises  a  subject  that  I  thought  into  but  not  through. 
By  that  I  do  not  mean  to  imply  any  dogmatic  egoism  as  to  other 
points,  but  I  think  there  are  provisions  in  this  bill  that  satisfy  my 
own  mind  that  I  did  the  best  I  could  on  them. 
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But  section  9  raises  a  point  that  I  should  want  to  give  further 
study  to  before  taking  the  responsibility  of  saying  what  ought  or 
ought  not  to  be  done.    It  provides : 

"  That  the  President  is  hereby  authorized,  while  carriers  are  under 
Federal  control,  to  direct  that  the  Federal  workmen's  compensa- 
tion act  of  September,  1916,  shall  be  extended  so  as  to  apply  to  car- 
rier employees  on  such  terms  and  conditions  as  will  give  due  consid- 
eration to  remedies  available  under  State  compensation  laws  or 
otherwise." 

There  is,  as  you  know,  a  Federal  employer's  liability  act,  radically 
to  be  distinguished  from  the  Federal  workmen's  compensation  act; 
the  liability  act  going  upon  the  fault  theory,  and  the  compensation 
act  going  upon  the  mere  loss  of  earning  power  theory. 

In  September,  1916,  a  Federal  workmen's  compensation  act  was 
enacted  applicable  to  Federal  employees.  There  are  now  about  five 
hundred  to  five  hundred  and  fifty  thousand  Federal  employees.  A 
commission  was  constituted  under  that  act  consisting  of  three  per- 
sons, one  of  them  a  woman,  having  general  administrative  powers. 
In  May,  1917,  the  Supreme  Court  by  the  decision  in  244  U.  S. — I 
think  it  is  called  Winneld  against  The  New  York  Central — decided 
that  the  Federal  Employer's  Liability  Act  of  1908  was  exclusive  of 
State  compensation  laws  and  remedies  under  State  laws  so  far  as 
employees  of  interstate  carriers  were  concerned.  That  destroyed, 
and  as  I  understand  it,  a  large  share  of  the  remedies  previously  sup- 
posed to  be  open  to  railway  employees  for  injuries  and  death,  leaving 
the  interstate  carrier  employees  the  comparatively  narrow  field  of 
claim  under  the  Federal  Employer's  Liability  Act.  No  legislation 
has  since  been  enacted. 

It  was  suggested  that  if  the  Federal  Government  was  to  operate 
these  carriers  there  ought  to  be  just  and  adequate  system  of  compen- 
sation. Section  9  was  drawn  for  the  purpose  of  having  that  matter 
further  investigated  during  Federal  control,  so  that  if  found  desir- 
able, that  compensation  act  should  be  extended  to  cover  carrier  em- 
ployees. Just  before  the  hearings  before  the  House  committee,  mem- 
bers of  the  Workmen's  Compensation  Commission  saw  us  and  raised 
the  question  as  to  whether  Federal  control  had  not  already  consti- 
tuted the  carrier  employees,  of  whom  there  are  some  1,700,000  in  num- 
ber, Federal  employees,  and  whether  they  were  not  therefore,  in 
terms,  under  the  act  of  September,  1916,  entitled  to  compensation 
and  treatment  as  therein  provided  out  of  the  Federal  Treasury. 

That  was  an  interesting  suggestion  and  it  was  given  some  con- 
sideration. To  make  a  long  story  short,  the  point  came  before  the 
House  committee.  In  the  meantime,  two  of  the  three  members  of  the 
commission  made  a  minute  in  their  records,  in  response  to  some  de- 
mand, that  those  1,700,000  employees  were  Federal  employees  and 
were  entitled  to  compensation  under  that  act.  My  own  view  is  tenta- 
tively, not  dogmatically,  even  if  they  are  Federal  employees  for  cer- 
tain purposes,  that  it  does  not  follow  that  they  are  under  the  com- 
pensation act  of  September,  1916. 

Senator  Pomekene.  What  authority  did  the  Interstate  Commerce 
Commission  have  to  make  that  entry? 

Commissioner  Anderson.  The  Interstate  Commerce  Commission, 
sir,  did  not  make  that  entry. 

Senator  Pomerene.  I  misunderstood  you. 
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Commissioner  Anderson.  No;  I  said  it  was  the  Workmen's  Com- 

fensation  Commission.  It  was  done  by  two  out  of  the  three  of  them, 
do  not  think  either  of  them  was  a  lawyer,  one  was  a  woman  and 
one  was  a  layman.  They  had  made  some  previous  rulings  relative 
to  men  that  were  building  camps  and  one  thing  and  another  and  paid 
out  of  the  Federal  Treasury,  so  they  made  that  ruling. 

And  this  is,  at  any  rate,  an  arguable  proposition.  Of  course  the 
act  is  to  be  construed,  so  far  as  its  words  and  letters  permit,  to  carry 
out  the  legislative  purpose.  If  the  words  are  inconsistent  with  the 
manifest  legislative  purpose,  you  may  sometimes  disregard  them. 

If  I  may  digress,  let  me  tell  you  of  the  trouble  you  made  in  June. 
1916,  by  using  doubtful  language  in  the  national  defense  act— 
for  the  point  may  be  apropos  here — you  undertook  to  make  a  new 
National  Guard  out  of  the  militia,  nearly  all  the  force  that  we  then 
had  in  fighting  trip,  by  providing  that  they  should  enlist  for  three 
years  instead  of  six  years,  if  they  would,  etc.,  etc.  Then  some  care- 
ful draftsman  added  that  all  acts  and  parts  of  acts  inconsistent  here- 
with are  hereby  repealed.  In  August,  1916.  part  of  our  militia 
was  en  route  to  the  Border  in  trains,  part  oi  them  at  camps,  and 
part  on  the  Border.  They  were  asked  to  enlist  under  the  new  act. 
Some  of  them  had  gotten  married,  etc.,  and  did  not  want  to  go  in 
for  six  years — which  was  quite  natural.  They  had  been  asked 
where  they  stood;  and  some  lawyers  said  that  they  had  been  legis- 
lated out  of  the  militia  by  the  new  act  and  had  no  right  to  serve 
during  the  remainder  of  the  three-year  period.  But  the  officers  said 
they  must,  and  put  them  in  the  guardhouse.  Then  they  applied  for 
habeas  corpus  writs  and  the  first  I  heard  of  it,  one  of  our  judges 
was  issuing  habeas  corpus  writs  for  your  soldiers  just  as  you  were 
starting  them  for  Mexico.  This  put  the  accounts  of  the  War  De- 
partment into  an  indescribable  condition,  and  they  did  not  know 
whether  they  had  a  right  to  spend  money  for  these  militiamen 
or  not.  I  got  the  Circuit  Court  of  Appeals  together  in  a  special 
sitting,  and  the  main  argument  that  I  had  was  that  you  gentlemen 
had  not  meant  what  you  said ;  that  it  was  not  conceivable  that  the 
very  learned  men,  such  as  everybody  knew  that  the  Congress  was. 
just  as  we  were  getting  into  trouble  with  Mexico,  had  legislated  out 
of  existence  its  entire  militia.  I  got  two  of  the  judges  so  to  rule 
and  thus  straighten  things  out.  They  held  that  words  can  not 
control  and  thwart  manifest  general  purpose.  That  principle,  which 
is  a  perfectly  sound  principle,  may  Tbe  applicable  to  this  situation. 
It  is  said  that  the  Congress,  in  September,  1916,  when,  after  extended 
discussions  it  undertook  to  provide  a  workmen's  compensation  act 
for  its  employees,  then  probably  less  than  half  a  million,  had  in  con- 
templation the  taking  over  of  all  the  railroad  employees,  1,700,000, 
and  bringing  them  under  the  act,  it  happened  that  the  previous 
month  it  had  passed  the  act  under  which  that  has  now  been  done- 
it  is  therefore  said  they  are  under  that  workmen's  compensation  act. 
But  I  doubt  if  a  court  would  so  rule. 

What  ought  to  be  done  is  a  matter  of  no  inconsiderable  difficulty. 
This  situation  led  me  to  say  to  the  Director  General  that  somebody 
who  could  give  his  undivided  practical  attention  to  that  problem, 
who  was  conversant  with  the  principles  involved,  who  could  talk 
with  the  various  parties  in  interest,  should  be  put  at  that  job.  It  v*s 
impossible  for  me  to  give  it  such  attention  as  it  ought  to  have.    Ac- 
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cordingly.  we  drafted  Judge  Mack,  who  has  done  a  most  valuable 
work  on  the  insurance  bill ;  and  who  is  well  up  on  that  kind  of  prob- 
lem, and  a  very  excellent  lawyer.  He  came  over  from  New  York  last 
night  and  is  at  it  now.  We  will  present  later  our  matured  conclu- 
sions after  we  have  had  the  benefit  of  the  careful  study  he  will  give  it. 

As  I  said,  it  is  a  matter  of  vital  importance,  and  of  great  moment, 
and  requires  the  most  careful  and  critical  consideration.  There  are 
annually  close  to  200,000  accidents,  and  between  2,500  and  3,000 
deaths  among  the  employees  of  these  great  carrier  systems,  and  it 
is  hard  to  overstate  the  importance  of  the  problem. 

Senator  Underwood.  Doesn't  it  rest,  the  first  point,  on  the  question 
of  fact  as  to  whether  these  men  are  in  governmental  employ  or 
whether  they  are  still  in  the  railway  employ  ? 

Commissioner  Anderson.  It  might  rest  on  that  basis  of  fact  or 
law,  whichever  you  choose  to  call  it,  so  far  as  the  applicability  of 
that  present  statute  is  concerned.  But  you  want  also  to  know 
whether,  assuming  that  the  statute  applies,  it  is  the  kind  of  a  statute 
that  ought  to  apply.  You  want  to  know  also  what  kind  of  a  financial 
status  you  are  going  to  create  at  the  end  of  Federal  control.  The 
Federal  statute,  now  on  the  books,  has  reference  to  employees  that 
are  paid  out  of  the  Federal  Treasury,  out  of  the  ordinary  accretions 
from  taxation.  These  1,700,000  are  employees  of  a  great,  going 
business,  supposed  to  be  run  on  a  self-supporting  basis,  and  their 
compensation  for  industrial  accidents  should  be  charged,  on  any 
theory  of  operation,  as  a  part  of  the  operating  cost  of  the  various 
carriers.  So  that  the  problem  is  different  in  kind  and  not  merely 
in  degree. 

Senator  Underwood.  I  agree  about  that  proposition,  but  the  point 
I  had  in  mind  was  this:  The  status  of  those  employees,  in  case  of 
accident,  rests  on  a  question  of  fact  that  we  ought  to  ascertain,  it 
seems  to  me,  and  determine.  If  they  are  Federal  employees  they  can 
no  longer  sue  the  railroad  corporation ;  if  they  are  not  Federal  em- 
ployees, they  would  have  no  standing  under  the  law,  and  the  only 
question  is,  if  we  assume  here  that  Knowledge  of  that  fact,  or  final 
knowledge  of  the  fact  as  to  what  is  the  status  of  these  men,  why  our 
legislation  might  legislate  away  from  them  their  existing  rights. 

Commissioner  Anderson.  Precisely  that,  and  that  is  one  reason 
why  I  wanted  it  examined  by  a  very  careful  and  competent  lawyer 
who  would  go  to  the  bottom  of  every  question  regarding  their  rights, 
as  well  as  of  the  Government's  liabilities,  before  I  made  any  final 
suggestion  as  to  what  I  thought  ought  to  be  done.  I  do  not  want  to 
be  held  responsible  for  the  results  which  might  accrue. 

Senator  Underwood.  You  wish  to  make  further  suggestions  to 
us  on  that  question  ? 

Commissioner  Anderson.  We  will  submit  suggestions  through 
the  mature  judgment  of  those  of  us  who  are  most  active  in  working 
these  problems  out. 

Senator  Ctjmmings.  Mr.  Anderson,  there  is  another  phase  of  this 
to  which  attention  will  have  to  be  given.  So  far  as  the  carriers  are 
concerned — and  I  am  not  impeaching  their  good  faith  at  all — they 
would  have  no  motive  whatever  to  reduce  these  liabilities  or  to 
defend  suits  that  were  brought  against  them  for  it;  it  would  not 
affect  in  any  way  the  compensation  to  which  they  would  be  entitled : 
and  if  they  are  not  put  under  some  compensation  act — and  I  agree 
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there  is  very  grave  doubt  whether  the  present  act  should  be  extended 
to  include  that —  all  the  expenses  incident  to  the  maintenance  of  that 
department  would  have  to  be  borne  by  the  Government. 

Commissioner  Anderson.  Well,  unless  it  is  charged  off  against 
the  rate  payer,  through  increased  rates.  I  won't  say  "increased 
rates."  Nobody  knows  what  the  financial  result  is  to  be  under 
present  rates. 

Senator  Cummins.  It  is  apparent,  therefore,  if  we  are  to  go  on 
suing  the  carrier  for  all  these  claims  that  the  Government  itself 
ought  to  have  some  opportunity  of  defending  those  suits. 

Mr.  Anderson.  It  has.  I  have  no  doubt  that  the  President  could 
discharge  every  attorney  of  every  railroad  in  the  United  States 
taken  over  to-morrow  morning  if  he  chose  to.  The  Government  is 
potentially  an  intervenor  in  every  suit  pending  against  every  rail- 
road in  the  United  States  to-day — potentially. 

Senator  Cummins.  And  at  least  95  per  cent  of  all  these  claims 
are  settled  and  compromised.  The  Government  ought  to  have  some- 
thing to  say  about  the  compromise  and  the  settlement  of  the  claims. 

Commissioner  Anderson.  Precisely.  The  whole  business  is  run- 
ning on  the  basis  of  assumed  competency  and  of  good  faith  of  the 
great  body  of  employes  of  the  different  carriers.  No  one  of  us  can 
say  positively  that  the  grossest  kinds  of  frauds  arc  not  being  per- 
petrated on  the  Government  at  this  moment.  But  I  do  not  believe 
there  is  any  substantial  amount  of  fraud. 

Senator  Cummins.  I  do  not  think  that. 

Commissioner  Anderson.    No. 

Senator  Cummins.  But  they  must  proceed  on  the  ordinary  motives 
of  mankind. 

Commissioner  Anderson.  The  Government  has  taken  over  the 
railroads,  doing  business  with  1,700,000  employes,  a  capitalization  of 
$17,000,000,000,  having  a  gross  income  of  around  $4,000,000,000;  that 
business  is  running  to-day  because  of  the  good  faith  and  the  loyalty 
of  the  employees.  The  Government  is,  as  I  said,  potentially  an  inter- 
venor in  every  suit;  and  frauds  may  be  being  perpetrated;  but  if 
they  are  discovered  (of  course  fraud  cuts  down  everything)— if, 
there  be  found  to  be  disloyal  or  incompetent  employees,  whether  they 
be  attorneys  or  others,  they  will  get  out  of  the  Federal  service.  You 
will  find  such  instances — but  the  experiment  can  not  be  tried,  any 
more  than  any  other  great  experiment  in  public  work  can  be  tried 
except  upon  the  assumption  that,  in  the  main,  people  are  honest  and 
loyal. 

Senator  Cummins.  Well,  I  think  that  is  a  perfectly  sound  propo- 
sition, if  we  could  create,  legally  or  otherwise,  the  feeling  upon  the 
part  of  all  the  railway  employes,  officers  and  otherwise,  that  they  are 
working  for  the  Government  and  not  working  for  their  respective 
corporations — that  is,  that  their  first  and  chief  obligation  is  to  the 
Government. 

Commissioner  Anderson.  The  Director  General  has  already  issued 
some  statements,  proclamations,  you  might  call  them,  which  have 
carried  that  import,  as  I  read  them. 

I  pass,  then,  irom  section  9,  simply  repeating  that  vre  will  hereafter 
ask  leave  to  submit  our  mature  views  as  to  what  ought  to  be  done 
with  that  important  topic. 
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Section  10  is  a  caveat: 

That  nothing  herein  contained  shall  be  construed  as  modifying  or  restricting 
the  powers  heretofore  conferred  upon  the  President  to  take  possession  and 
assume  control  of  any  or  all  systems  of  transportation. 

You  will  remember  that  only  a  part  of  those  systems  which  are  in- 
cluded in  the  act  of  1916  have  as  yet  been  taken  over.  When  we  came 
to  draw  this  proclamation  it  seemed  wise  to  take  over  only  the  railroad 
systems  and  the  terminal  companies,  kitchen  and  parlor  cars,  private 
cars,  private  car  lines,  elevators,  warehouses,  telegraph  and  telephone 
lines  and  equipment  and  appurtenances  commonly  used  upon  or  op- 
erated as  a  part  of  said  rail  or  combined  rail  and  water  systems. 
That  is,  the  independent  water  lines  are  left  outside.  You  have  taken 
over  the  big  railroad  systems  and  they  are  connected  with  some 
water  systems,  and  such  parts  of  the  telegraph  and  telephone  lines 
as  are  appurtenant  to  or  necessary  as  a  part  of  the  operation  of  those 
systems;  but  it  was  expressly  provided  that  the  trolley  systems,  in- 
cluding the  so-called  interurbans,  should  not  now  be  taken  over. 

Senator  Cummins.  I  want  to  ask  you  a  question  about  that.  In 
using  the  word  "  interurban  "  in  the  President's  proclamation — it  is 
not  in  this  bill  in  any  way — was  it  intended  to  exclude  from  Gov- 
ernment control  the  electric  lines  that  are  parts  of  freight  systems? 
We  have  in  our  country  a  good  many  electric  roads,  and  we  call 
them  interurban,  or  they  are  popularly  called  interurban.  Most  of 
them  do  largely  a  freight  business,  and  they  are  links  in  the  systems 
of  transportation,  and  it  would  be  absolutely  ruinous  to  them  to 
take  possession  of  their  connection  and  divert  traffic  from  them  as 
might  be  diverted  very  easily,  and  still  not  guarantee  them  some  in- 
come  fixed  upon   their  operations  in   past  years. 

Is  it  your  idea  that  the  word  "  interurban  '*  covers  such  railroads 
as  I  have  described  ? 

Commissioner  Anderson.  I  suppose  if  they  are  developments  of 
electric  lines  running  between  cities,  and  doing  a  freight  business 
rather  as  an  incident  of  their  passenger  business,  that  they  are  ex- 
cluded for  the  present;  but  I  am  not  in  a  position,  Senator,  to  rule 
on  that  point.  A  lot  of  those  questions  are  arising  every  day,  and 
the  Director  and  his  forces  are  ruling  on  those  cases.  Let  me  read 
you  the  part  of  the  proclamation  which  undertook  to  differentiate 
for  preliminary  and  fundamental  purposes  what  was  taken  and  from 
what  was  not  taken : 

Nothing  herein  shall  be  construed  as  now  affecting  the  possession,  operation, 
and  control  of  street  electric  passenger  railways,  including  railways  commonly 
called  intern rbans,  whether  such  railways  be  or  not  be  owned  or  controlled  by 
such  railroad  companies  or  systems. 

For  instance,  on  the  Boston  &  Maine,  between  Manchester  and 
Concord,  N.  H.,  there  is  a  line  for  which  we  saw  no  reason  for  Gov- 
ernment control.    But  the  proclamation  proceeds : 

If  and  when  it  shall  be  found  necessary  or  desirable,  possession,  control,  or 
operation  may  be  taken  of  all  or  any  part  of  such  street  railway  systems,  in- 
cluding subways,  and  tunnels. 

Also: 

And  operation  in  whole  or  in  part  may  also  be  relinquished  to  the  owners 
thereof  of  any  part  of  the  railroad  systems,  or  rail  and  water  system,  possession 
and  control  of  which  are  hereby  assumed. 
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It  was  seen,  when  drafting  the  proclamation,  that  it  was  impos- 
sible, within  a  short  category,  to  draw  an  accurate  line  between  the 
things  which  might  be  necessary  to  be  controlled  in  the  public  in- 
terest for  war  purposes,  and  those  which  were  not  necessary;  that 
nobody  could  foresee  all  the  conditions  arising  within  250,000  miles 
of  railroad,  commonly  called  steam  railroads,  and  I  don't  know  how 
many  thousand  miles  of  trolley  roads.  So  we  used  that  language; 
and  those  cases  which  are  near  the  dividing  line — roads  that  ought 
to  be  taken  in  so  that  their  stockholders  may  have  justice,  roads 
which  were  included  in  the  original  category,  and  are  perhaps  found 
unnecessary,  etc.,  etc. — those  things  are  now  being  sifted  out  in  the 
director's  office. 

Senator  Cummins.  I  assume  those  things  could  be  easier  deter- 
mined there  than  here. 

Commissioner  Anderson.  Yes. 

Senator  Cummins.  But,  knowing  that  you  had  a  great  deal  to  do 
with  the  formulation  of  the  general  plan,  I  hope  that  you  will  re- 
member when  you  are  considering  hereafter  that  there  are  a  great 
many  lines  that  are  operating  with  electric  power  which  are  as 
purely  freight  lines  and  used  for  the  transportation  of  freight  as  are 
the  steam  roads. 

Commissioner  Anderson.  Yes;  it  is  quite  true.  There  are  at  least 
two  classes  of  reasons  on  which  you  can  say  that  roads  which  have 
not  been  taken  ought  to  be  taken.  One  is  that  you  find  you  need 
them  for  transportation  purposes ;  the  other  is  that  you  so  affect 
them  by  the  general  taking  over  that  you  rob  them  if  you  do  not 
take  them  in  and  compensate  them. 

Senator  Cummins.  That  is  the  situation  with  ours.  If  they  are  not 
taken  in  the  chances  are  they  will  be  ruined,  inasmuch  as  their  con- 
nections have  been  taken  in. 

Commissioner  Anderson.  Those  questions  are  being  tried  out,  so 
to  speak — submitted  to  the  director  general  and  his  forces  now.  I 
have  heard  of  some  of  them,  but  I  am  not  charged  with  responsibility 
as  to  that  problem.  I  know  the  general  principles  which  we  had  in 
mind  when  the  proclamation  was  drawn;  I  knew  such  cases  would 
arise;  that  they  had  to  be  dealt  with  individually;  but  I  tried  to 
keep  the  proclamation  down  to  as  short  a  description  as  possible. 

Senator  Underwood.  Let  me  ask  you  a  question  along  those  same 
lines.  Take  another  road,  a  road  built  for  industrial  purposes,  such 
as  logging  roads.    Are  they  within  the  terms  of  this  bill? 

Commissioner  Anderson.  If  they  are  common  carriers;  I  think 
they  are. 

Senator  Underwood.  Is  the  draft  of  this  bill  broad  enough  to  take 
them  in  under  the  law  ? 

Commissioner  Anderson.  There  is  no  carrier  taken  and  injured 
that  has  not  a  right  under  section  3  to  come  in  and  make  its  claim 
for  just  compensation. 

Senator  Underwood.  But  the  question  I  am  asking  you  may  be  a 
question  for  the  committee  to  determine  how  far  it  desired  to  go  with 
legislation  on  that  line,  how  far  the  public  exigency  may  require  it 
to  go,  and  what  I  wanted  to  know  is  as  to  whether  in  your  judg- 
ment the  terms  of  the  bill  as  it  is  now  written  would  include  aU 
those  industrial  roads,  such  as  logging  roads,  that  were  doing  pri- 
marily a  business  for  themselves,  incidentally  sometimes  carrying 
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passengers — whether  they  are  included  within  the  language  of  the 
bill  as  it  stands,  and,  if  we  concluded  not  to  extend  this  bill  toward 
them  it  would  be  necessary  to  make  an  exception? 

Commissioner  Anderson.  Section  1  of  the  bill  provides  that  the 
President  having  in  time  of  war  taken  over  the  possession,  use,  and 
control  of  certain  systems  of  transportation,  is  authorized  to  agree 
with  any  such  carriers  on  a  just  compensation.  It  is  therefore  a 
question  of  fact  as  to  whether  any  one  of  these  industrial  roads  that 
you  refer  to  has  been  "  taken  over."  Now,  the  language  used  in  the 
proclamation  which  is  now  outstanding,  and  a  new  proclamation  may 
issue  at  any  time,  you  know 

Senator  Underwood.  But  this  will  change  the  form  of  law  when 
we  pass  this  bill,  and  as  far  as  the  proclamation  is  concerned  it  will 
wipe  out  of  the  proclamation,  anything  that  is  in  this  bill. 

Commissioner  Anderson.  No  ;  it  won't  limit  the  power  which  you 
granted  a  year  ago  last  August  at  all,  and  section  10  is  put  in  here 
for  the  very  purpose  of  preventing  the  possible  argument  that  this 
bill  would  destroy  the  existing  power. 

Senator  Underwood.  We  are  not  going  to  pass  the  bill  as  it  is 
written,  but  I  am  addressing  myself  to  the  fact  that  any  legislation 
that  we  do  pass,  if  it  is  in  conflict  either  with  the  former  legislation 
or  the  proclamation  will  wipe  out  that  status. 

Commisisoner  Anderson.  It  might  wipe  out  the  old  law,  but  I  do 
not  think  it  would  destroy  rights  legally  vested  under  due  authority. 
It  could  not  destroy  rights  vested  under  a  proclamation  made  under 
a  power  granted  to  and  vested  in  the  President. 

Senator  Underwood.  I  assume  the  President  is  taking  charge  of 
these  railroads  by  authorization  of  law. 

Commissioner  Anderson.  Yes. 

Senator  Underwood.  If  the  law  is  repealed  his  authorization 
ceases. 

Commissioner  Anderson.  Yes. 

Senator  Underwood.  So,  under  the  law  as  it  stands,  and  under  the 
bill  as  it  stands,  you  think  it  is  broad  enough.  It  does  include  within 
its  terms  all  the  small  industrial  roads  of  the  country  if  the  President 
exercisesthat  power? 

Commisisoner  Anderson.  Yes,  sir;  that  is,  if  they  are  common 
carriers,  if  they  are  a  part  of  a  system  of  transportation  he  has  the 
power  to  take  them  over. 

Senator  Underwood.  If  they  are  not,  if  they  are  merely  operating 
for  themselves,  and  not  for  the  purpose  of  carrying  freight  and 
passengers,  then  they  would  not  bo  included  in  the  bill  ? 

Comissioner  Anderson.  If  they  are  not  part  of  a  system  or  systems 
of  transportation,  I  do  not  think  he  would  have  power  under  the  act 
of  August,  1916,  to  take  them  over. 

Senator  Underwood.  They  may  be  a  part  of  a  system  of  trans- 
portation for  transporting  their  own  freight  and  their  own  em- 
ployees, without  doing  a  business  as  a  common  carrier. 

Commissioner  Anderson.  Well,  I  don't  think,  Senator,  that  I 
would  undertake  to  define  more  narrowly  what  you  meant  when  you 
said  on  August  29, 1916,  "  in  time  of  war  the  President  is  empowered, 
through  the  Secretary  of  War,  to  take  possession  and  assume  control 
of  any  system  or  systems  of  transportation,  or  any  part  thereof,  and 
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to  utilize  the  same,"  and  so  on.  If  the  President  thought  it  was 
necessary  to  take  an  industrial  railroad  which  runs  up  to  a  coal 
mine — and  coal  is  very  much  needed  for  war  purposes — and  use  that 
as  part  of  the  system  of  transportation,  for  getting  that  coal,  to 
supply  it  to  our  allies,  and  did  not  do  it — I  think  he  would  be  derelict 
in  his  duty. 

Senator  Underwood.  That  is  a  good  illustration,  and  that  is  what 
I  am  coming  to.  If  under  this  order  he  has  taken  over  all  of  these 
lines,  then  practically  every  industrial  railroad  is  within  the  jurisdic- 
tion of  the  Director  General  to-day. 

Commissioner  Anderson.  The  proclamation  says  that  he  will  take 
control  of  each  and  every  system  of  transportation  w  and  the  appur- 
tenances thereof  located  wholly  or  in  part  within  the  boundaries  of 
continental  United  States,  and  consisting  of  railroads,  and  owned  or 
controlled  systems  of  coastwise  and  inland  transportation,  engaged 
in  general  transportation." 

That  is  the  limiting  phrase. 

*  *  *  engaged  in  geneal  transportation,  whether  operated  by  steam  or  by 
electric  power,  including  also  terminals,  terminal  companies,  and  terminal 
associations,  sleeping  and  parlor  cars,  private  cars  and  private-car  lines,  ele- 
vators, warehouses,  telegraph  and  telephone  lines,  and  all  other  equipment 
and  appurtenances  commonly  used  upon  or  operated  as  a  part  of  such  rail  or 
combined  rail  and  water  systems  of  transportation. 

That  is  what  he  took.  And  then  there  is  an  exception  that  I  rend 
a  few  moments  ago,  excluding  the  trolleys  and  interurbans;  and  that 
the  extent  of  the  proclamation  may  be  hereafter  narrowed  or  ex- 
tended.   That  is  the  way  it  stands  now. 

Senator  Underwood.  Yes;  but  as  it  stands  to-day,  then,  under 
that  "engaged  in  general  transportation,"  do  you  construe  that  to 
apply  to  the  instance  that  you  gave,  of  a  road  whose  sole  business 
was  the  transportation  of  coal  to  and  from  a  mine,  and  not  for  gen- 
eral transportation? 

Commissioner  Anderson.  Well,  I  do  not  believe  I  had  better  try 
to  answer  that,  for  very  likely  some  of  those  cases  may  come  down 
here  and  be  ruled  on  by  the  lawyers  who  are  dealing  with  that 
problem  and  have  given  it  consideration  that  I  have  not  been  able 
to  give  it. 

Senator  Underwood.  The  reason  1^  asked  you,  Mr.  Anderson,  is  to 
get  the  facts.  I  think  it  is  a  question  that  we  should  consider  in 
preparing  this  legislation,  as  to  how  far  we  are  going  to  invade  the 
field  of  industrial  roads.  Of  course  there  are  two  sides  to  it.  One 
side,  it  may  be  of  great  importance  for  the  Government  to  take  it 
over ;  on  the  other  side,  a  great  many  of  these  industrial  roads  may 
be  near  the  point  of  bankruptcy,  and  if  we  take  them  over  and 
assume  that  we  may  have  to  pay  for  them ;  and  I  think  it  is  a  ques- 
tion for  the  committee  to  consider  in  defining  this  bill.  But  what 
I  want  you  to  do  is  to  get  the  status  of  the  Government,  which  is  not 
fixed  in  my  mind. 

Commissioner  Anderson.  I  do  not  think  it  could  be  "  fixed  in  your 
mind."  I  think  it  was  Judge  Payne  who  told  me  that  they  had 
petitions  from  something  like  200—1  may  not  state  it  accurately— 
trolley  companies  which  are  yearning  to  be  taken  over  and  financed. 
Whether  it  is  in  the  public  interest  to  take  them  over,  I  don't  know. 


GOVERNMENT  CONTROL  AND    OPERATION   OF  RAILROADS.        477 

Whether,  as  a  matter  of  justice,  to  affect  their  earnings,  you  ought 
to  take  them  over,  I  have  no  information. 

Senator  Cummins.  There  is  no  provision  in  this  bill  for  compensa- 
tion to  such  roads  unless  they  have  been  taken  over  by  the  President? 

Commissioner  Anderson.  That  is  true. 

Senator  Cummins.  They  would  be  omited. 

Senator  Underwood.  Up  to  this  time  the  only  taking  over  has 
been  the  proclamation  by  the  President.  There  has  not  been  any 
technical  taking  over,  but  only  as  the  railroads  recognize  the  procla- 
mation that  has  been  issued.  They  are  taken  over  if  the  proclama- 
tion is  broad  enough,  just  as  well  as  the  British  systems  are. 

Commissioner  Anderson.  If  they  are  railroads  engaged  in  genera! 
transportation  they  are  taken.  If  they  are  not  railroads  engaged  in 
general  transportation  they  have  not  been  taken. 

Senator  Underwood.  That  is  what  I  wanted  to  know. 

Senator  Cummins.  Did  not  the  commission  consider  that  general 
question  very  carefully  in  what  is  known  as  the  Tap  Line  cases,  in 
order  to  ascertain  and  determine  which  of  these  short  lines  are  com- 
mon carriers,  and  which  are  not? 

Commissioner  Anderson.  There  is  a  very  elaborate  study  of  that 
in  the  records  of  the  commission,  part  of  which  I  have  read,  dealing 
with  the  tap  lines,  the  allowances  to  them,  etc.  Our  records  are  pretty 
complete  on  that  point;  I  have  no  doubt  that  the  facts  are  easily  ob- 
tainable, so  that  the  various  industrial  roads  can  bring  their  claims 
either  to  be  remitted  to  an  uncontrolled  ownership  of  their  own 
property,  or  to  be  taken  over,  promptly,  to  the  attention  of  the 
director  general  and  his  forces.  I  should  suppose  that  you  would 
easily  agree  that  an  industrial  railroad  connected  with  coal  mines  or 
with  iron  ore  would  likely  be  very  important  in  the  mobilization  of 
our  national  resources  for  war. 

Some  of  the  remote  lumber  lines  probably  would  not  be  anything 
like  as  important. 

Senator  Underwood.  The  fixing  of  this  proposition,  as  to  what 
would  be  taken  over  in  that  way,  goes  to  a  great  many  questions  in 
this  bill,  of  course.  The  question  of  liability  to  the  employee  is  one 
of  them,  and  a  very  important  one. 

Commissioner  Anderson.  Yes. 

Senator  Underwood.  The  question  whether  the  Government  in  one 
of  these  small  industrial  roads  is  now  or  hereafter  liable  for  an  injury 
that  happens  on  them,  or  whether  the  corporation  is. 

Commissioner  Anderson.  Well,  that  may  possibly  arise  as  one 
aspect  of  it.    Shall  I  pass  to  section  11? 

The  Chairman.  Yes. 

Commisioner  Anderson.  Section  11  provides : 

That  carriers  while  under  Federal  control  shall,  In  so  far  as  not  inconsistent 
with,  or  with  the  provisions  of  this  net  or  any  other  net  applicable  to  said 
Federal  control,  or  with  any  order  of  the  President,  be  subject  to  all  laws  and 
liabilities  as  common  carriers;  and  suits  may  be  brought  by  and  against  such 
carriers  and  judgments  rendered  as  now  provided  by  law:  Provided,  however. 
That  except  with  the  written  assent  of  the  President  no  attachment  shall  be 
levied  by  mesne  process  or  on  execution  on  or  against  any  of  the  property  used 
by  any  such  carrier  In  the  performance  of  its  duties  as  a  common  carrier. 

That  section  is  intended  to  carry  out  the  same  general  undisturbing 
policy  that  is  set  forth  in. the  proclamation. 
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I  read  now  from  the  proclamation : 

Until  and  except  so  far  as  said  director  shall  from  time  to  time  otherwise 
by  general  or  special  orders  determine,  such  assistants  of  transportation  shall 
remain  subject  to  all  existing  statutes  and  orders  of  the  Interstate  Commerce 
Commission,  and  to  all  statutes  and  orders  of  regulating  commissions  of  the 
various  States  in  which  the  said  systems  or  any  part  thereof  may  be  situated. 
But  any  orders,  general  or  special,  hereafter  made  by  said  director,  shall  have 
paramount  authority  and  be  obeyed  as  such. 

It  was  our  theory  that  the  power  granted  under  the  act  of  August, 
1916,  to  take  possession,  control  of,  and  to  utilize  the  transportation 
systems  could  be  made  fully  and  legally  effective,  and  at  the  same 
time  not  disturb  substantially  the  existing  legal  status  and  the  right 
of  shippers  and  passengers,  and  to  the  employees  of  the  carries  to 
continue  in  their  ordinary  relations.  It  was  therefore  so  provided 
in  the  proclamation  and  section  11  is  intended  to  carry  out  during 
the  period  of  Federal  control  the  same  general  purpose.  The  situa- 
tion is  analogous  to  that  created  by  the  appointment  of  a  general  re- 
ceiver of  the  roads  included  in  the  proclamation.  You  do  not  know 
when  you  ride  on  a  railroad  whether  it  is  a  receiver-controlled  rail- 
road or  a  director-controlled  railroad;  the  mass  of  the  employees 
know  no  difference;  neither  do  the  passengers,  injured  or  uninjured, 
know  any  difference.  The  lawyers  and  the  bookkeepers  have  to  know 
some  differences  between  proceedings  as  to  and  suits  affecting  re- 
ceivership roads  and  proceedings  against  ordinary  common  carriers. 
It  is  a  rule  of  convenience,  judge-made  law,  doubtless  based  on  ade- 
quate reasons,  why,  when  a  receivership  is  granted,  you  open  a  new 
set  of  books  and  carry  on  your  transportation  business  in  the  name 
of  the  receiver.  But  there  is  no  controlling  reason — certainly  as  to 
the  outside  business  there  is  none — why  the  business  should  not  be 
carried  on  in  the  name  of  the  corporation. 

This  proclamation  and  this  bill  go  upon  the  theory  that  the  Presi- 
dent is  pro  hac  vice  the  general  receiver,  to  use  the  analogy,  of  all 
the  systems  of  transportation  taken  over;  but  that  thev  are  to  con- 
tinue doing  business  at  the  old  stand,  in  the  old  way,  with  the  old 
personnel,  until  and  except  so  far  as  otherwise  provided  by  general 
or  special  orders.  The  courts  may  go  on  entertaining  suits  and  en- 
tering judgments — do  everything  except  that  they  must  not  disturb 
the  property  in  the  hands  of  the  President,  which  he  has  taken  for 
war  purposes.  There  the  paramount  national  needs  are  asserted.  In 
99  cases  out  of  100  judgments  will  be  paid  bv  check  just  like  a  bill 
duly  rendered.  When  judgments  are  rendered  against  solvent  cor- 
porations you  don't  go  to  the  trouble  of  taking  out  an  execution; 
you  get  your  judgment  and  collect  it;  there  is  no  difficulty  on  that 
score. 

Senator  Underwood.  Mr.  Anderson,  that  presents  a  very  impor- 
tant point,  I  think,  in  this  bill — as  important  a  point  as  we  find  in  it 
You  have  likened  the  position  of  the  President  to  that  of  a  receiver. 
A  receiver  could  not  change  without  the  approval  of  the  Interstate 
Commerce  Commission  a  rate  that  had  been  established  for  the 
transportation  of  persons  or  properly.  Do  vou  think  the  President 
-can  change  the  rate  without  the  consent  of  the  Interstate  Commerce 
Commission  ? 

Commissioner  Anderson.  Yes:  the  war  power  overrides  other 
powers  with  which  we  have  dealt  with  the  carriers. 
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Senator  Underwood.  I  have  pointed  out  that  simply  to  show  that 
there  is  a  vast  difference  between  the  Director  General  or  the  Presi- 
dent and  a  receiver,  because  the  interstate  commerce  act  brings  the 
receiver  within  the  control  of  the  Interstate  Commerce  Commission. 

Commissioner  Anderson.  Yes;  you  made  the  law  which  made  the 
receivers  of  railroads  subject  to  the  interstate  commerce  law;  you 
made  the  law,  or  the  people  of  America  did  when  they  made  the  Con- 
stitution, and  you  added  to  it,  under  which  the  President  may  take 
over  and  use  for  war  purposes  all  these  carriers. 

Senator  Underwood.  I  simply  wanted  to  get  your  opinion  about 
it.  I  do  not  think,  there  would  be  much  difference  between  us  as  to 
the  point  anyhow,  that  under  the  possession  which  has  been  taken 
of  these  railroads  the  President  and  the  Director  General  can  pre- 
scribe rates  of  freight  and  of  transportation  for  general  commerce 
as  well  as  for  the  movement  of  Government  property  and  troops. 

Commissioner  Anderson.  There  can  not  be  any  doubt  about  it.  It 
is  utterly  impossible  to  reconcile  the  acceptance  and  the  exercise  of 
the  war  power  with  any  theory  except  that  when  you  take  over  a 
going  business  and  thereupon  sell  something  you  must  make  the  price 
for  the  sale:  just  as  you  must  bargain  for  wages,  or  for  steel  or  for 
coal  to  run  it. 

Senator  Underwood.  Undoubtedly,  but  of  course  we  could  use 
some  other  instrumentality  than  the  Director  General. 

Commissioner  Anderson.  Yes. 

Senator  Underwood.  To  fix  the  rates  that  should  prevail. 

Commissioner  Anderson.  Undoubtedly  you  can.^ 

Senator  Underwood.  The  Government  can  do  it,  of  course,  and 
must  do  it;  but  it  does  not  follow  that  it  is  the  wisest  plan  to  take 
away  from  the  Interstate  Commerce  Commission  its  authority  and 
transfer  it  to  the  Director  General  in  that  regard.  I  mean  in  so  far 
as  the  charges  that  are  to  be  made  for  the  service  rendered. 

Commissioner  Anderson.  No,  I  think  that  is  a  perfectly  open  ques- 
tion,  except  I  say  you  did  determine  that  in  August  of  1916. 

Senator  Underwood.  For  certain  purposes. 

Commissioner  Anderson.  Yes. 

Senator  Underwood.  Limited  purposes. 

Commissioner  Anderson.  Limited  to  what  extent? 

Senator  Underwood.  Well,  for  the  transportation  of  troops  and 
munitions  of  war. 

Commissioner  Anderson.  "  Or  for  such  other  purposes  connected 
with  the  emergency  as  may  be  needed  or  desirable." 

Senator  Underwood.  Well,  that  is  a  war  emergency? 

Commissioner  Anderson.  Yes,  and  you  can  not  conceive  of  the 
mobilization  of  the  resources  of  the  American  people  for  the  war 
emergency  unless  you  move  coal  to  the  manufacturing  plants  that 
are  engaged  in  manufacturing  munitions,  just  as  well  as  you  move 
troops  to  the  troopships  going  to  France. 

Senator  Underwood.  I  think  you  are  right  about  that;  it  is  a  very 
broad  policy,  but  I  think  you  recognize  that  the  war  powers  that  the 
Constitution  gives  the  Feaeral  Government  are  not  absolutely  in  the 
hands  of  the  President.  As  Commander  in  Chief  of  the  Army  it  is 
absolutely  there;  but  as  to  those  matters  that  require  legislation  it.  u» 
in  the  hands  of  Congress. 

Commissioner  Anderson.  Yes. 
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Senator  Underwood.  And  as  to  those  matters  Congress  must  pre- 
dominate. 

Commissioner  Anderson.  That  is  my  own  view  of  what  the  Presi- 
dent has  done  and  ought  to  do;  I  put  it  not  mainly,  perhaps  not  at 
all,  on  the  constitutional  grant  to  him  as  Commander  in  Chief.  I 
ground  it  on  the  necessary  implications  of  your  act  of  Congress, 
construed  in  the  presence  of  this  great  war,  it  has  created  conditions 
never  before  contemplated  by  any  legislative  body.  There  never  was 
a  time  in  the  history  of  the  world  it  was  contemplated  putting  whole 
nations  into  war,  women  on  your  cars  and  trains,  women  to  manu- 
facturing munitions,  commandeering  everything  from  a  lump  of 
sugar  to  a  team  of  horses.  There  was  never  before  any  provision  for 
such  a  war.  When  you  said  in  the  broadest  language,  that  could  be 
crowded  into  six  lines,  that  the  President  could  take  u  possession  and 
assume  control  of  any  system  or  systems  of  transportation,  or  any 
part  thereof  and  utilize  the  same  to  the  exclusion,  as  far  as  may  be 
necessary  " — when  you  said  "  as  far  as  may  be  necessary  "  you  implied 
that  he  might  utilize  it  without  finding  it  necessary  to  exclude  ordi- 
nary traffic.  Otherwise  the  words  "  as  far  as  may  be  necessary  of  all 
other  traffic  thereon  "  would  not  be  there.  And  then,  in  fear  lest  by 
your  speaking  of  troops  and  munitions  you  were  too  much  narrow- 
ing the  power,  you  added,  "  or  for  such  other  purposes  connected  with 
the  emergency  as  may  be  needful  or  desirable" 

You  were  not  content  even  with  the  word  "  needful ";  you  left  it  to 
the  President's  judgment  of  what  was  "  desirable."  I  am  able  to  find 
almost  no  limitations  on  his  control.  That  is  the  act  of  August  29, 
1916,  section  1. 

I  may  say,  Senator,  perhaps,  that  when  I  first  read  that  act  my 
mind  worked  on  it  apparently  just  as  yours  is  now.  There  is  nobody 
in  whose  mind  are  embedded  notions  of  constitutional  government 
who  does  not  look  askance  at  vesting  such  a  power  in  any  public  offi- 
cial as  that  act  vested  in  the  President  of  the  United  States.  You 
have  to  convince  yourself  that  Congress  intended  to  do  it. 

Senator  Underwood.  What  I  was  directing  my  mind  to  more  par- 
ticularly was  the  effect  of  that  act  on  this  bill,  and  the  reason  I  asked 
the  question.  Of  course,  if  the  war  power  was  vested  in  the  Presi- 
dent, entirely,  irrespective  of  the  act  of  Congress,  we  could  not  limit 
it  any  way  with  this  bill ;  but  if  he  derives  his  war  power  for  these 
purposes  through  an  act  of  Congress,  and  Congress  exercised  the 
war  power,  anything  we  put  in  the  bill  which  is  a  limitation  on  that 
enactment  is  a  limitation  of  the  power. 

Commissioner  Anderson.  On  the  future  exercise  of  the  power. 

Senator  Underwood.  Yes. 

Commissioner  Anderson.  That  is  true. 

Senator  Cummins.  What  was  in  my  mind  was  the  very  grave 
situation  which  will  arise  when  we  remember  that  the  director  gen- 
eral has  the  absolute  power  to  fix  rates  and  change  them  without  a 
hearing  and  without  any  presentation  of  the  facts  as  they  would  be 

f (resented  by  people  who  are  interested  in  the  matter,  and  it  is  per- 
ectly  plain  than  the  Government  must  have  power  to  fix  these  rates, 
and  I  am  a  little  startled  to  think  that  all  the  people  of  the  country 
-».e  to  be  subject,  without  any  opportunity  for  a  hearing,  to  the  will 
of  the  director  general. 
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Commissioner  Anderson.  It  is  almost  an  appalling  proposition. 
I  woke  up  in  April  last,  when  I  was  United  States  attorney  in  Bos- 
ton, and  found  that  under  the  act  of  midsummer  of  1798,  although 
the  power  was  nominally  exercised  through  the  President,  that  I 
could  put  in  jail,  without  the  right  to  a  writ  of  habeas  corpus,  indict- 
ment, or  trial,  every  adult  German  male  alien  in  Massachusetts.  Xo 
such  power  was  ever  before  exercised  by  any  man  holding  office  in 
New  England. 

Senator  Cummins.  None  such  ever  ought  to  have  been  given. 

Commissioner  Anderson.  It  was  given  by  this  act  of  1798,  at  the 
time  of  the  terror  of  the  French  war,  and  is  the  act  under  which 
alien  enemies  are  now  being  held.  For  practical  purposes  every 
United  States  attorney  in  this  country — of  course  he  might  be 
might  be  caught  if  he  abused  this  power,  because  it  comes  through 
the  President  who  acts  through  the  Attorney  General — but  for  prac- 
tical purposes  it  had  to  be  left  to  the  local  attorney  to  see  in  the 
first  instances  where  the  menaces  to  public  safety  are.  It  is  an 
appalling  power,  utterly  inconsistent  with  our  preconceived  and  well 
grounded  notions  of  safe  and  proper  limitations  of  official  power. 
But  it  exists,  and  I  do  not  know  as  there  is  any  way  that  we  could 
get  oh  without  it. 

Senator  Poindexter.  Mr.  Anderson,  you  say  it  is  utterly  incon- 
sistent with  preconceived  notions  of  constitutional  power.  Isn't  the 
war  power  a  constitutional  power  not  only  recognized  in  the  Consti- 
tution, but  construed  and  expounded  in  a  most  comprehensive  way 
by  the  Supreme  Court  of  the  United  States? 

Commissioner  Anderson.  I  think  it  is  a  perfectly  proper  power. 
But  when  I  said  "  preconceived  "  I  meant  exactly  that.  We  are  all 
brought  up  in  the  atmosphere,  as  Judge  Holmes  once  said,  of  the 
great  guaranties  coming  down  to  us  from  Magna  Charta;  so  that 
we  cannot  form  in  our  minds  the  concept  of  such  lack  of  liberty  as 
now  pertains  to  the  alien  enemy,  and  which  is  necessarily  enforced 
by  the  men  who  happen  to  hold  office  for  the  time  being.  We  have 
been  brought  up  on  a  conception ;  the  only  proper  conception ;  that 
democracy  is  a  bodv  of  laws  administered  by  a  body  of  men,  not  a 
body  of  men  administering  their  personal  desires,  and  that  is 
pretty  near  what  this  alien  enemy  law  is,  or  might  be. 

Senator  Poindexter.  What  I  wanted  to  ask  you  was  whether 
there  was  any  conflict  between  the  exercise  of  that  power  and  the 
constitutional  guarantees  ? 

Commissioner  Anderson.    Not  at  all. 

Senator  Poindexter.  It  is  essential  to  the  preservation  of  the 
constitutional  guarantees? 

Commissioner  Anderson.  I  think  it  is  a  perfectly  proper  exhibi- 
tion of  war  power,  and  is  therefore  a  part  of  our  constitutional 
grant.  All  I  intended  to  say  was  to  illustrate  how  in  times  of  war 
you  face  situations  that  rather  appall  you,  as  to  the  extent  of  power 
given,  of  necessity,  and  properly,  and  under  the  Constitution,  to 
men  who  happen  to  hold  office  for  the  time  being  under  these  extraor- 
dinary conditions. 

Senator  Cummins.  I  am  not  so  much  questioning  your  view 
of  the  war  power.  Of  course  I  have  the  inf  er^ice  that  the  war  power, 
and  all  the  war  power  can  be  exercised  by  the  President  without  any 
legislation. 
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Commissioner  Anderson.  I  have  not  suggested  that,  Senator. 
If  I  have  given  you  that  impression,  I  will  correct  it  at  once.  I  have 
grounded  all  I  have  said  upon  the  grant  of  power  made  by  the 
Congress  to  the  President. 

Senator  Cummins.  But  you  say  when  we  passed  the  act  of  Sep- 
tember, 1916,  we  gave  the  President  the  power  of  fixing  the  rates,  if 
he  chose  to  take  possession  of  the  railways,  for  all  transportation, 
both  of  persons  or  property,  whether  connected  with  war  or  not. 

Commissioner  Anderson.  Precisely;  that  is  what  I  meant.  I  have 
put  no  part  of  what  I  have  said  relative  to*  the  scope  of  the  proclama- 
tion or  to  the  scope  of  the  proposed  bill  upon  the  constitutional  grant 
of  war  power  to  the  President  as  Commander  in  Chief  of  the  Army 
and  Navy.  I  have  grounded  it  entirely  upon  the  construction  we 
have  put  upon  the  grant  to  the  President  by  Congress  of  war  powers 
under  the  act. 

Senator  Cummins.  Would  you  be  willing  to  answer  this  question? 
You  can  decline,  if  it  seems  proper,  of  course.  Do  you  not  think 
that,  so  far  as  the  movement  of  general  commerce  is  concerned, 
the  Interstate  Commerce  Commission's  jurisdiction  ought  to  be 
preserved;  that  we  ought  to  preserve  to  the  Interstate  Commerce 
Commission  the  jurisdiction  over  those  rates  that  it  has  hitherto 
had,  with  the  opportunity  for  hearing  and  reflection  ? 

Commissioner  Anderson.  I  am  not  sure  that  I  would  be  willing 
to  go  further  than  section  11,  and  than  we  went  in  the  proclamation. 
If  you  should  put  this  question  as  to  whether  I  thought  that  the 
Director  General  or  the  President — as  everything  is  the  President- 
ought  to  preserve  existing  machinery,  except  so  far  as  he  finds  it 
necessary  to  set  it  to  one  side  in  exercising  the  war  power,  I  answer 
unhesitatingly  yes.  But  whether  in  these  war  times,  with  the  tre- 
mendous problems  presented,  there  ought  to  be  limitations  by  Con- 
gross  on  that  war  power  I  doubt.  You  gave  power  in  broad  terms. 
When  the  President  undertook  to  exercise  it  what  did  he  do? 

Until  and  except  so  far  as  said  director  shall  from  time  to  time  otherwise, 
by  general  or  special  orders,  determine,  such  systems  of  transportation  shall 
remain  subject  to  all  existing  statutes  and  orders  of  the  Interstate  Commerce 
Commission,  and  to  nil  statutes  and  orders  of  regulating  commissions  of  the 
various  States  in  which  said  systems  or  any  parts  thereof  may  be  situated. 
But  any  orders,  general  or  special,  hereafter  made  by  said  director  shall  have 
paramount  authority  and  be  obeyed  as  such. 

I  venture  to  think  that  nobody  can  criticise  that  exercise  of  the 
power  you  granted.  Now,  think  for  a  moment  just  how  it  operates. 
It  has  left  all  the  existing  machinery  in  full  force  and  effect.  But 
the  very  first  general  order  that  the  Director  issued,  provided  that 
at  once  carriers  should  route  without  regard  to  the  orders  of  the 
shippers,  by  the  most  efficient,  available  open  route.  Now,  nobody 
can  have  any  doubt  that  that  was  a  perfectly  proper  and  necessary 
order  for  the  Director  at  once  to  issue  in  these  times  of  congestion, 
to  utilize  to  the  utmost,  without  regard  to  who  owned  it  or  to  route 
used,  the  highways  of  the  country,  to  move  the  traffic  of  the  coun- 
try; but  it  was  inconsistent  with  the  right  given  in  the  interstate 
commerce  act,  that  the  shipper  may  select  his  own  route.  You  will 
find  from  time  to  time  that  you  may  go  on  from  absolute  necessity 
disregarding  statutes  and  orders. 
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Senator  Cummins.  I  can  see  that  my  question,  however,  was  lim- 
ited to  the  matter  of  compensation  for  the  service.  In  other  words, 
the  rate  of  charge,  or  the  rates  for  transportation  both  of  persons 
and  property. 

Commissioner  Anderson.  There  again  you  strike  questions  of 
great  practical  difficulty.  Your  first  thought  is,  is  such  a  full  power 
given  to  the  President  to  be  exercised  of  necessity  through  delega- 
tion, but  you  are  going  to  trv  to  agree  upon,  and  if  you  do  not 
agree  the  court  is  going  to  fix,  a  flat  rental  that  the  taxpayers, 
through  the  Federal  Treasury,  have  cot  to  be  responsible  for  for 
the  use  of  these  properties.  Suppose  the  prices  of  coal,  steel,  labor, 
everything  used  on  these  railroads,  keep  going  up  and  up  and  up; 
the  President  is  responsible  for  the  financial  results,  as  between  the 
people  who  pay  taxes  directly  into  the  Federal  Treasury,  and  the 
carrier  ratepayers  (who  are  really  nothing  but  another  kind  of 
taxpayers).  Ought  the  power  which  is  responsible  for  the  financial 
results  to  have  to  try  out  before  another  tribunal,  not  sharing  in  that 
responsibility,  the  question  of  what  shall  be  charged  for  the  services 
that  he  is  bound  to  render?  Isn't  it  an  essential  part  of  the  exercise, 
the  efficient  exercise,  of  the  war  power  that  he  who  i£  responsible 
as  between  the  Federal  Treasury  and  the  carrier  systems  for  profits 
or  losses  shall  be  the  authority  to  fix  the  charges  for  the  services 
rendered  by  the  carrier  systems  ? 

I  have  gone  step  by  step  to  that  position.  I  think  I  drew  a  mem- 
orandum— it  is  immaterial  except  as  it  indicated  the  way  a  man's 
mind  works  on  this  problem,  when  he  is  dealing  with  these  tremen- 
dous questions — in  which  I  had  the  whole  power  of  the  Interstate 
Commerce  Commission  retained;  but  I  came  to  the  conclusion  it 
would  not  work. 

Senator  Cummins.  The  practical  effect  of  the  proclamation  and 
this  bill  in  one  instance,  would  be  this,  I  take  it:  Suppose  that  the 
38  systems  of  railways  in  official  classification  territory  should  file 
an  application  or  renew  their  applications  to  the  Interstate  Com- 
merce Commission  for  an  increase  in  rates.  The  commission  pro- 
ceeds under  the  law  and  holds  a  hearing,  and  after  full  examination 
it  denies  the  application  for  an  increase  in  the  rates.  The  very  next 
day  the  Director  General,  or  the  President,  through  the  Director 
General,  could  issue  an  order  that  the  application  for  the  increased 
rate  should  be  granted  without  any  hearing  whatever. 

Commissioner  Anderson.  I  think  that  is  so. 

Senator  Cummins.  It  simply  puts  out  of  commission  the  Interstate 
Commerce  Commission,  except  as  it  may  act  in  an  advisory  capacity, 

does  it  not? 

Commissioner  Anderson.  It  puts  a  large  part  of  the  machinery  of 
the  Interstate  Commerce  Commission  as  to  rate  making  to  one  side, 
pending  the  war  control.  Now,  let  me  illustrate  how  utterly  incon- 
sistent it  would  be  to  make  rates  on  the  basis  heretofore  used  in 
many  cases.  Under  the  long-and-short  haul  section  rulings  have 
been  made  and  sustained  by  the  Supreme  Court,  that  carriers  run- 
ning from  A  to  C  should  be  allowed  to  have  lower  rates  for  the  longer 
haul  than  for  the  shorter  haul  to  point  B,  in  order  to  meet  water 
competition  from  A  to  C.  It  has  been  claimed — I  do  not  state  it  as 
of  personal  knowledge — that  in  many  such  cases  rail  rates  have  been 
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made  so  low  as  to  kill  out  the  water  competition  and  leave  the  water 
routes  useless  for  commercial  purposes.  I  am  using  this  merely  for 
purposes  of  illustration.  I  have  been  on  the  commission  only  three 
months  and  I  am  not  as  conversant  with  many  of  the  cases  as  the 
older  members.  But  I  understand  that  in  many  cases  rates  have 
been  made  so  low  that  freight  is  carried  by  the  rail  carriers  over  the 
longer  distances  at  less  than  the  cost  of  1  he  service.  This  is  working 
an  injury  not  only  to  competitive  water  lines  and  to  the  rail  lines, 
but  also  to  the  intermediate  territory  which  has  been  thus  prevented 
from  building  up  as  it  would  under  normal  and  wholesome  condi- 
tions. 

Now  it  is  provided  in  this  bill  that  the  President  shall  not  only  use 
water  transportation  in  order  that  we  may  have  as  available  as  soon 
as  possible  steel  and  coal  and  other  materials  essential  to  the  mobili- 
zation of  our  forces  in  this  great  war,  but  the  bill  also  provides  that 
the  President  may  use  money  appropriated  from  the  public  treasury 
for  the  development  of  water  transportation  on  inland  and  coastwise 
waterways.  Is  it  conceivable  that  you  are  also  to  provide  that  there 
shall  be  competition  in  rates  between  the  rail  carriers  and  the  water 
carriers  that  you  are  financing  out  of  your  own  treasury  ?  Such  a 
proceeding  would  make  us  ridiculous.  Yet  this  is  simply  a  fair  illus- 
tration of  what  would  occur  if  rates  continued  to  be  made  by  the 
Interstate  Commerce  Commission  on  the  old  basis. 

Senator  Cummins.  Another  illustration  is  this:  That  while  here- 
tofore the  rates  for  the  transportation  of  freights  and  property  have 
been  required  to  be,  when  brought  before  the  commission,  fair  and 
reasonable  and  nondiscriminatory,  a  rate  having  due  relation  to  the 
value  of  the  property  which  renders  the  service,  hereafter  the  stand- 
ard will  be,  What  are  the  financial  necessities  of  the  Government? 
And  it  is  entirely  within  the  power  of  the  Director  General  to  raise 
aS  much  of  the  revenue  of  the  Government  as  he  desires  by  imposing 
increased  rates  on  shippers  rather  than  through  general  taxation. 

Commissioner  Anderson.  Well,  that  might  be  true,  but  the  rela- 
tions of  the  carriers  inter  sese,  so  far  as  their  capital  invested  is  con- 
cerned and  considered  as  a  basis  of  rate  making,  are,  as  you  suggest, 
entirely  changed.  Their  relations  to  each  other  in  the  use  of  joint 
facilities  and  of  terminal  facilities,  are  substantially  changed;  you 
can  not  make  rates  on  the  old  bases.  Indeed,  I  do  not  see  any  reason  why 
I  should  not  state  this.  Two  of  our  commissioners  have  been  allied 
to  prepare  a  memorandum  as  to  how  the  rate-making  problems  should 
be  dealth  with,  both  as  a  matter  of  law  and  a  sound  public  policy, 
under  the  new  status  created ;  I  suppose  they  are  now  working  on  it. 
But  the  tendency  of  further  and  more  adequate  analysis  of  the  prob- 
lems presented — of  the  necessary  results  of  unification  of  existing 
transportation  facilities  in  order  to  furnish  the  utmost  transportation 
service — combined  with  the  financial  responsibility  of  the  Nation, 
taken  in  connection  with  the  fact  that  prices  of  things  purchased 
have  been  rising  rapidly  and  may  fluctuate  tremendously — leads  to 
the  almost  inevitable  result  that  you  must  vest  in  the  general  Govern- 
ment power  of  rate  control;  whoever  is  responsible  for  financing 
must  have  the  rate-making  power. 

Now,  I  am  not  ready  to  admit  that  the  shippers  and  passengers 
are  not  still  entitled  to  nondiscriminatory  and  reasonable  rates.  I 
believe  they  are.    I  believe  it  would  be  a  breach  of  duty  if  the  Direc- 
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tor  General  used  the  power  which  I  am  inclined  to  think  you  must 
leave  in  him  in  order  to  make  effective  the  war  power  that  you  gave 
to  the  President — if  he  used  it  in  arbitrary  fashion.  Of  course  it 
will  not  be  possible  hereafter  to  give  reasonable  and  nondiscrimina- 
tory rates,  construing  w  reasonable"  and  "nondiscriminatory"  as 
they  have  hitherto  been  construced,  because  so-called  reasonable  and 
nondiscriminatory  rates  have  hitherto  taken  into  account  water  com- 
petition and  other  factors  incident  to  the  competitive  theory,  which 
must  hereafter  be  ignored  because  of  the  unified,  noncompetitive 
basis  upon  which  we  are  now  proceeding. 

Senator  Underwood.  The  standard  of  reasonableness  has  changed. 

Commissioner  Anderson.  The  standard  of  reasonableness  has 
changed,  the  standard  of  discrimination  has  changed. 

Senator  Poindexter.  I  call  your  attention  right  here  to  the  fact 
that  such  discrimination  has  been  maintained  hertofore  and  some 
time  ago  on  alleged  competition  of  shipping  rates  between  the  At- 
lantic ports  and  the  Pacific  ports.  Now,  for  a  period  of  2  years, 
due  to  the  war,  there  has  been  no  shipping  transportation  there, 
practically  speaking,  but  the  discrimination  has  still  continued. 

Commissioner  Anderson.  And  rates  still  stand.  There  is  some 
suggestion  that  the  rates  ought  to  be  changed. 

Senator  Poindexter.  They  have  been  changed  by  order  of  the 
commission. 

Commissioner  Anderson.  Has  that  order  been  made? 

Senator  Poindexter.  The  discrimination  still  continues.  There  is 
no  order  that  has  gone  into  effect  changing  that  discrimination,  and 
that  is  one  reason  why  I  do  not  look  with  any  very  great  apprehen- 
sion on  substituting  some  other  authority  for  the  time  being,  at  least, 
for  the  Interstate  Commerce  Commission. 

Commissioner  Anderson.  I  have  not  been  there  long  enough  so  as 
to  feel  very  tender  about  hints  of  that  sort. 

Senator  Poindexter.  Are  you  familiar  with  the  fact  that  the  Inter- 
state Commerce  Commission  made  an  order  such  as  that  referred  to 
here  just  now,  on  the  30th  of  last  June,  which  by  the  order  was  to  go 
into  effect  on  the  15th  of  October,  and  that  it  has  been  since  sus- 
pended and  has  not  yet  gone  into  effect? 

Commisisoner  Anderson.  I  do  not  know  the  exact  status,  but  I  did 
hear  some  discussion.  One  of  my  colleagues  apparently  agreed  with 
your  view,  that  the  cause  for  the  discrimination  having  ceased,  it 
should  be  ended.  Whether  it  was  one  of  the  matters  practically  ended 
and  determined  before  I  had  any  official  connection  there,  I  am  not 

!ositive.  There  is  a  report  still  pending  which  has  not  been  passed, 
hat  is  the  status  of  it. 

Senator  Underwood.  You  stated  that  the  President's  order,  acting 
under  the  authority  granted  by  Congress,  has  wiped  out  the  power 
of  the  Interstate  Commerce  Commission  and  invested  the  President 
with  the  power  to  make  interstate  rates.  Would  you  apply  that  to 
intrastate  rates  as  well  ? 

Commissioner  Anderson.  With  certain  possible  modifications ;  yes. 
The  war  power  goes  into  the  States ;  it  is  not  based  on  the  commerce 
clause,  it  is  based  on  the  war  power.  I  should  not  have  the  remotest 
doubt  that  rates  could  be  made  from  a  Virginia  coal  mine  to  a  Virginia 

fort,  whether  for  foreign  commerce  or  for  intrastate  commerce.  But 
think  that  more  discriminating  and  careful  study  will  have  to  be 
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given  as  to  the  exact  relations  that  some  of  those  intrastate  rates  bear 
to  the  war  power  than  arises  relative  to  the  relations  of  the  interstate 
rates,  which  are  under  the  commerce  clause,  always  within  your 
power. 

Senator  Underwood.  Here  is  the  point  I  had  in  mind :  Under  this 
order,  as  I  understand  it,  for  the  time  being  the  President  has 
adopted  all  existing  rates.  His  order  has  done  that.  In  other  words, 
if  he  has  the  power  to  establish  rates — and  I  am  inclined  to  think 
you  are  right  about  it,  I  have  not  reached  a  final  conclusion — he  is  by 
his  order  promulgating  the  continuance  of  present  rates  until  other 
orders  are  issued — has  established  a  system  of  rates.  Now,  having 
established  a  system  of  rates,  if  he  has  the  power  to  change  it,  and  in 
his  hands  got  the  power,  then  the  Interstate  or  State  Commissions 
have  power  to  change  the  rates  as  they  exist  to-day. 

Commisiscner  Anderson.  They  may  be  as  much  out  of  a  job  as 
some  of  the  Interstate  Commerce  Commissioners  seemed  to  think  wo 
are.  My  opinion  is  that  they  will  find  themselves  in  positions  of 
vastly  more  useful  functions,  just  as  we  are. 

Senator  Underwood.  But  your  opinion  is  that  power  has  passed 
away  from  them? 

Commissioner  Anderson.  I  do  not  think  they  can  make  rates 
which  will  cut  down  the  war  power  of  the  American  people. 

Senator  Underwood.  That  is  not  the  question.  I  really  want  to 
know,  as  a  matter  of  guidance,  your  opinion.  I  want  to  know 
whether  in  your  opinion  what  has  been  done  has  taken  away  from 
the  State  commissions  the  power  to  change  an  intrastate  rate  f 

Commissioner  Anderson.  You  want  an  answer  on  the  mere  tech- 
nical question,  or  an  answer  on  the  practical  question  ? 

Senator  Underwood.  To  the  existing  statute,  not  as  to  whether  it 
is  a  practical  proposition,  but  as  to  whether  if  a  body  of  citizens  ap- 
peared before  a  State  commission  and  asked  to  change  a  rate,  as  to 
whether  the  power  exists  any  longer  in  the  State  commission  to 
change  an  intrastate  rate? 

Commissioner  Anderson.  If  it  has  no  relation  to  any  order,  gen- 
eral or  special,  made  by  the  President  through  the  director  and 
affecting  any  of  the  systems  of  transportation  engaged  in  general 
transportation  taken  possession  or  control  of  by  the  President,  I 
answer,  yes.  But  I  repeat  what  I  said  a  moment  ago,  that  no  com- 
mission, interstate  or  intrastate,  can  cut  down  the  exercise  of  the  war 
power  that  you  have  granted  to  the  President  of  the  United  States. 

Senator  "Onderwood.  Unless  we  granted  him  more  than  we  could 
grant. 

Commissioner  Anderson.  Unless  you  granted  him  more  than  you 
could  grant,  and  I  do  not  know  as  that  is  possible. 

Senator  Underwood.  The  proposition  that  I  came  to  is  that  the 
President  has  exercised  his  power.  He  has  established  for  the  pres- 
ent, at  least,  all  existing  rates  by  his  order,  and  therefore  if  they 
attempted  to  change  them  they  would  be  going  contrary  to  the  orders 
issued  by  him. 

Commissioner  Anderson.  Well,  I  think  that  probably  the  safest 
practical  course  to  pursue  is  that  which  we  are  pursuing.  The  mat- 
ter is  being  given  very  careful  consideration,  both  in  its  technical 
aspects  and  in  its  practical  aspects,  and  I  do  not  think  there  will  be 
very  much  difference  of  opinion  among  us  in  facing  the  emergency 
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that  we  do  face.  The  only  thing  is  to  face  it,  to  utilize  what  we 
have,  and  to  disturb  as  little  as  possible.  That  is  what  we  have 
undertaken  to  do. 

Senator  Underwood.  I  want  to  know  what  the  status  is  after  the 
order  has  been  made? 

Commissioner  Anderson.  I  think  this  is  my  language  here : 

But  any  orders  *  *  *  made  by  such  director  shall  have  paramount 
authority  and  be  obeyed  as  such. 

Suppose  an  order  was  issued  and  a  road  said  it  would  not  obey 
that.  I  would  send  a  brigade  down  there  in  charge  of  a  general  and 
have  it  obeyed.  I  do  not  care  who  refuses  to  obey.  Let  it  be  obeyed 
or  enforced.     Such  is  the  war  power,  as  I  understand  it. 

Senator  Gore.  You  said  about  the  Congress  granting  more  power 
than  it  could.    The  power  to  make  a  rate  is  a  legislative  power. 

Commissioner  Anderson.  Yes. 

Senator  Gore.  It  is  also  a  general  principle  that  Congress  can  not 
delegate  its  power  to  legislate.  We  have  escaped  the  conclusion  that 
delegating  the  power  to  fix  rates  through  the  Interstate  Commerce 
Commission,  and  it  has  been  on  the  theory  we  lay  down  and  describe 
the  rules  in  accordance  with  which  rates  should  be  fixed,  and  saved 
our  faces  and  our  legislative  power,  and  avoided  an  unconstitutional 
exercise  of  power,  or  the  delegation  of  the  legislative  power  to  com- 
missioners in  that  way.  Could  we  delegate  to  the  President  the 
power  to  fix  the  rates,  confer  upon  him  a  legislative  power  to  fix 
rates  without  prescribing  the  way  that  the  power  should  be  exer- 
cised, and  if  we  did  would  we  not  be  subject  to  the  same  criticism? 

Commissioner  Anderson.  I  do  not  think  so.  I  think  the  power  to 
fix  rules  is  a  war  power  as  much  as  when  you  authorize  him  to  fix 
the  price  of  horses.  You  have  already  authorized  the  President  to 
fix  rates  in  the  transportation  system ;  and  for  steel  and  coal,  which 
go  into  the  costs  of  operation  of  the  railroads. 

Senator  Gore.  If  Congress  can  decide  that  it  is  an  appropriate  ex- 
ercise of  the  power  vested  in  the  President,  with  the  power  to  fix 
rates,  could  we  not  decide  that  an  appropriate  exercise  of  power  to 
the  Interstate  Commerce  Commission?  The  point  I  make  is  this: 
That  one  power  expressly  granted  to  Congress  is  a  plenary  as  an- 
other. The  power  to  Congress  is  as  plenary  and  comprehensive  as 
the  power  to  carry  on  the  war.  There  is  nothing  technical  about  the 
power  to  carry  on  the  war.  Congress  decides  what  acts  are  appro- 
priate and  incidental  to  the  war  power.  If  Congress  can  decide  the 
one  it  can  decide  the  other. 

Commissioner  Anderson.  Yes;  I  think  so.  I  speak  offhand.  I 
have  not  given  it  much  thought  and  therefore  think  my  opinion  en- 
titled to  no  great  weight.  In  a  time  of  peace  you  exercise  your  con- 
stitutional powers  to  make  rates  that  are  reasonable  and  just  by  dele- 
gating the  details  of  fixing  such  rates  to  Tom,  Dick  and  Harry ;  to  wit, 
ourselves,  the  Interstate  Commerce  Commission.  You  could  just  as 
well  delegate  it  to  the  President  as  to  Tom,  Dick,  and  Harry.  There 
is  no  constitutional  limitation  on  the  delegation  to  one  instead  of  to 
nine  or  seven. 

Of  course,  the  commerce  regulating  power  and  the  war  power  and 
all  other  powers  rest  on  the  Constitution  and  when  there  is  a  con- 
flict between  the  war  power  and  other  powers  my  offhand  view  is 
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that  the  other  powers  must  give  way  to  the  war  power.  I  think 
the  Supreme  Court  will  so  hold — that  the  war  power  is  paramount 
to  any  and  all  other  powers  with  which  it  comes  into  apparent  con- 
flict. The  power  to  make  war  rests  upon  the  right  or  the  Nation 
to  live.  It  is  a  right  paramount  to  all  other  rights.  It  is  a  right  to 
be  enforced  by  a  power  limited  by  no  inconsistent  power. 

Senator  Poin dexter.  It  is  a  good  deal  like  the  old  saying  that 
preservation  is  the  first  law  of  nature. 

Commissioner  Anderson.  Perhaps  the  most  important  power 
granted  by  our  Constitution  is  the  power  to  declare  war  and  to  raise 
armies  and  navies  and  use  them  in  a  fight  for  national  life.  When, 
in  the  exercise  of  that  war  power,  you  have  provided  that  the  Presi- 
dent may  take  over  the  transportation  systems  for  the  purpose  of  mo- 
bilizing the  resources  of  the  country  and  preserving  its  life,  that 
power  has  precedence  over  any  previous  grants  to  the  Interstate 
Commerce  Commission  and  is  paramount  to  the  exercise  of  any  pow- 
er to  any  State  or  any  commission  existing  under  any  State  law  in- 
consistent with  the  just  and  proper  exercise  of  the  national  war 
power. 

Senator  Gore.  There  is  one  express  power  just  as  plenary  as  an- 
other. If  you  grant  the  power  to  the  President  to  fix  rates  in  time 
of  war,  the  war  power,  without  any  rule  to  govern,  then  you  could 
declare  if  the  judgment  of  Congress  was  conclusive  and  does  this, 
that  is  a  point  of  the  exercise  of  the  power,  and  Congress  could  in 
time  of  peace  grant  the  President  power  to  fix  rates  in  time  of  peace. 

Commissioner  Anderson.  I  do  not  think  that  would  follow. 

Senator  Gore.  Just  as  the  Interstate  Commerce  Commission  does. 

Commissioner  Anderson.  I  would  not  go  that  far.  I  would  think 
in  time  of  peace  you  might  delegate  to  the  President  as  well  as  to 
the  Interstate  Commerce  Commission  the  power  to  fix  rates  which 
are  reasonable,  just,  and  nondiscriminatory;  because  that  is  not  a 
delegation  of  the  legislative  power  in  essence.  But  you  can  not  grant 
the  President  the  power  to  fix  any  kind  of  rates,  discriminatory  or 
nondiscriminatory,  provided  that  they  are  for  the  war  interest  of 
the  United  States.  I  think  you  can  not  move  steel  or  coal  to  the 
water  front  without  paying  for  it  if  it  is  moved  by  private  carriers. 

Senator  Cummins.  Why  not? 

Commissioner  Anderson.  Except  in  the  form  of  taxation. 

Senator  Cummins.  Can  we  not,  if  the  war  power  supersedes  all 
ether  powers  of  the  Constitution? 

Commissioner  Anderson.  I  never  said  that,  Senator. 

Senator  Cummins.  You  said  it  supersedes  the  power  given  to 
regulate  commerce. 

Commissioner  Anderson.  No;  I  did  not  quite  say  that  I  said 
where  the  two  were  inconsistent. 

Senator  Cummins.  Why  can't  we  take  property  bjT  paying  ju-t 
compensation? 

Commissioner  Anderson.  My  position  is  that  the  war  power— I 
do  not  think  mv  judgment  is  entitled  to  much  weight  with  you  Sena- 
tors who  have  been  thinking  as  legislators  on  this  point — that  where 
you  have  different  powers,  given  by  the  Constitution  to  Congress  and 
to  the  President,  and  there  is  an  arguable  conflict  between  them— as, 
for  instance,  the  right  to  a  nondiscriminatory  rate  or  in  the  making 
of  any  rates — that  you  must  reconcile  that  conflict  by  saying,  "  The 
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war  power  is  paramount."  But  it  does  not  follow,  I  think,  that  you 
can  discriminate  between  citizens  by  taking  A's  property  without 
compensation  and  paying  B  for  his ;  because  there  is  no  such  conflict 
in  that  field.    That  is  taxation. 

Senator  Gore.  Was  your  remark  a  few  minutes  ago  that  your 
power  to  fix  rates  was  virtually  the  power  to  tax  shippers,  and  this 
was  virtually  a  delegation  of  the  taxing  power  to  the  President  with- 
out prescribing  the  rules  by  which  it  could  be  exercised? 

Commissioner  Anderson.  I  think  there  is  some  force  in  that,  that 
it  is  a  power  to  tax.  I  frequently  use  the  word  "  taxation  "  in  refer- 
ring to  carrier  rates;  I  do  not  think  it  is  inapplicable,  although  it 
has  not  an  exact  applicability. 

Senator  Gore.  There  is  a  very  strong  analogy. 

Commissioner  Anderson.  It  is  a  very  strong  analogy;  it  is  com- 
pulsory payment  for  something  we  have  absolutely  got  to  have. 

Senator  Cummins.  Do  you  think  we  can  levy  a  direct  tax  without 
apportionment  among  the  States? 

Commissioner  Anderson.  Under  the  war  power? 

Senator  Cummins.  Yes,  any  power  we  have  got.    We  are  in  war. 

Commissioner  Anderson.  Well,  I  do  not  think  you  can  be  let  into 
prohibited  domains  and  kinds  of  taxation  by  being  in  war.  You  have 
the  income  tax  power  now. 

Senator  Cummins.  We  have  the  income  tax  power  now,  yes,  but 
the  Constitution  still  says  that  all  direct  taxes  must  be  apportioned 
among  the  States  according  to  their  population,  and  I  think  it  is  the 
general  opinion  anyhow  that  even  if  you  thought  it  necessary  to  raise 
money  for  the  war  that  we  could  not  violate  that  provision  of  the 
Constitution. 

Commissioner  Anderson.  I  should  agree  to  that. 

Senator  Cummins.  And  therefore  the  war  power  is  not  all-com- 
prehending and  embracing.  There  are  things  in  the  Constitution 
that  we  are  forbidden  to  do,  even  if  we  find  it  necessary  to  do  them. 

Commissioner  Anderson.  Well,  I  think  it  rather  comes  back  to  the 
proposition  that  where  conflict  arises,  war  power  prevents.  You  re- 
member that  leading  case  after  the  civil  war,  the  name  of  which  I 
forget  for  the  moment,  where  the  man  from  Indiana  was  sentenced 
to  be  hung. 

Senator  Cummins.  The  Milligan  case. 

Commissioner  Anderson.  He  did  not  like  it,  and  applied  to  the 
courts  for  a  writ  of  habeas  corpus.  The  Supreme  Court  there  laid 
down  the  general  principles  that  when  the  courts  were  in  session  they 
would  not  let  the  war  power  prevail.  That  is  the  gist.  But  we  are 
pretty  far  afield.  The  main  things  I  say  on  that  point  are  these: 
That  when  the  war  power  is  inconsistent  with  the  commerce  clause, 
the  commerce  clause  must  give  way.  I  do  not  see  that  there  is  any 
inconsistency  between  the  way  taxation  shall  be  apportioned  among 
the  people  of  the  United  States  and  on  the  various  industries  of  the 
United  States,  in  peace  and  in  war.  When  you  increase,  as  you  do, 
enormously  the  amount  of  taxation,  I  do  not  see  that  there  is  any 
war  necessity  of  encroaching  upon  the  prohibitions  incident  to  the 
taxing  power;  I  therefore  see  no  analogy  between  what  I  say  as  to 
the  commerce  power  and  what  is  suggested  as  to  the  tax  power. 
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Senator  Poindexter.  It  is  largely  an  academic  question,  is  it  not; 
there  is  no  conflict  over  the  question  of  whether  rates  are  reasonable 
or  discriminatory? 

Commissioner  Anderson.  I  think  it  is  an  academic  question;  I 
know  it  is  the  attitude  of  the  Director  General  that  he  is  going  to 
keep  all  existing  machinery  that  he  can  without  failing  to  do  his 
duty ;  to  utilize  to  the  utmost  the  existing  available  machinery.  That 
policy  is  indicated,  you  may  say,  in  every  line  of  the  proclamation 
and  in  every  line  of  the  bill — no  more  disturbance  and  change  than 
is  necessary. 

Senator  Poindexter.  It  seems  to  me  the  distinction  on  this  ques- 
tion is  as  to  the  interstate  commerce  power.  The  war  power  is  exer- 
cised when  we  take  over  the  railroads,  and  after  we  take  them  over  it 
is  a  Government  railroad,  and  the  Government  can  run  its  railroad 
on  such  terms  as  it  sees  fit  and  proper.  The  limitations  of  the  com- 
merce clause  do  not  apply  to  government-owned  roads,  as  they  would 
apply  to  the  private-owned  road. 

Commissioner  Anderson.  That  is  a  good  way  to  look  at  it,  and  I 
do  not  know  that  it  is  not  the  best  answer  to  the  questions ;  but  there 
ought  to  be  as  little  disturbance  of  the  rates  and  routes  of  shipment, 
that  shippers  have  been  accustomed,  as  possible. 

Senator  Underwood.  Undoubtedly. 

Commissioner  Anderson.  And  we  ought  to  have  freight  billed,  as 
in  the  past ;  and  the  rights  of  shipper  as  against  shipper  should  re- 
main undisturbed,  except  as  your  war  power  may  require  change. 

Senator  Robinson.  Mr.  Chairman,  I  call  your  attention  to  the 
fact  that  the  hour  of  adjournment  has  arrived.  I  would  like  to  ad- 
journ to  Monday.  I  make  the  motion  that  the  committee  adjourn 
until  10  o'clock  Monday  morning. 

The  Chairman.  Before  that  motion  is  put,  I  would  like  to  state  to 
Mr.  Anderson  that  we  would  expect  him  to  continue  his  testimony 
at  such  time  as  the  committee  does  agree  to  reconvene.  The  motion 
is  that  we  adjourn  to  meet  Monday  morning. 

(The  motion  was  seconded  and  carried.) 

(Thereupon,  at  5  o'clock  p.  m.,  the  committee  adjourned  to  meet 
Monday,  January  14, 1917,  at  10  o'clock  a.  m. 
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MONDAY,  JANUARY  14,  1018. 

United  States  Senate, 
Committee  on  Interstate  Commerce, 

Washington,  D.  C. 

The  committee  met,  pursuant  to  adjournment,  at  10.30  o'clock 
a.  m.,  Senator  Ellison  D.  Smith  (chairman)  presiding. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Ander- 
son, you  were  proceeding  when  we  adjourned  over  until  to-day,  on 
the  discussion  of  the  sections  of  the  bill.    You  can  now  proceed. 

STATEMENT  OF  COMMISSIONER  GEORGE  W.  ANDERSON— Resumed. 

Commissioner  Anderson.  Mr.  Chairman,  I  think  I  had  gone 
through  11  sections  of  the  bill,  explaining  in  a  general  way — and  I 
regret  to  say  from  the  results  of  what  I  said  in  a  very  inadequate 
way— the  meaning  or  intended  meaning  of  the  sections. 

Mention  12  would  seem  to  speak  for  itself.  It  is  rather  a  stereo- 
typed penalty  section,  providing  for  prosecutions  as  misdemeanors, 
of  offenses  arising  under  this  act,  the  act  of  August,  or  any  orders 
made  under  either  act,  and  the  prosecutions  are  remitted  to  the 
Department  of  Justice  as  in  the  usual  course.  I  see  nothing  that  I 
can  add  to  what  the  section  fairly  imports. 

Senator  Cummins.  Before  you  pass  to  section  13  I  have  a  few 
questions  about  section  12.  I  call  your  attention  to  the  language  in 
lines  10,  11,  12,  and  13,  especially: 

Or  other  persons  who  shall  knowingly  violate  or  fail  to  observe  any  of  the 
]>?-o visions  of  this  act,  or  shall  knowingly  interfere  with  or  impede  the  posses- 
sion, use.  operation,  or  control  of  any  railroad  property,  railroad,  or  transporta- 
tion facility  hitherto  or  hereafter  taken  over  by  the  President     *     *     *. 

Will  that  cover  the  failure  or  refusal  of  any  particular  employee, 
whether  he  be  of  high  or  low  degree,  to  remain  with  the  property 
and  continue  to  work  upon  it? 

Commissioner  Anderson.  In  my  opinion,  no.  I  do  not  think  it 
affects  the  rights  of  employees  to  leave  the  employment. 

Senator  Cummins.  But  do  you  suppose  if  a  general  manager  of  a 
railway,  who  is  very  familiar  with  all  its  operations,  and  the  direc- 
tor general  desires  him  to  continue  and  he  desires  to  quit,  and  he 
<iuits,  does  he  become  a  criminal  ? 

Commissioner  Anderson.  I  think  not.  There  is  no  such  purpose 
in  the  minds  of  those  who  drafted  that  provision  in  the  section.  I 
think  there  is  nothing  directly  or  indirectly  involved  of  industrial 
conscription  in  this  section,  Senator. 
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Senator  Cummins.  Or  take  the  further  case :  Suppose  that  a  body 
of  employees  desire  to  quit  in  concert  or  indulge  in  what  is  ordinarily 
known  as  a  strike;  would  they  become  criminals? 

Commissioner  Anderson.  Under  this  section? 

Senator  Cummins.  Under  this  section. 

Commissioner  Anderson.  In  my  opinion,  no.  I  have  not  intended 
to  undertake  to  deal  with  that  question  that  }*ou  have  dealt  with,  or 
consider  it,  in  connection  with  the  Adamson  law,  or  to  make  any 
suggestions  to  the  Congress  as  to  how  it  should  deal  with  that  im- 
portant problem  of  the  relations  of  transportation  companies  to  their 
employees,  collectively  or  individually.  There  is  nothing  in  here 
which  is  intended  to  deal  with  that  problem.  Of  course,  if  any 
striking  employees  should  be  guilty  of  acts  of  violence,  such  as  the 
stopping  of  trains,  they  would  be  liable  just  as  any  mob  picked  up 
on  the  street  might  be  liable  under  this  section. 

Senator  Cummins.  Of  course,  we  already  have  statutes  that  would 
make  them  liable  to  criminal  prosecution  in  that  event,  but  I  think 
the  language  that  we  have  employed  here,  or  that  this  bill  employs. 
is  a  little  broader  than  that  which  has  heretofore  been  used  to  pre- 
vent the  physical  interference  with  the  movement  of  trains,  and  I 
was  not  certain  whether  those  who  drew  the  bill  had  in  mind  an  ex- 
tension of  the  criminal  liability  or  not. 

Commissioner  Anderson.  I  may  say,  broadly,  that  it  was  our  pur- 
pose and  desire  in  drafting  this  act  to  deal  only  with  essentials,  and 
as  far  as  possible  with  noncontroversial  essentials,  in  the  way  of 
supplementary  legislation  to  that  which  you  enacted  in  August,  1916. 
granting  power  to  the  President  which  has  now  been  exercised.  We 
had  no  purpose  or  intent  of  asking  you  in  and  through  this  bill  to 
deal,  either  directly  or  indirectly,  with  the  problem  of  industrial 
conscription  which  has  been  raised  in  some  quarters,  and  if  we  have 
any  language  in  here  which  raises  a  doubt  on  that  problem  it  ought 
to  be  changed. 

Senator  Kellogg.  I  would  like  to  ask  one  question  in  relation  to 
section  12:  It  provides  any  person  who  shall  violate  the  provisions 
of  any  order  or  regulation  made  in  pursuance  of  this  act  or  of  any 
other  act  concerning  such  possession,  use,  operation,  or  control  shall 
be  guilty  of  a  misdemeanor.  Do  you  mean  to  make  the  orders  of  the 
Director  General  statutes  of  the  United  States  and  any  violation  of 
them  criminal  offenses  and  indictable  ? 

Commissioner  Anderson.  I  think  orders  made  under  the  power 
granted  by  Congress  with  relation  to  the  handling  of  this  property. 

Senator  Kellogg.  Suppose  he  makes  an  order  fixing  rates,  and  the 
shippers  object  to  it  and  think  they  have  a  right  to  a  hearing  before 
somebdy;  or  he  makes  all  sorts  of  orders.  Do  you  mean  to  say  a 
violation  of  them  is  a  criminal  offense? 

Commissioner  Anderson.  Well,  a  violation  is  one  thing  and  an 
appeal  to  a  court  as  to  the  validity  of  the  order  is  quite  another 
thing. 

Senator  Kellogg.  Would  a  man  be  subject  to  indictment  for  vio- 
lating any  order  made  by  the  Director  General  of  Railroads? 

Commissioner  Anderson.  No;  unless  it  was  a  valid  order.  If  it 
were  a  valid  order,  it  would  be  in  the  nature  of  an  ordinance,  just  as 
I  think  it  arises  under  the  interstate-commerce  act  n«w,  that  if  orders 
made  by  our  commission,  under  the  power  delegated  by  Congress,  are 
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disregarded  would  be  ground,  as  I  recall  it — I  speak  with  a  little 
doubt — of  criminal  prosecution,  Senator. 

Senator  Kellogg.  We  have  so  many  criminal  laws  now  that  a  man 
would  have  to  have  a  couple  of  lawyers  with  him  all  the  time  to  see 
whether  he  obeys  them  or  not. 

Commissioner  Anderson.  That  is  quite  right. 

Senator  Kellogg.  I  am  not  in  favor  of  extending  it  to  all  kinds  of 
orders  in  the  countrv,  that  is  all. 

Commissioner  Anderson.  Do  you  think  that  is  too  broadly  drawn  I 

Senator  Kellogg.  Well,  it  would  look  so  to  me. 

Commissioner  Anderson.  If  it  can  be  made  narrower  and  be  made 
effective  as  fitting  into  the  orderly  processes  of  the  court,  under  the 
Department  of  Justice,  offenses  that  ought  to  be  put  there,  why,  it 
will  be  entirely  satisfactory  to  us.  I  have  as  little  toleration  of  too 
widely  extended  power,  particularly  in  the  criminal  domain,  as  any- 
one that  ever  practiced  law. 

Senator  Town  send.  Do  I  understand  you,  Mr.  Anderson — and  I 
think  I  do — that  this  bill  is  not  intended  by  its  draftsmen,  at  leasts 
to  keep  the  roads  open  in  this  war  emergency  as  against  strikes '( 

Commissioner  Anderson.  It  is  not  intended  to  give  any  new  and 
express  power  with  relation  to  dealing  with  strikes. 

Senator  Townsend.  Why  ought  it  not  to  do  that? 

Commissioner  Anderson.  I  do  not  think  my  opinion  on  that  point 
is  entitled  to  much  weight.  I  thought  about  it.  I  have  not  thought 
far  enough  through  it  so  that  I  regard  any  present  judgment  of 
mine  of  any  substantial  value  to  your  committee.  I  recognize  the 
difficulty  and  importance  of  the  problem.  Whether  you  ougttt  to 
undertake  to  deal  with  it  in  this  legislation,  the  main  function  of 
which  is  almost  entirely  financial,  I  doubt. 

Senator  Townsend.  Is  it  not  possible  to  conceive — reasonably  to 
conceive — that  this  whole  power  that  we  are  granting  to  the  Govern- 
ment may  be  absolutely  nullified  by  a  combination  either  of  operators 
or  employees — which  is  a  term  so  used — to  prevent  their  operation  ? 

Commissioner  Anderson.  You  ask  me  there  to  venture  an  opinion 
as  to  whether  the  carrier  employees  are  in  time  of  war  to  be  possibly 
considered  as  holding  up  the  war  power  of  the  United  States.  I  do 
not  believe  they  would  change,  but  I  think  I  am  willing  to  express 
myself  a  little  more  positively  on  this  point.  The  main  function 
of  this  bill,  as  I  said,  is  to  provide  the  necessary  financial  supple- 
mentations with  the  broad  grant  of  power  of  August,  1916.  It  is 
highly  desirable  that  the  owners  of  the  securities  of  the  properties 
should  know  as  soon  as  may  be  just  what  their  rights  are  to  be  and 
that,  generally,  financial  conditions  should,  as  soon  as  possible,  be  sta- 
bilized. I  do  not  know  when  we  are  going  to  have  another  Liberty 
loan.  Those  of  us  that  worked  on  this  problem  were  of  the  opinion 
that  we  ought  to  suggest  to  Congress  just  as  little  legislation  as 
seemed  absolutely  essential  to  deal  with  present  obvious  public  needs, 
and  I  threw  into  the  wastebasket  reams  of  sections,  so  to  speak,  that 
were  suggested  as  possible  addenda  to  the  powers  here  and  cut  out 
everything  which  did  not  seem  to  be  absolutely  essential  for  a  proper 
dealing  with  that  financial  problem. 

Senator  Townsend.  I  see  your  viewpoint  all  right,  but  I  confess 
that  I  have  read  section  12  a  number  of  times  and  I  got  quite  a 
different  idea  from  it — quite  a  different  idea  from  the  one  that  you 
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have  suggested.  I  supposed  that  that  was  intended  to  include, 
among  other  things,  a  power  which  could  under  all  circumstances 
operate  the  railroads. 

Mr.  Cummins.  Mr.  Anderson,  this  bill  declares  that  whoever 
impedes  the  use  or  the  operation  of  the  railroad  property  becomes 
liable  to  the  penalties  that  are  provided  in  the  section.  Now.  as  1 
recall  it,  those  words  have  never  before  been  used  in  legislation  which 
was  intended  to  preserve  the  freedom  of  operation.  I  may  be  wrong 
about  that.  And  I,  like  the  Senator  from  Michigan,  assumed  that 
in  using  those  words  you  intended  to  go  further  in  that  regard  than 
Congress  has  ever  gone  before. 

Commissioner  Anderson.  No,  sir.  I  did  not  intend,  and  I  repeat 
what  I  have  already  said,  that  in  any  draft  that  I  have  had  to  do 
with,  to  undertake  to  make  suggestions  to  Congress  on  any  matter 
affecting  the  right  of  employees  to  strike,  or  the  so-called  problem 
of  industrial  conscription;  and  if  any  language  in  here  is  broad 
enough  to  involve  that  interpretation,  I  think  it  should  be  changed. 
I  think  that  problem  is  a  separate  problem,  certain  to  involve  Con- 
gress in  a  very  considerable  and  perhaps  a  passionate  discussion— 
one  that  ought  not,  as  I  see  it,  to  be  mingled  with  this  essentially 
financial  question  here  undertaken  to  be  dealt  with. 

Senator  Kellogg.  What  was  it  that  was  intended  to  be  dealt  with! 

Commissioner  Anderson.  It  simply  intended  to  turn  over  to  the 
Department  of  Justice  the  orderly  prosecution  of  offenses  arising 
out  of  disregard  either  of  the  act  of  the  Congress  or  of  the  valid 
orders  made  under  an  act  of  Congress. 

Senator  Kellogg.  Would  you  say  "  knowingly  impede  or  interfere 
with  the  use,  possession,  operation,  and  control "  ?  What  kind  of 
interferences  would  be  prosecuted  under  that? 

Commissioner  Anderson.  A  very  large  number.  Suppose  there 
was  an  outside  mob  or  that  somebody  took  some  of  your  cars  away. 
Suppose  they  refused  to  obey  and  used  a  car  or  a  train  or  a  portion 
of  the  transportation  facilities  for  one  purpose  uttterly  inconsistent 
with  the  orders  of  the  Government,  it  would  be  a  criminal  offense. 

Senator  Kellogg.  Well,  outside  mobs  interfering  with  railroad 
transportation  is  very  rare,  is  it  not?  Did  you  ever  hear  of  one. 
except  a  strike? 

Commissioner  Anderson.  Why,  there  are  very  frequent  interfer 
ences  with  transportation;  yes,  and  offenses  all  the  time  of  putting 
things  on  the  tracks.  We  had  a  good  deal  of  that.  There  was  a  case 
I  had  to  deal  with — I  think  growing  ouUof  the  war — which  was  an 
attempt  by  a  German  to  blow  up  a  bridge. 

Senator  Kellogg.  You  do  not  need  any  additional  statute  to  cover 
that,  do  you  ? 

Senator  Poindexter.  Those  statutes  cover  all  the  offenses  now. 

Commissioner  Anderson.  Would  they  ? 

Senator  Kellogg.  Do  you  mean  this  railroad  is  absolutely  taken 
out,  and  all  its  operations,  from  all  statutes  of  the  United  States? 

Commissioner  Anderson.  No;  but  I  do  not  think  you  ought  to  run 
any  risk  on  that.  We  have  a  new  status.  You  authorized  the  Govern- 
ment, or  the  President,  to  take  possession,  control  of,  and  to  utife 
the  transportation  system. 

Senator  Kellogg.  And  the  Federal  statutes  against  destruction  of 
property  apply. 
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Commissioner  Anderson.  Many  of  them  would. 

Senator  Kellogg.  It  is  putting  the  railroads  in  a  domain  I  am  not 
familiar  with. 

Commissioner  Anderson.  None  of  us  are. 

Senator  Poindexter.  Senator  Kellogg^  suppose  the  Director  of  the 
Railroads  should  order  a  passenger  tram  laid  off  in  order  to  make 
way  for  freight,  and  the  railroad  employees  should  disregard  that 
order  and  run  the  passenger  train.  What  penalty  would  there  be,  or 
what  redress? 

Senator  Townsend.  Suppose  such  a  crew  should  refuse  to  run  now 
or  should  insist  upon  running  when  their  managers  say  they  should 
uot,  and  say,  "  This  must  be  held  on  a  siding  "  for  such  and  such  a 
train.    What  do  thev  do  now? 

Senator  Poindexter.  I  do  not  know  what  they  do  now ;  but  there 
ought  to  be,  it  seems  to  me.  some  express  statutory  penalty  or  au- 
thority to  penalize  in  some  way,  and  I  understand  that  is  the  purpose 
of  this  provision. 

Commissioner  Anderson.  It  was  an  omnibus  to  put  within  the  do- 
main of  the  criminal  law,  enforced  by  the  Department  of  Justice, 
offenses  against  the  existing  act  and  this  act  and  valid  orders  made 
thereunder.  Now,  if  it  is  not  adequate  to  meet  that  general  purpose, 
or  if  it  is  drawn  so  broadly  as  to  go  beyond  that  purpose,  it  should 
be  revised;  but  those  are  the  purposes,  and  so,  speaking  for  myself 
and  for  those  with  whom  I  worked  on  that  section,  those  were  the 
only  purposes.  You  will  observe,  gentlemen,  that  over  on  the  top  of 
page  9  the  criminal  statutes  of  the  United  States,  as  well  as  the  crimi- 
nal statutes  of  the  various  States,  shall  apply  upon  the  theory  that 
the  money  which  comes  into  the  treasuries  of  the  various  corporations 
may  be  held  as  a  matter  of  law  to  be  the  money  of  the  United  States. 
That  seems  to  be  the  weight  of  legal  opinion  of  those  who  thought 
most  of  that  problem.  If  that  be  the  result  of  the  status  already 
created,  it  is  not  safe,  as  we  thought,  to  leave  this  statute  unbut- 
tressed  by  a  new  penalty  provision  on  the  theory  that  the  acts  hitherto 
enacted  for  the  purpose  of  protecting  separate  corporations  against 
embezzlements  and  interferences  and  stealings  of  that  property  were 
adequate. 

Senator  Kellogg.  You  understand  that  all  money  paid  into  the 
railroads  now  under  this  management  for  freight  rates  is  the  money 
of  the  United  States  ? 

Commissioner  Anderson.  Yes. 

Senator  Kellogg.  How  are  you  going  to  get  it  out  of  the  Treasury, 
then? 

Commissioner  Anderson.  Of  the  corporations? 

Senator  Kellogg.  No  ;  out  of  the  Treasury  of  the  United  States. 

Commissioner  Anderson.  It  does  not  go  in  there. 

Senator  Kellogg.  Where  does  it  go? 

Commissioner  Anderson.  It  goes  into  the  treasuries  of  the  various 
corporations;  and  under  the  proclamation  now  outstanding  and 
under  this  bill,  if  you  make  it  a  law,  the  United  States  Government 
will  continue  to  use  the  existing  machinery  of  the  various  corpora- 
tions in  the  manner  here  indicated,  and  there  is  no  practical  way 
that  we  can  see  to  work  it  out. 

Senator  Kellogg.  I  do  not  think  there  is  myself. 
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Senator  Gore.  If  it  ever  becomes  the  money  of  the  United  States, 
it  can  only  be  taken  out  upon  the  act  of  Congress.  I  suppose  that  i> 
what  the  Senator  had  in  mind.  I  would  like  to  hear  you  touch  on 
that. 

Commissioner  Anderson.  You  have  reference,  I  suppose,  to  the 
fact  that  there  is  outstanding  a  general  statute  which  provides  that 
all  moneys  belonging  to  the  United  States  shall  be  turned  into  the 
Treasury  of  the  United  States  and  taken  out  only  in  accordance  with 
the  general  laws  applicable  thereto. 

Senator  Gore.  Yes.  I  believe  there  is  a  provision  of  the  Consti- 
tution that  corporation  money  shall  be  laid  out  by  Congress  and 
withdrawn  from  the  Treasury  only  by  an  act  of  Congress. 

Senator  Cummins.  This  bill  makes  other  provisions  for  that 
money. 

Commissioner  Anderson.  Exactly. 

Senator  Gore.  I  was  wondering  whether  you  met  that  situation. 

Commissioner  Anderson.  We  met  that  situation,  and  it  was  dis- 
cussed by  a  good  many  lawyers.    I  participated  in  the  discussions. 

Senator  Kellogg.  What  provision  do  you  refer  to,  Senator? 

Senator  Cummins.  The  provision  of  the  bill  that  the  money  shall 
remain  with  the  carriers  and  only  the  balances  shall  be  paid  over. 

Commissioner  Anderson.  That  is  the  implication,  and  the  neces- 
sary implication,  of  the  bill,  Senator,  just  as  it  was  the  only  possible 
way,  considering  what  could  be  done  under  the  power  of  August. 
1916,  without  any  more  legislation,  that  we  could  see  it  was  possible 
for  the  President  to  exercise  within  the  realm  of  practical  business 
sence  the  powers  that  Congress  has  delegated  to  him. 

Senator  Gore.  But,  Senator  Cummins,  the  expenditure  of  money 
in  the  way  of  wages  and  salaries,  that  would  have  to  be  expressly 
authorized  by  Congress  if  it  becomes  the  money  of  the  United  States. 

Senator  Cummins.  I  do  not  know  whether  there  is  an  express  con- 
stiutional  provision  that  requires  all  money  belonging  to  the  United 
States  to  be  paid  into  the  United  States  Treasury. 

Senator  Gore.  Is  it  not  constructively  in  the  Treasury  if  it  is  the 
money  of  the  United  States? 

Senator  Cummins.  I  myself  do  not  see  anything  inconsistent  in 
the  title  of  the  United  States  to  the  money  as  it  goes  into  the  hands 
of  the  carrier  companies  from  day  to  day  and  the  provision  that  an 
accounting  shall  be  had  and  only  the  balances  paid  over  into  the 
Treasury.  But  I  will  come  back  to  the  other  point,  because  it  is  a 
very  interesting  point. 

Do  you  believe,  Mr.  Anderson,  that  if  heretofore  Congress  had 
passed  an  act  declaring  that  any  person  who  impedes  the  use  or 
operation  of  railroad  property  would  be  liable  to  criminal  prosecu- 
tion that  a  strike  would  be  lawful,  or  would  have  been  lawful,  because 
the  very  purpose  of  a  strike  is  to  impede  the  use  of  property? 

Commissioner  Anderson.  I  do  not  believe  you  can  answer  that  ques- 
tion flatly  yes  or  no.  You  have  got,  in  dealing  with  the  problem  of 
apparently  conflicting  rights,  to  consider  a  good  many  things  besides 
the  mere  words  of  one  statute.  You  have  got  to  consider  which, 
among  other  things,  was  the  statute  first  enacted.  You  have  got  to 
consider  the  general  purposes  of  the  legislation.  If  the  general  policy 
of  the  law  recognizes  strikes  as  a  proper  economic  weapon,  the  wage 
earners  use  it  in  their  contests  for  higher  wages,  and  if  there  is  noth- 
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ing  in  the  law  except  a  general  enactment  against  the  impeding  of  the 
transportation  systems  you  would  be  rather  slow  to  say  that  by  using 
that  one  word  in  a  statute  of  general  criminal  application  you  would 
deprive  wage  earners  of  a  generally  recognized  legal  weapon  in  their 
contests  for  higher  wages. 

Senator  Gore.  Might  not  the  word  "  forcibly  "  be  put  in  there  ? 

Commissioner  Anderson.  Perhaps  you  might  put  that  in,  the  words 
4fc  forcibly  impede." 

Senator  Cummins.  Heretofore  Congress,  wisely  or  unwisely,  in 
legislating  on  this  subject^  has  been  verv  careful  to  restrict  its  pro- 
hibitions or  penalties  to  interferences  oy  force  or  intimidation  or 
threats  or  acts  of  that  general  nature,  but  we  have  never  gone  to  the 
extent  of  declaring  it  to  be  unlawful  to  impede  the  operation  of  prop- 
erty, however  wise  it  may  have  been.  I  express  no  opinion  about  that, 
and  I  think  it  is  the  general  notion  throughout  the  country  that  this 
section  of  the  law  was  intended  to  go  further. 

Commissioner  Anderson.  Let  me  make  it  clear,  Mr.  Chairman — 
perhaps  repeating  myself — that  there  are  two  tremendous  problems 
with  which  you  and  Congress  may  have  to  deal,  which  1  have  not 
undertaken  to  touch  in  the  draft  I  have  submitted  here.  One  is  the 
question  as  to  whether  the  right  to  strike  should  accrue  to  the  em- 
ployees of  interstate  carriers  or  those  engaged  in  interstate  carriage, 
whether  under  national  control  or  under  private  corporation  control, 
as  it  accrues  to  the  employees  of  ordinary  private  industrial  concerns. 
That  problem  was  somewhat  discussed  at  the  time  of  the  Adamson 
legislation.  I  have  not  intended  to  touch  it  here.  The  other  is  the 
war  problem  of  industrial  conscription,  raising  the  question  as  to 
whether  the  same  power  that  takes  our  toys  and  puts  them  into  the 
trenches  in  France  may  not  take  the  other  boys  who  are  not  fit  to  go 
into  the  trenches  in  France,  or  ourselves,  the  old  men,  and  put  them 
into  the  munitions  factories  of  the  country,  in  the  mobilization  of  the 
country's  resources  for  war.  That  problem  I  have  not  undertaken  to 
touch  here. 

The  Chairman.  In  the  discussion  of  the  Adamson  hill,  if  I  remem- 
ber correctly,  the  committee,  in  coming  to  the  question  of  the  then 
threatened  or  impending  strike,  took  the  position  that  if  any  impedi- 
ment accrued  to  the  railroad  as  an  incident  of  the  striker  going  out 
that  we  did  not  deal  with  that;  but  it  was  the  opinion  of  the  com- 
mittees that  they  should  not  be  allowed  to  forcibly  restrain  others 
from  taking  their  places,  if  they  so  desired,  or  picketing  or  interfer- 
ing with  those  who  desired  to  take  their  places.  So  that  we  left  the 
mere  matter,  as  I  remember  it,  of  whatever  impediment  might  grow 
out  of  it  as  an  incident  of  their  being  out. 

Senator  Cummins.  The  Clayton  Act  described  with  particularity 
just  what  employees  of  the  railroad  companies  may  do  and  what  they 
may  not  do  in  connection  with  a  concerted  cessation  of  employment, 
and  I  gather  from  what  you  say  that  you  have  not  intended  by  the 
language  employed  here  to  change  in  any  way  the  privileges,  if  you 
please,  or  immunities  that  are  given  to  strikers  in  the  Clayton  Act. 

Commissioner  Anderson.  That  is  exactly  correct. 

Senator  Pomerene.  Reference  has  been  made  to  this  section  11. 
As  drawn  here,  it  seems  to  apply  to  civil  rights  and  liabilities,  leav- 
ing the  law  in  that  behalf  just  as  it  is  now.  That  could  be  very 
readily  modified  by  making  the  language  more  comprehensive  and 
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have  it  apply  to  all  laws  and  regulations,  whether  civil  or  criminal. 
In  other  words,  have  all  laws,  civil  and  criminal,  as  well  as  other 
regulatory  provisions,  applying  to  carriers  and  other  employees,  to 
remain  in  full  force  and  effect  just  as  they  have  been  heretofore,  save 
and  except  as  specifically  modified  in  this  bill.  That  would  meet 
the  question  which  the  Senator  seemed  to  have  in  mind,  if  I  under- 
stand correctly. 

Senator  Cummins.  No;  I  am  not  passing  on  the  question  of 
whether  there  ought  to  be  a  change  in  the  law. 

Senator  Pomerene.  No  ;  I  am  not  either. 

Senator  Cummins.  There  is  much  to  be  said  on  both  sides  of  the 
question;  but,  no  matter  what  you  would  say  in  section  11,  if  you 
specifically  provided  in  section  12  that  whoever  impeded  the  use  or 
operation  oi  a  railroad  property  should  become  liable  to  criminal 
prosecution,  then  that  would  override  any  provision  that  might  be 
put  into  section  11. 

Senator  Gore.  You  might  insert  the  word  "  forcibly."  You  need 
not  put  in  the  proviso,  as  we  have  several  times. 

Senator  Pomerene.  I  may  not  have  what  you  have  in  mind,  but 
it  does  make  very  plain  that  it  is  not  the  intention  of  Congress  to 
interfere  with  these  criminal  regulations  any  more  than  you  interfere 
with  the  civil  regulations.  Of  course,  if  the  provision  of  section  12 
is  specific  and  in  reality  modifies  the  present  law,  it  would  prevail 
over  the  suggestion  that  I  made. 

Senator  Cummins.  It  would  if  you  did  not  put  in  the  words 
u  except  as  otherwise  provided  "  in  this  act. 

Senator  Gore.  We  have  once  or  twice,  Senator  Cummins,  inserted 
the  provision  that  it  should  not  affect  the  rights  guaranteed  under 
sections  4  or  5  of  the  Clayton  Act — whatever  the  section  is  I  do  not 
know.     You  might  insert  the  word  "  forcibly." 

Senator  Cummins.  Of  course,  it  is  for  the  committee  to  determine 
whether  it  wants  to  report  any  change  in  the  law. 

Commissioner  Anderson.  It  is  possible  that  sections  11  and  12, 
which  Senator  Pomerene  rather  implies  be  run  together  and  be  given 
full  effect,  as  intended  to  be  given  by  section  12.  That,  I  understand, 
was  the  implication  of  your  suggestion.  That,  I  think,  should  be 
examined  into,  because  it  is  very  clear  that  our  purpose  is  not  to  get 
into  those  important,  but  tremendously  controversial,  fields  raised 
by  some  of  the  questions  here  asked. 

Senator  Kellogg.  But,  Senator  Pomerene's  suggestion  was  that  all 
regulatory  laws  apply,  and  it  is  your  intention  to  cut  out  absolutely 
all  regulation  by  State  commissions  of  railroads  in  any  regard,  is 
it  not? 

Commissioner  Anderson.  No,  sir. 

Senator  Kellogg.  You  mean  that  State  commissions,  under  this 
law.  should  continue  to  fix  rates  on  the  railroads? 

Commissioner  Anderson.  I  can  not  answer  that  yes  or  no.  I  dealt 
with  that  in  a  brief  and  verv  inadequate  fashion  on  Friday,  and  what 
I  stated  in  substance  was  that,  in  my  opinion,  no  order  of  any  State 
commission  with  relation  to  any  rates,  whether  intrastate  or  inter- 
state, should  stand  against  the  proper  and  necessary  exercise  of  the 
national  war  power.    Now,  that  is  a  very  ambiguous  generalization. 

Senator  Kellogg.  Yes ;  it  is  not  a  question  at  all  whether  it  should 
stand  against  the  war  power,  but  the  question  is,  Do  you  intend  by 
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this  act,  by  section  11,  to  leave  with  the  railway  commissions  of  the 
States  power  to  fix  rates  and  regulate  intrastate  commerce,  or  do 
you  intend  to  take  it  away  by  this  act?     That  is  the  auestion. 

Commissioner  Anderson.  I  think  the  power  to  nx  rates,  either 
under  the  interstate-commerce  act  or  under  any  State  act,  has  al- 
ready been  taken  away,  so  far  as  the  assertion  of  the  war  power  of 
the  President  under  the  act  of  August,  1916,  makes  reasonably  neces- 
sary, and  that  section  11  carries  forward  precisely  the  status  which 
I  think  now  exists. 

Senator  Kellogg.  You  mean  that  during  the  possession  by  the 
Federal  Government  of  these  railroads  under  this  power  no  State 
authority  can  regulate  intrastate  commerce? 

Commissioner  Anderson.  I  do  not  mean  it  as  broad  as  that;  no. 

Senator  Kellogg.  Well,  can  it  fix  rates? 

Commissioner  Anderson.  It  could  fix  a  rate  which  had  no  appre- 
ciable effect  upon  the  Presidential  control  and  utilization  under  the 
war  power. 

Senator  Kellogg.  Does  not  every  rate  affect  the  President's  power 
to  collect  revenue  from  the  railroads  and  the  liability  of  the  Govern- 
ment under  the  guaranty? 

Commissioner  Anderson.  Technically,  yes. 

Senator  Kellogg.  Does  it  not  actually,  in  its  broadest  sense? 

Commissioner  Anderson.  Well,  not  in  the  broadest  sense. 

Senator  Kellogg.  Would  such  an  order  be  valid  by  the  State  com- 
missions fixing  intrastate  rates? ' 

Commissioner  Anderson.  I  do  not  think  anybody  except  the  Su- 
preme Court  can  give  a  competent  answer  to  that.  My  answer  would 
be,  to  repeat  myself,  that  if  it  tended  sensibly  or  appreciably  to  en- 
croach upon  the  exercise  of  the  national  war  power  it  would  be 
invalid. 

Senator  Kellogg.  Well,  what  would  encroach  upon  the  war  power; 
do  you  mean  interfere  with  trains  carrying  war  material  ? 

Commissioner  Anderson.  No;  I  think  that  would  be  too  narrow 
an  illustration. 

Senator  Kellogg.  What  would  be  some  other  illustration? 

Commissioner  Anderson.  Well,  I  think  that  if  a  State  commission 
made  an  order  that  an  ordinary  passenger  train,  serving  in  the  main 
ordinary  peace  purposes,  should  stop  at  a  station  by  which  it  was 
running,  as  they  are  making  orders  of  that  kind  now  all  the  time, 
it  would  be  perfectly  valid.  That  is  an  illustration  of  what  I  think 
is  left. 

Senator  Kellogg.  And  you  think  if,  then,  the  State  should  fix 
rates — intrastate  rates — that  those  rates  would  be  valid  if  they  were 
for  the  ordinary  commerce  of  the  State  and  not  on  war  material, 
we  will  say  ? 

Conimissioner  Anderson.  That  is  not  so  clear.  They  are  financing 
them. 

Senator  Kellogg.  If  you  interfere  with  the  running  of  a  passenger 
train,  you  interfere  with  the  revenue  in  some  way,  do  you  not? 

Commissioner  Anderson.  Yes. 

Senator  Kellogg.  Could  they  fix  the  rates  for  the  passengers  on 
the  passenger  trains  that  they  order  to  be  stopped  at  a  county  seat? 

Commissioner  Anderson.  I  think  the  decision  of  that  case  would 
follow  principles  about  as  difficult  of  application,  but  of  the  same 
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substance,  as  the  Supreme  Court  laid  down  in  the  Shreveport  case. 

Senator  Kellogg.  Then  the  property  which  the  Government  takes 
over,  which  you  say  is  Government  property  while  the  property  is 
being  managed,  the  revenues  from  it  are  Government  revenues? 

Commissioner  Anderson.  I  did  not  say  it  was  Government  prop- 
erty. 

Senator  Kellogg.  Well,  the  revenues  are  Government  revenues, 
then? 

Commissioner  Anderson.  Yes;  I  think  that  is  true. 

Senator  Kellogg.  That  property  may  be  directed  and  interfered 
with  and  controlled  by  a  State  authority  ? 

Commissioner  Anderson.  Within  very  narrow  limits. 

Senator  Kellogg.  I  am  trying  to  find  out  somewhere  within  a 
mile  or  so  where  those  limits  are. 

Commissioner  Anderson.  I  do  not  think  I  can  get  you  within  a 
mile,  Senator.  I  said  before  that  only  the  Supreme  Court,  on  a  case 
involving  specific  facts,  can  make  rulings  as  to  the  possible  conflict 
between  the  National  power  and  the  State  power  that  will  be  binding 
on  anybody.  I  do  not  believe  that  it  is  within  the  scope  of  Congress 
to  lay  down  a  rule  there  that  is  necessarily  clear,  definite,  and 
binding. 

Senator  Kellogg.  Congress  has  the  power  absolutely  to  take  over 
these  railroads  and  to  end  all  State  interference  and  regulation,  has 
it  not? 

Commissioner  Anderson.  It  has,  in  my  opinion. 

Senator  Kellogg.  Then  it  is  within  the  scope  of  the  power  of 
Congress  to  provide  just  what  regulation  shall  exist  during  the  Gov- 
ernment operation,  is  it  not? 

Commissioner  Anderson.  Of  all  interstate  business. 

Senator  Kellogg.  No  ;  of  all  business  on  the  railroads  in  the  Gov- 
ernment's hands.  Do  you  mean  to  say  that  Congress  can  take  over 
these  railroads  and  operate  them  and  can  not  take  from  the  Stat© 
authority  the  power  to  regulate  them  ? 

Commissioner  Anderson.  No;  I  do  not.  I  have  been  carefully 
guarding  myself  against  saying  that,  because  I  thought  your  ques- 
tions implied  you  held  the  other  view,  and  the  further  I  have  gone 
into  this  problem  of  the  power  of  the  United  States  in  time  of  war 
to  deal  with  transportation  the  further  I  have  gone  in  asserting  the 
national  power  to  do  almost  everything.  I  have  not  yet  quite  gone 
to  the  point  of  saying  that  I  believe  that  a  State  commission  can 
not  have  a  train  stop  at  a  station  to  accommodate  local  traffic.  Now, 
I  am  not  sure  that  that  is  not  a  technical  concession  of  more  real 
power  left  in  the  State  than  really  is  left  in  the  State. 

Senator  Underwood.  Let  me  ask  you  a  question  there.  If  the  Gov- 
ernment of  the  United  States  built  these  roads,  or  some  of  them, 
through  several  States  in  the  Union  and  started  its  operation,^  yoii 
think  that  a  State  commission  could  regulate  the  operation  of  the 
Government  roads? 

Commissioner  Anderson.  Within  any  limits? 

Senator  Underwood.  Make  any  regulations  with  reference  to  a 
Government  rond  owned  and  operated  bv  the  Government  of  the 
United  States  ? 

Commissioner  Anderson.  I  think  the  answer  is  no. 
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Senator  Underwood.  Then  if  they  can  not  make  any  of  the  regu- 
lations in  reference  to  the  road  that  is  owned  and  operated  by  the 
Government  of  the  United  States,  is  not  the  order,  the  proclamation 
of  the  President,  under  the  existing  law,  put  those  rates  and  does  it 
not  put  those  rates  exactly  in  the  same  position  as  if  they  were  owned 
and  operated  by  the  United  States,  because  we  propose  to  pay  them 
for  the  roads  under  this  legislation  ? 

Commissioner  Anderson.  Possibly,  but  not  to  my  present  thinking 
quite  clearly.  You  authorize  the  President  to  take  possession,  con- 
trol of,  and  utilize  all  or  any  part  of  the  systems  of  transportation. 

Senator  Underwood.  An  indefinite  control,  as  this  bill  stands  now. 

Commisisoner  Anderson.  Well,  the  war  is  indefinite,  so  that  makes 
no  difference. 

Senator  Underwood.  But  I  mean  outside  of  the  war,  on  that  ques- 
tion the  bill  itself  provides  for  an  indefinite  control  because  it  pro- 
vides that  it  shall  not  be  returned  to  the  railroads  until  Congress 
acts,  which  might,  or  might  never  happen. 

Commissioner  Anderson.  Yes;  but  I  do  not  think  that  makes 
much  difference  in  the  view.   We  are  trying  to  get  some  view  on  them. 

Senator  Underwood.  But  the  control  of  them  is  the  same  as  if  the 
President  had  said  that  he  took  them  over  absolutely — the  absolute 
sole  ownership  of  them. 

Senator  Gore.  Does  not  this  give  the  roads  a  good  deal  of  the 
status,  as  to  interstate  and  State  regulation  that  applies  to  the  navi- 
gability of  a  stream  ? 

Commissioner  Anderson.  I  think  that  last  analogy  may  perhaps 
illuminate  the  problem  somewhat. 

Senator  Underwood.  Well,  a  State  government  can  not  interfere 
with  the  navigability  of  a  stream. 

Commissioner  Anderson.  No. 

Senator  Underwood.  Mr.  Anderson,  let  me  try  and  clear  up  in  my 
own  mind  a  little  bit  the  status  of  the  proposition,  because  when  we 
come  to  write  the  bill  I  would  like  to  have  a  clear  view  of  it.  May  I 
ask  you  if  you  have  advised  with  the  President  as  to  the  proclama- 
tion! 

Commissioner  Anderson.  Yes;  I  have  done  a  good  deal  of  work 
on  it. 

Senator  Underwood.  I  see  in  the  proclamation  that  the  President 
states  that  these  railroads  are  taken  over  through  the  Secretary  of 
War. 

Commissioner  Anderson.  Yes,  sir. 

Senator  Underwood.  And  Secretary  Baker  signed  the  proclama- 
tion with  the  President. 

Commissioner  Anderson.  Yes. 

Senator  Underwood.  I  judge  from  that  it  was  exercising,  or 
attempting  to  exercise,  on  the  part  of  the  President  the  power  to  take 
over  those  railroads  under  the  terms  of  the  act  of  August,  1916. 

Commissioner  Anderson.  Yes,  sir. 

Senator  Underwood.  Recognizing  the  fact  that  the  law  fixed  the 
status  of  these  railroads  when  taken  over  within  the  jurisdiction  of 
the  War  Department. 

Commissioner  Anderson.  That  does  not  follow. 
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Senator  Underwood.  Then  what  was  the  purpose  of  providing 
that  it  should  be  taken  over  through  the  Secretary  of  War?  The 
law  required  it,  but  I  want  to  know  the  status. 

Commissioner  Anderson.  In  the  view  of  those  of  us  who  worked 
on  that  problem,  Congress  had  put  those  words  in,  indicating  that 
it  was  purposing  to  exercise  the  war  power,  and  following  the  statute. 
as  the  proclamation  did,  it  seemed  desirable  and  possibly  necessary 
that  the  proclamation  should  follow  the  words  of  the  statute,  and 
that  the  Secretary  of  War  should  sign  the  proclamation. 

Senator  Underwood.  Then  you  would  conclude  that  it  was  neces- 
sary for  the  Secretary  of  War  to  act  in  the  matter? 

Commissioner  Anderson.  It  seemed,  at  any  rate,  desirable. 

Senator  Underwood.  What  I  am  trying  to  do  is  to  have  some  light 
thrown  in  my  mind  on  the  status ;  but  what  I  want  to  ascertain  is 
the  viewpoint  of  the  man  who  made  the  proclamation  or  prepared  it 
as  to  whether  it  was  necessary  or  not.  In  other  words,  if  the  Presi- 
dent had  made  that  proclamation  without  exercising  the  power 
through  the  Secretary  of  War  as  the  statute  prescribes,  would  it 
have  been  a  valid  exercise  of  the  delegation  of  power  bv  the  Congress? 

Commissioner  Anderson.  I  do  not  know  whether  it  would  or  not. 
When  we  came  to  that  proposition  there  was  no  occasion  to  leave  it 
open  to  that  doubt. 

Senator  Underwood.  Here  is  the  point  that  I  am  trying  to  get 
in  my  mind :  As  to  whether  the  technical  control — that  is,  the  legal 
control  under  the  statute — is  in  the  War  Department  of  the  Govern- 
ment? I  think  it  makes  a  good  deal  of  difference  in  this  legislation. 
Mr.  McAdoo  has  been  appointed  under  the  proclamation  Director 
General  of  the  railroads.  Now,  in  reading  the  proclamation  I  took 
it  that  that  was  a  delegation  of  the  power  granted  to  the  Secretary 
of  War,  by  him  to  Mr.  McAdoo,  as  serving  under  him.  The  statute 
said  the  railroads  should  be  taken  over  and  operated  under  the  office 
of  the  Secretary  of  War. 

Commissioner  Anderson.  That  is  not  exactly  the  language. 

Senator  Underwood.  Let  us  get  the  language  of  the  statute. 

Commissioner  Anderson.  "  The  President,  in  time  of  war,  is  era- 
powered,  through  the  Secretary  of  War,  to  take  possession  and  as- 
sume control  of  any  system  or  systems  of  transportation  or  any  part 
thereof,  and  to  utilize  the  same  to  the  exclusion,  as  far  as  may  be 
necessary,  of  all  other  traffic  thereon  for  the  transfer  or  transporta- 
tion of  troops,  war  material,  and  equipment,"  and  so  forth. 

Senator  Underwood.  That  is  what  I  said;  through  the  Secretary 
of  War.  Then,  of  course,  the  Secretary  of  War,  when  he  takes  them 
over,  has  got  to  appoint  agents  to  carry  on  the  operations  through 
him ;  and  I  take  it  in  reading  the  proclamation  and  the  statute  the 
purpose  of  those  who  prepared  the  proclamation  was  for  the  Secre- 
tary of  War  to  delegate  the  power  that  had  been  given  him  by  Con- 
gress  to  some  other  officer  to  exercise,  and  that  as  he  signed  the  proc- 
lamation with  the  President  I  judged  that  the  men  who  prepared 
the  proclamation  thought  that  it  was  necessary  for  him  to  sign  it  and 
delegate  the  power  to  Mr.  McAdoo,  and  that  Mr.  McAdoo  is  really 
acting  as  an  agent  of  the  War  Department  in  exercising  this  au- 
thoritv. 
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If  I  am  wrong  about  that  status  of  the  case,  I  would  like  to  have 
you  enlighten  me,  because  it  throws  a  great  deal  of  light  on  this  very 
question  we  are  discussing.  If  this  is  being  exercised  through  the 
civil  power  of  the  Government,  then  there  may  be  statutes  and  regu- 
lations required  to  hold  up  the  hands  of  the  Government  that  may 
not  be  necessary  in  being  exercised  by  the  War  Department.  In 
other  words,  the  thought  occurred  to  me  that  these  railroads  are 
within  the  war  power  2  and,  being  exercised  by  the  War  Department, 
they  are  being  exercised  just  as  a  commissary  or  quartermaster's 
train  would  be  exercised,  and  the  Secretary  could  handle  the  situa- 
tion just  as  he  would  if  a  quartermaster's  train  was  moving  through 
the  country,  if  it  is  under  his  power,  and  it  does  not  require  a  great 
deal  of  supplemental  legislation,  because  then  the  War  Department 
or  the  Army  can  step  in  and  handle  the  situation.  But  if  the  war 
power  is  thrown  away  and  it  is  not  being  exercised  through  the  War 
Department,  then  it  may  require  simply  statutes  to  protect  it  and 
protect  its  operation,  as  any  other  civil  function  of  the  Government 
is  protected.  So  that,  as  you  were  one  of  the  men  who  prepared  the 
proclamation  I  would  like  to  have  your  view  on  that  question  as  to 
whether  Mr.  McAdoo  is  operating  through  the  delegation  of  the 
power  from  the  Secretary  of  War  or  is  operating  independently  from 
that. 

Commissioner  Anderson.  I  think  the  President  is  operating  the 
roads. 

Senator  Underwood.  I  know  that  is  true,  but  is  he  operating  them 
through  the  Secretary  or  War  or  not  ? 

Commissioner  Anderson.  I  do  not  think  the  words  "  through  the 
Secretary  of  War,"  the  words  limit  the  power  granted  to  the  Presi- 
dent, certainly  not  after  the  possession  has  been  taken  and  he  pro- 
ceeds to  utilize  the  same.  In  other  words,  I  think  the  President  hav- 
ing taken  possession  by  the  proclamation  duly  signed  by  him  and 
by  the  Secretary  of  War,  as  well  as  by  the  Secretary  of  State,  as  all 
proclamations  are  signed,  as  I  understand,  may  exercise  these  war 
powers  through  any  agency  that  he  selects,  whether  it  is  Mr.  McAdoo 
or  anyone  else. 

Senator  Underwood.  You  think  when  Congress  authorized  him  to 
take  over  these  railroads  through  the  Secretary  of  War — I  am  not 

?uestioning  the  appointment  of  Mr.  McAdoo,  because  I  recognize  the 
act  that  the  Secretary  of  War  has  just  as  much  power  to  appoint 
him  as  he  would  have  to  appoint  Gen.  Goethals  or  any  Army  officer 
to  exercise  this  power;  but  do  you  think  when  Congress  so  directed 
the  exercise  of  the  power  through  a  certain  department  of  the  Gov- 
ernment, that  the  President  can  abandon  the  exercise  in  that  way 
and  exercise  it  through  some  other  department  of  the  Government? 

Commissioner  Anderson.  Why,  taking  that  question  exactly  as 
you  put  it,  I  should  think  the  answer  would  be  no.  But  I  do  not 
think  that  is  at  all  what  has  happened. 

Senator  Underwood.  When  Congress  says  that  the  President 
should  take  over  these  railroads  "through  the  Secretary  of  War," 
did  not  that  imply  the  operation  through  the  War  Department  or 
through  that  department  of  the  Government  f 

Commissioner  Anderson.  I  do  not  think  so. 

Senator  Underwood.  What  was  the  purpose  of  Congress  in  saying 
that? 
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Commissioner  Anderson.  I  think  that  was  put  in  there  as  indicat- 
ing the  exercise  of  the  war  power. 

Senator  Underwood.  And  it  did  not  say  the  exercise  of  the  war 
power ;  it  designated  the  officer  through  whom  it  should  be  operated. 

Commissioner  Anderson.  And  they  wrere  taken  over  through  the 
Secretary  of  War,  who  signed  the  proclamation,  and  Mr.  McAdoo's 
appointment  was  evidenced  by  the  same  instrument  that  took  the 
roads  over,  wThich  instrument  was  signed  by  the  Secretary  of  War ;  so 
that  I  have  had  no  occasion  since  that  time  to  determine  whether  or 
not  the  War  Department,  as  a  result  of  this  proclamation  was  or  was 
not  conducting  the  transportation.  We  have  considered  it  as  the  act 
of  the  President  under  the  war  power  granted  by  that  act  and  have 
never  given  any  further  consideration  to  the  War  Department  after 
the  proclamation  was  issued. 

Senator  Underwood.  Yes ;  because  he  delegated  all  the  power  to  an 
officer.  I  can  recognize  that  part  of  it.  But  the  status  of  the  ques- 
tion still  remains.  If  this  appointment  was  made  through  the  War 
Department— not  of  the  general  war  power,  because  I  think  you 
stated  on  Friday  that  that  war  power  belonged  to  Congress  and  must 
be  delegated  by  Congress.  It  was  one  of  the  war  powers  that  the 
President  could  exercise  by  reason  of  being  commander  in  chief  of 
the  Army  and  Navy,  but  it  must  be  a  war  power  that  is  exercised  by 
Congress.  I  think  that  was  your  statement  on  Friday,  and  that  the 
Congress  having  exercised  that  war  power  by  making  this  delegation 
to  the  President  to  assume  control  of  these  railroads  through  the 
Secretary,  now  the  President  could  not  exercise  that  war  power  in  a 
broader  field  or  broader  scope  than  the  delegation  of  the  power  that 
had  been  given  to  him  by  Congress,  could  he? 

Commissioner  Anderson.  Well,  I  reply  here,  as  I  replied  in  sub- 
stance on  Friday,  that  I  have  never  undertaken  to  consider  what  pos- 
sible constitutional  war  powers  the  President  may  have,  as  applied 
to  the  present  problem,  but  my  thought  has  been  that  what  he  has 
done  was  grounded  upon  the  legislative  grant  of  power,  and  that  it 
was  a  war  power. 

Senator  Underwood.  That  is  what  you  stated  Friday,  and  that  is 
the  basis  that  I  asked  my  question  on.  Assuming  that  you  are  cor- 
rect in  that  answer,  he  was  exercising  it  through  a  delegation  of  the 
power  to  him  under  congressional  legislation,  then  so  far  as  he  exer- 
cised the  power  in  that  direction  which  you  stated  was  the  source 
from  which  he  was  operating,  it  is  limited  to  the  terms  of  the  law, 
is  it  not? 

Commissioner  Anderson.  That  is  my  view.  I  do  not  by  that  mean 
to  say  that  I  have  made  any  such  critical  study  of  the  President's 
constitutional  war  powers  as  to  be  willing  to  state  dogmatically  that 
he  has  not  powers  that  I  have  not  thought  of.  I  am  saying  that  my 
mind  has  been  going  on  the  basis  of  your  grant  and  not  ot  the  Con- 
stitution's grant  to  the  President. 

Senator  Underwood.  That  is  what  I  am  coming  to  and  have  in 
mind.  I  am  not  asking  you  what  may  be  another  viewpoint,  whether 
he  had  the  power  to  take  these  railroads  over,  whether  Congress  had 
acted  at  all  or  not ;  and  I  do  not  think  he  had.  Still,  we  are  not  dis- 
cussing that  at  all.    He  did  not  take  them  over  under  the  war  power. 

Commissioner  Anderson.  No. 
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Senator  Underwood.  We  agree  that  he  did  take  them  over,  then, 
under  the  power  granted  by  Congress,  and  that,  having  taken  them 
over  under  that  power,  so  far  as  the  power  is  concerned  he  is  limited 
to  the  terms  of  the  congressional  enactment. 

Commissioner  Anderson.  And  its  reasonable  and  necessary  impli- 
cations. 

Senator  Underwood.  Yes.  Then,  if  that  is  true;  although  Mr. 
Baker  delegated  the  exercise  of  that  power  to  a  man  in  civil  life,  not 
to  a  man  in  Army  life,  the  power  is  really  being  exercised  by  an 
agency  of  the  War  Department,  is  it  not? 

Commissioner  Anderson.  It  is  being  exercised  by  the  President 
under  the  war  power.  Beyond  that  I  am  not  willing  to  go.  Under 
the  war  power  granted  by  you,  I  mean. 

Senator  Underwood.  That  is,  through  the  War  Department — the 
Secretary  of  War. 

Commissioner  Anderson.  I  do  not  think  it  was  necessary  to  bring 
the  War  Department  into  it  beyond  having  this  proclamation  and 
the  appointment  of  the  director  signed  by  the  Secretary. 

Senator  Underwood.  Here  is  what  I  am  coming  to.  We  very  often 
delegate  powers  to  the  Executive.  We  sometimes  delegate  a  power 
to  act  to  the  Secretary  of  Agriculture,  and  on  another  point  we  dele- 
gated it  to  the  Secretary  of  the  Treasury.  We  delegate  certain 
?)wers  to  the  Secretary  of  War.  It  is  certainly  not  lawful  for  the 
resident  to  take  away  a  power  delegated  to  the  Secretary  of  Agri- 
culture and  confer  it  on  the  Secretary  of  Commerce,  for  instance. 

Commissioner  Anderson.  I  assume  so,  but  I  don't  understand  that 
the  Secretary  of  the  Treasury  is  operating  the  railroads. 

Senator  Underwood.  Surely  not;  I  stated  in  the  beginning  he  was 
operating  them,  appointed  under  this  bill  entirely  independent  of  his 
function  as  an  officer  of  the  Government  otherwise;  but  he  is  operat- 
ing theip  under  the  agency  of  the  Secretary  of  War,  is  he  not? 

Commissioner  Anderson.  He  is  operating  them  under  the  procla- 
mation which  is  grounded  upon  this  statute  and  all  other  powers  the 
President  thereto  enabling.    Beyond  that  I  am  not  willing  to  go. 

Senator  Underwood.  Yes ;  but  the  statute  says  the}'  shall  be  taken 
over  by  the  Secretary  of  War.  Now,  what  I  want  to  know  is  this: 
I  sec — at  leastj  I  judged — that  you  say  you  do  not  desire  to  answer 
the  question  either  yes  or  no  on  the  proposition,  but  what  I  want 
to  clear  up  in  my  own  mind  is  that  if  he  is  acting  through  the  power 
of  the  Secretary  of  War,  then  has  not  the  War  Department  the  abso- 
lute right  to  control  the  operation  and  management  of  these  roads 
like  it  would  a  commissary  train  ? 

Commissioner  Anderson.  It  falls  very  little,  if  any,  short  of  that. 

Senator  Underwood.  A  question  of  this  other  power  really  does 
not  cut  very  much  of  a  figure? 

Commissioner  Anderson.  No,  sir. 

Senator  Underwood.  Now,  on  that  same  scope  another  question 
has  occurred  to  me 

Commissioner  Anderson.  May  I  interrupt  you  right  there  in  order 
to  complete  my  answer  ? 

Senator  Underwood.  Yes. 

Commissioner  Anderson.  I  have  reached  the  same  conclusion — not 
stated  in  quite  as  broad  language,  but  from  a  somewhat  different 
source  and  somewhat  different  line  of  reasoning  than  that  which  your 


506        GOVERNMENT  CONTROL  AND  OPERATION  OF  RAILROADS. 

question  indicates — but  that  the  power  you  granted  to  take  over  the 
control  and  utilization  of  the  transportation  system  in  time  of  war 
is  pretty  nearly  an  unlimited  power  is  a  conclusion  to  which  my  mind 
has  been  forced. 

Senator  Underwood.  Now,  on  that  line — it  is  not  directly  perti- 
nent, but  I  want  to  clear  this  point  up — in  thinking  over  the  terms  of 
the  proclamation  I  want  to  go  back  to  another  point,  and  that  is 
with  respect  to  this  revolving  fund.  If  this  is  the  exercise  of  the 
power  of  the  Government,  a  civil  power,  not  connected  with  the 
War  Department,  we  may  establish  a  revolving  fund  or  an  indefi- 
nite appropriation,  but  if  it  is  in  the  exercise  of  the  power  through 
the  War  Department,  as  a  war-making  function,  what  you  call  the 
limitation  of  the  power  of  Congress  to  make  an  appropriation  for 
the  War  Department  to  exceed  two  years,  our  appropriations  must 
be  limited  in  their  operation  to  two  years;  I  take  it  we  are  making 
an  appropriation  for  the  War  Department,  and  if  this  bill  stands 
by  that  attitude,  can  we  make  an  indefinite  appropriation  of  $500.- 
000,000  and  have  it  maintained  as  a  revolving  fund  to  be  indefinitely 
used? 

Commissioner  Anderson.  I  should  want  to  look  at  that  provision 
and  give  it  consideration  before  I  made  an  answer  to  that  question. 
It  lies  dimly  in  my  mind  that  it  was  an  appropriation  for  the  Army 
or  Navy,  and  not  for  any  purpose  which  might  pertain  to  a  far- 
seeing  appropriation  before  the  war. 

Senator  Underwood.  It  is  limited  to  the  Army,  is  it  not?  There 
is  no  limitation  of  the  appropriation  for  the  Navy.  The  Constitution 
limits  the  appropriation  for  the  Army. 

Commissioner  Anderson.  I  have  not  read  that  for  months,  or  per- 
haps years.  It  is  something  that  I  have  not  thought  of  for  a  long 
while,  if  ever. 

Senator  Underwood.  I  am  taking  it  as  a  proposition  if  these  rail- 
roads are  placed  in  the  position  of  commissary  trains  or  quarter- 
master trains  with  our  limitation  to  furnish  arms  and  supplies,  is  the 
same  thing  as  to  furnish  arms  for  the  troops,  and  there  is  no  sug- 
gestion of  that. 

Senator  Gore.  The  justification  for  this  is.  that  it  is  an  appro- 
priation  to  support  the  Army. 

Commissioner  Anderson.  I  have  in  mind  the  various  provisions  of 
the  Constitution  that  grew  out  of  the  jealousy  of  our  forefathers 
against  a  standing  army  and  an  attempt  to  ke^p  an  appropriation 
for  the  standing  army  within  a  comparatively  short  time. 

Senator  Underwood.  Undoubtedly,  and  if  this  were  the  exercise 
of  that  power,  the  limitation  of  that  power  are  complied  with. 

Commissioner  Anderson.  I  do  not  suppose  there  is  any  doubt  as  to 
your  power  to  appropriate  the  money  for  the  next  10  years  to  pro- 
vide for  the  building  of  forts,  munition  factories,  or  other  things. 

Senator  Underwood.  Yes:  I  have  not  the  language  fresh  in  my 
mind,  but  I  am  rather  inclined  to  think  there  is.  Senator  Poindexter. 
will  you  find  that  provision  and  read  it? 

Senator  Poindexter.  Yes ;  I  have  it  right  here.  Among  the  powers 
granted  Congress  by  the  Constitution  is  this : 

To  raise  and  support  armies,  but  no  appropriation  of  money  to  that  use  shall 
be  for  a  longer  term  than  two  years. 
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Senator  Underwood.  That  was  my  idea.  To  raise  and  support 
armies,  statutory  armies,  of  course,  includes  the  provision  for  main- 
taining the  Army,  quartermaster's  trains,  food,  guns,  clothing,  and 
every  other  function  that  is  necessary  to  keep  the  Army  in  the  field. 

Senator  Pomerene.  Military  roads,  etc. 

Senator  Underwood.  Yes.  Now,  if  the  roads  are  taken  over  for 
the  operation  of  the  Army,  for  Army  purposes,  then  it  seems  to  me 
they  are  taking  them  over  with  that  limitation. 

Commissioner  Anderson.  I  have  not  for  a  moment  thought,  and 
it  never  occurred  to  us,  that  there  was  any  constitutional  time  limit 
as  to  appropriations  for  highways,  even  though  the  occasion  of  their 
appropriation  was  war,  and  it  does  not  now  seem  to  me — and  I  do 
not  regard  this  as  an  opinion  entitled  to  any  great  weight — that  a 
$500,000,000.  proposed  appropriation  is  an  appropriation  for  raising 
and  supporting  armies  within  the  meaning  of  that  constitutional 
limitation. 

Senator  Watson.  This  whole  thing  is  a  war  proposition,  is  it  not? 

Commissioner  Anderson.  Undoubtedly  it  is  done  as  a  war  measure. 

Senator  Watson.  That  would  simply  be  a  question  of  the  kind  of 
proposition,  whether  it  is  a  war  proposition  power. 

Commissioner  Anderson.  You  might  provide  for  universal  mili- 
tary training,  and  establish  schools  all  over  the  country  to  train  the 
youth  of  America  to  be  ready  for  the  next  contest,  but  you  will  have 
to  make  provision  which  will  run  not  only  two  years  but  over  decades. 

Senator  Watson.  You  would  not  claim,  would  you,  that  that  comes 
under  the  war  power  of  the  Constitution  in  time  of  war  ? 

Commissioner  Anderson.  Yes^  I  should;  but  not  in  the  way  in 
which  you  put  that  last  proposition. 

Senator  Underwood.  We  never  make  a  continuing  appropriation 
for  that  purpose,  and  it  has  been  repeatedly  held  that  we  can  not. 
We  might  make  an  appropriation  providing,  without  further  action 
of  Congress,  that  a  million  dollars  should  be  appropriated  out  of 
the  Treasury  each  year  for  agricultural  purposes  of  some  kind,  or 
as  we  do,  or  have  done  until  recently,  I  think,  Congress  has  wiped 
out  most  of  the  continuing  appropriations — that  an  appropriation 
should  be  made  out  of  the  Treasury  each  year  of  so  many  million 
dollars  as  a  fund  to  redeem  the  bonded  indebtedness  of  the  country. 

Senator  Gore.  That  is  also  in  the  new  legislation. 

Senator  Underwood.  Yes;  but  when  you  come  down  to  an  Army 
appropriation  we  could  not  make  an  appropriation  providing  that 
$2,000,000  should  be  appropriated  each  year  as  a  continuing  appro- 
priation for  the  maintenance  of  the  Military  Academy  at  West 
Point.    I  think  that  is  very  clear. 

Commissioner  Anderson  (reading) : 

To  raise  and  support  the  armies,  but  no  appropriation  of  money  to  that  use 
shall  be  for  a  longer  term  than  two  years. 

Senator  Watson.  That  use,  of  course,  means  for  that  purpose, 
does  it  not?  That  would  include  and  intend  its  use  for  that  pur- 
pose? 

Commissioner  Anderson.  As  to  the  two  cases  cited  here,  if  I  ever 
read  either  of  them,  they  have  gone  from  my  own  mind  entirely ;  I 
do  not  think  I  ever  considered  that  proposition  in  the  Constitution 
except  as  an  academic  matter  when  I  was  at  college. 
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Senator  Underwood.  The  reason  I  asked  the  question — and  I  do 
not  expect  you  to  give  a  definite  answer  on  a  constitutional  proposi- 
tion of  that  kind  that  you  have  not  thought  of  in  advance — is  this, 
that  if  you  have  any  further  law  on  that  subject  I  should  be  glad  to 
have  it  produced  before  we  go  to  writing  the  bill. 

Commissioner  Anderson.  Well,  I  shall  have  consideration  given 
to  that. 

Senator  Cummins.  Allow  me  to  make  a  suggestion,  Senator  Under- 
wood. Suppose  the  Government  should  fmd  it  necessary  to  take 
over  all  the  flouring  mills  in  the  country,  not  only  for  the  purpose 
of  furnishing  food  for  the  Army,  but  furnishing  food  for  the  people 
generally,  it  would  hardly  be  said,  I  think,  that  an  appropriation  fo1* 
that  purpose  would  be  limited  by  the  clause  in  the  Constitution  which 
has  just  been  read,  and  yet  that  is  exactly  a  Federal  purpose  with 
the  taking  over  of  the  railroads. 

Senator  Underwood.  I  think  it  all  depends  in  the  way  or  the 
purpose  for  which  we  take  them  over.  If  the  act  of  August,  1916. 
had  provided  that  the  President  should  have  authority  to  take  over 
these  railroads  without  the  act  saying  through  the  Secretary  of  War 
we  might  assume  that  the  railroads  were  taken  for  civil  operation 
and  not  for  military  operation,  but  when  it  says  through  the  Secre- 
tary of  War,  the  question  arises  in  my  mind  as  to  whether  the  intent 
of  Congress  was  not  that  they  should  be  taken  over  as  an  aid  to 
military  operation,  and  I  really  think  that  was  the  purpose  of 
Congress. 

Senator  Townsend.  Have  you  just  read  the  particular  section  of 
the  act  which  took  them  over  ? 

Senator  Underwood.  Mr.  Anderson  has  just  read  it.  It  says 
through  the  Secretary  of  War.  « 

Senator  Townsend.  I  think  the  reading  of  the  section  itself 
clearly  carries  out  your  contention,  or  rather  inference,  if  you  will 
permit  me  to  read  that. 

Senator  Underwood.  I  should  be  very  glad  to  have  you  do  so. 

Senator  Townsend.  This  is  the  section  of  the  act — section  1  of  that 
act: 

Tbe  President,  in  time  of  war,  is  empowered,  through  the  Secretary  of  War. 
to  take  possession  and  assume  control  of  any  system  or  systems  of  transporta- 
tion, or  any  part  thereof,  and  to  utilize  the  same — 

Now  mark — 

to  the  exclusion,  as  far  as  may  be  necessary,  of  all  other  traffic  thereon,  for  the 
transfer — 

This  is  the  purpose — 

for  the  transfer  or  transportation  of  troops,  war  material,  and  equipment,  or 
for  such  other  purpose  connected  with  the  emergency  as  may  be  needful  or 
desirable. 

Senator  Underwood.  I  think  that  supports  the  claim  that  I  made. 

Senator  Poindexter.  Does  not  that  last  clause  that  you  read  cover 
the  entire  field  of  the  conduct  of  the  war?  There  is  no  limitation 
on  it. 

Senator  Townsend.  "  For  such  other  purpose  connected  with  the 
emergency,"  you  think,  "  as  may  be  neediul  or  desirable."  Well,  this 
is  a  war  emergency. 
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Senator  Poin  dexter.  But  we  are  not  talking  about  the  raising  and 
supporting  of  armies.  That  is  only  one  out  of  perhaps  a  thousand 
things  that  the  Government  can  do  in  conducting  the  war. 

Senator  To wk  send.  My  suggestion  was  to  bring  to  the  attention  of 
the  committee  the  point  made  by  the  Senator  from  Alabama,  that 
they  were  taken  over  essentially  and  primarily  as  a  war  measure, 
through  the  Secretary  of  War,  and  that  there  was  no  other  thing 
contemplated  in  doing  it. 

Senator  Watson.  The  President  in  his  message  said  that  they  were 
taken  over  agreeably  to  the  provisions  of  this  act  and  because  of  the 
power  conferred  on  him  by  this  act;  and,  furthermore,  he  said,  in 
substance,  that  before  he  agreed  on  somebody  who  should  be  ap- 
pointed, he  consulted  with  the  Secretary  of  War — evidently  leaving 
the  conclusion  that  he  had  called  on  one  source  or  the  other — that 
it  was  necessary  for  him  to  consult  with  the  Secretary  of  War  in 
order  that  the  power  conferred  might  be  transferred  from  the  Secre- 
tary of  War  to  the  appointee,  whoever  he  might  be. 

Senator  Poindexter.  I  think  you  are  right  about  that,  but  I  do  not 
know  that  I  agree  with  you  as  to  the  consequences  that  flow  from 
that.  I  should  like  to  ask  the  witness  this  question — if  it  does  not 
interrupt  anyone — supposing  that  this  clause  of  the  act  under  which 
this  authority  is  exercised,  providing  it  shall  be  through  the  Secre- 
tary of  War,  is  mandatory,  and  I  see  no  reason  why  it  should  not  be ; 
I  do  not  see  any  reason  why  we  should  allow  any  controversy  to 
exist  on  that  subject — regarded  as  mandatory,  does  that  place  any 
limitation  upon  the  use  to  which  the  Government  can  put  these  rail- 
roads, the  mere  fact  that  it  is  done  through  the  Secretary  of  War? 

Commissioner  Anderson.  I  had  thought,  Senator,  that  that  ques- 
tion was  utterly  immaterial  until  Senator  Underwood  raised  the 
question  as  to  whether  it  was  not  so  connected  with  the  raising  and 
supporting  of  armies  as  to  be  subject  to  the  two-year  limitation. 
Otherwise,  it  seemed  to  me  to  be  at  first  blush  purely  academic.  That 
is  the  way  we  regarded  it  when  we  were  struggling  with  that  problem. 

Senator  Poindexter.  Now,  we  appropriate  from  time  to  time — or 
used  to  do  so  more  than  we  do  lately,  until  we  got  up  the  great  cry 
of  "  pork  barrel " — a  large  amount  of  money  for  the  improvement  of 
rivers  and  harbors,  and  we  provide  that  that  shall  be  expended  in 
effect  through  the  Secretary  of  War,  through  the  War  Department, 
which  is  under  the  control  of  the  Secretary  of  War.  I  will  ask  you 
if  that  is  limited  to  the  war  power,  or  by  the  war  power  of  the 
Government  ? 

Commissioner  Anderson.  I  do  not  think  so  at  all;  for  instance, 
you  dredged  Boston  Harbor  and  have  been  doing  it  ever  since  I  can 
remember.  That  is  done  through  the  war  power  or  through  the  War 
Department. 

Senator  Poindexter.  The  War  Department,  but  not  through  the 
war  power. 

Commissioner  Anderson.  A  million  dollars  is  spent  through  the 
War  Department. 

Senator  Poindexter.  Can  not  Congress  and  the  President  con- 
fer upon  the  Secretary  of  War  such  powers  as  it  chooses,  or  as  they 
choose,  within  the  Constitution,  of  course? 

Commissioner  Anderson.  Undoubtedly. 
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Senator  Underwood.  I  doubt  that  Congress  could  confer  upon 
the  Secretary  of  War  a  civil  power  to  be  exercised.  The  real  ques- 
tion we  are  confronted  with  is  as  to  whether  Congress  conferred 
civil  power  on  the  Secretary  of  War  or  whether  it  conferred  mili- 
tary power  on  the  Secretary  of  War,  and  I  think  the  purpose  of 
that  act — it  is  not  a  final  conclusion  of  mine  as  I  am  trying  to  get 
light  on  the  subject — but  my  own  judgment  at  the  present  time  is 
that  it  conferred  military  power  upon  him  in  the  taking  over  of 
the  railroads.  Of  course  if  we  did,  it  is  subject  to  the  limitations 
of  the  Constitution  in  reference  to  the  exercise  of  military  pnower. 

Senator  Kellogg.  Was  not  this  clause  of  the  Constitution  "to 
raise  and  support  armies,  but  no  appropriation  of  money  to  that 
use  shall  be  for  a  longer  term  than  two  years,"  prohibitive  of  a 
permanent  appropriation  to  maintain  armies,  so  that  Congress  would 
have  to  pass  on  the  maintenance  of  the  Army  at  least  once  in 
two  years? 

Senator  Gore.  You  have  in  mind  the  English  annual  appropria- 
tion? 

Senator  Kellogg.  Yes.  And  was  not  intended  to  cover  any  other 
appropriation  for  the  maintenance  of  the  War  Department. 

Senator  Underwood.  I  think  you  are  wrong  about  that. 

Senator  Kellogg.  I  may  be.    I  merely  make  the  suggestion. 

Senator  Underwood.  It  goes  to  the  whole  question  of  that  power — 
the  question  of  hauling  supplies  and  equipment  and  the  movement 
of  the  Army  would  come  within  it. 

Senator  Kellogg.  Certainly. 

Senator  Poindexter.  Mr.  Anderson,  in  view  of  asking  you  about 
this  legal  question  here,  as  well  as  about  the  purpose  of  the  act — 
I  mean  the  constitutional  question — is  it  not  a  part  of  the  war  power 
to  feed  the  civil  population  of  the  country;  is  it  not  absolutely 
essential  in  conducting  a  war  to  keep  the  civil  population  of  the 
country  supplied  with  food? 

Commissioner  Anderson.  I  think  it  is.  I  think  under  the  condi- 
tions of  this  war,  or  under  the  war  conditions  now  obtaining,  it 
is  almost  impossible  to  find  any  limits  to  the  war  power.  There 
never  was  a  time  in  the  history  of  the  world  when  nations  were 
being  mobilized  as  they  are  now. 

Senator  Poindexter.  Another  question.  That  is  not  in  any  sense 
of  the  word  the  raising  or  supporting  of  armies,  is  it  ? 

Commissioner  Anderson.  No,  sir;  not  as  I  view  it. 

Senator  Poindexter.  In  other  words,  the  war  power  of  the  Gov- 
ernment extends  to  a  great  many  things  other  than  the  mere  raising 
and  supporting  of  armies? 

Commissioner  Anderson.  Precisely. 

Senator  Gore.  Would  not,  though,  Senator  Poindexter,  the  feed- 
ing of  the  civilian  population  in  that  instance  be  with  a  view  to 
keeping  them  engaged  industrially  in  the  production  of  military 
supplies? 

Senator  Poindexter.  I  think  so,  but  that  is  not  raising  and  sup- 
porting an  army. 

Senator  Gore.  It  is  supporting  an  army,  undoubtedly,  to  keep  the 
source  of  military  supplies  continuing. 

Senator  Poindexter.  Suppose  we  decided,  Senator  Gore,  not  to 
have  an  army,  or  a  very  small  one;  assuming  we  could  raise  one  in 


GOVERNMENT  CONTROL  AND  OPERATION   OF  RAILROADS.        511 

an  emergency;  but,  on  the  other  hand,  you  came  to  the  conclusion 
that  we  could  not  manufacture  large  cannon  and  projectiles  in  an 
emergency,  and  should  decide  to  provide  a  large  reserve  supply  of 
ammunition  and  cannon,  but  made  no  provision  for  raising  and  sup- 
porting an  army;  would  you  say  that  was  the  raising  and  supporting 
of  an  army  ? 

Senator  Gore.  I  think  so ;  yes,  sir. 

Senator  Poindexter.  I  fail  to  see  how  it  would  be  so  when  there 
is  no  army  and  none  provided  for. 

Senator  Gore.  The  army  might  not  necessarily  be  in  existence,  but 
it  might  be  in  contemplation  of  it. 

Commissioner  Anderson.  May  I  inquire  whether  you  put  any 
time  limit  into  the  Lever  bill  ? 

Senator  Gore.  I  do  not  think  we  did;  but  I  raised  the  question 
and  suggested  that  it  ought  to  be  done;  but  my  recollection  is  it 
was  not  done. 

Commissioner  Anderson.  I  have  sent  for  the  Lever  bill.  That 
provision  for  that  revolving  fund  was  a  new  proposition  to  me,  until 
I  saw  it  in  the  I^ever  bill,  and  came  from  the  Lever  bill,  and  I  do 
not  remember  any  limitation. 

Senator  Underwood.  The  Lever  bill  does  not  involve  the  War  De- 
partment of  the  Government  and  does  not  in  any  way  go  to  support 
the  Army  or  the  raising  or  equipping  or  maintenance  of  the  Army. 
That  is  purely  the  exercise  of  a  civil  function. 

Commissioner  Anderson.  I  would  not  be  willing  to  agree  to  the 
first  part  of  that  proposition.  I  do  not  believe  that  you  could  ever 
suggest  that  the  provisions  of  the  Lever  bill  could  not  constitution- 
ally be  complied  with  except  in  times  of  war  and  as  a  war  measure. 

Senator  Cummins.  I  supposed  that  the  Lever  bill  was  purely  a 
war  measure. 

Senator  Watson.  It  was  so  decided. 

Senator  Pomerene.  That  is,  limited  in  its  operations  to  war. 

Senator  Watson.  I  think  there  is  an  express  provision  to  that 
effect. 

Senator  Underwood.  It  may  be  a  war  measure;  but  it  was  not 
passed  for  the  purpose  of  supporting  and  maintaining  armies. 

Commissioner  Anderson.  Directly,  no ;  but  indirectly,  yes. 

Senator  Cummins.  The  armies  are  the  instruments  with  which  we 
fight.    That  is  the  purpose  of  war,  I  hope. 

Senator  Gore.  It  is  all  subsidiary  to  that,  practically. 

Commissioner  Anderson.  I  note,  running  down  these  provisions 
of  the  Constitution,  that  there  is  a  limitation  on  the  appropriations 
for  a  term  not  exceeding  two  years;  it  is  limited  to  that— the  provi- 
sion for  raising  and  supporting  the  armies.  It  does  not  apply  to  the 
provision  "  to  provide  and  maintain  a  navy,"  nor  does  it  provide  for 
the  militia,  nor  does  it  apply  to  the  militia  provision.  As  far  as  we 
can  see,  and  as  far  as  I  remember,  you  have  made  a  rather  perma- 
nent arrangement  as  to  organzing  and  disciplining  the  militia. 

Senator  Underwood.  Not  in  the  way  of  an  appropriation.  It 
probably  does  not  apply  to  the  militia,  anyhow ;  but  I  know  we  made 
a  permanent  appropriation  for  the  militia.  It  is  a  question  of  ap- 
propriation, not  of  law.  We  can  enter  upon  war,  establish  by  law 
the  organization  or  system  under  which  an  army  shall  be  organized 
and  conducted  and  maintained,  but  when  you  come  down  to  the 
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appropriation  for  its  maintenance,  that  can  not  be  made  by  a  con- 
turning  appropriation,  but  must  be  limited  to  two  years. 

Senator  Gore.  That  is  illustrated  in  this — we  have  had  a  standing 
Army  for  a  century  or  so.  It  is  a  permanent,  continuing  Army,  but 
the  appropriations  are  annual. 

Commissioner  Anderson.  Does  not  the  Dick  bill  provide  for  an 
appropriation  for  a  period  of  more  than  two  years  for  the  militia? 

Senator  Underwood.  Not  a  continuing  appropriation.  It  pro- 
vided for  certain  guaranties,  but  they  had  to  come  to  Congress  every 
two  years  to  get  the  money. 

Commissioner  Anderson.  There  is  not  any  constitutional  prohibi- 
tion, at  any  rate. 

The  Chairman.  You  make  the  point  that  this  agreement  is  in  the 
nature  of  an  appropriation  and  could  not  exist  under  the  Constitu- 
tion but  for  two  years  ? 

Senator  Underwood.  No;  it  is  not  an  agreement.  This  is  a  pro- 
vision for  an  appropriation  of  $500,000,000,  with  the  further  provi- 
sion that  it  shall  be  a  revolving  fund,  which  means  that  you  can 
spend  it,  authorize  its  expenditure  or  loan,  and  come  back,  and  still 
the  power  of  the  War  Department  for  this  being  exercised  under 
the  War  Department — and  that  is  the  basis  of  my  argument— can 
continue  after  two  years  and  go  on  operating  with  that  $500,000,000. 
I  am  merely  saying  if  this  is  under  that  power,  that  the  Constitution 
limits  the  power  of  unrestricted  use  of  this  money  to  two  years.  I 
do  not  doubt  that  we  could  appropriate  $500,000,000  now  for  tlu 
specific  purpose,  but  to  appropriate  it  to  be  carried  over  a  period 
longer  than  two  years  I  do  doubt. 

Commissioner  Anderson.  I  think  I  will  venture  this  statement,  if 
I  mav,  that  the  question  under  discussion  brought  my  mind  to  the 
belief — I  do  not  regard  it  as  an  opinion  which  you  Senators  may  re- 
gard as  of  any  great  weight — but  it  is  my  own  belief  that  the  appro- 
priation of  money  for  the  purpose  of  maintaining  a  transportation 
system  is  not  an  appropriation  for  the  purpose  of  raising  and  sup- 
porting armies  within  the  limitation  suggested  by  Senator  Under- 
wood. I  think  it  is  more  with  regard  to  dredging  harbors  and  canals 
and  providing  forts  and  doing  all  other  sorts  of  things  which  are  un- 
der the  war  power,  but  is  not  a  direct  appropriation  for  the  raising  and 
supporting  of  an  army  of  men.  There  comes  back  dimly  to  my  mind 
that  I  probably  knew  once — something  about  the  historical  basis  of 
that  limitation,  and  an  examination  of  the  history  of  that  provision 
will  bear  me  out  in  that  tentative  conclusion. 

Senator  Gore.  The  power  to  build  forts  and  perhaps  to  aid  muni- 
lion  plants  and  accumulate  stores,  as  suggested  oy  Senator  Poindex- 
ter,  grows  out  of  the  power  to  declare  and  wage  war. 

Commissioner  Anderson.  Yes,  sir. 

Senator  Gore.  This  provision,  Mr.  Anderson,  grows  out  of  the 
English  appropriations — the  making  of  annual  appropriations. 

Senator  Pomerene.  Unless  some  Senators  desire  to  ask  something 
further  upon  this  particular  matter,  I  would  like  to  call  Mr.  Ander- 
son's attention  to  another  proposition. 

Commissioner  Anderson.  May  I  bring  to  vour  attention  the  fact 
that  I  have  just  received  a  copy  of  the  Lever  bill,  and  I  find  that  there 
are  no  limitations,  except  in  section  19  it  is  stated — 


GOVERNMENT  CONTBOL  AND  OPERATION   OF  RAILROADS.        518 

For  the  purposes  of  this  act  the  sum  of  $150,000,000  is  hereby  appropriated 
to  be  available  immediately  and  until  expended :  Provided,  That  no  part  of  this 
appropriation  shall  be  expended  for  the  purpose  described  in  section  IS — 

That  is  something  about  certain  employment,  etc. 

Senator  Gore.  I  desire  to  suggest  for  the  benefit  of  the  record — 
and  the  chairman  of  the  committee  may  perhaps  remember — that  I 
raised  the  question  that  it  ought  to  be  limited  to  two  years,  this  $150,- 
000,000,  and  rather  insisted  upon  it,  but  the  committee  decided  not 
io  incorporate  it  in  the  bill. 

The  Chairman.  You  had  in  view  this  same  constitutional  limita- 
tion ? 

Senator  Gore.  Yes;  I  raised  that  point,  and  it  was  insisted  that 
it  would  not  come  within  the  purview  of  this  inhibition,  and  I  sug- 
gested that  we  ought  not  to  leave  any  doubt  about  it,  or  leave  any 
chance  about  it. 

Senator  Pomerene.  The  President  has,  of  course,  taken  over  the 
control  or  operation  of  these  railroads  under  his  proclamation.  Now, 
in  order  to  get  your  view,  assume,  for  the  sake  of  the  question, 
that  this  bill  became  a  law  to-day,  and  that  on  February  1  the  Inter- 
state Commerce  Commission  should  establish  a  schedule  of  railway 
rates.    Is  it  your  judgment  that  those  should  not  be  valid? 

Commissioner  Anderson.  I  think  they  would  probaly  be  valid  ex- 
cept so  far  as  under  section  11  they  might  be  inconsistent  with  the 
Federal  control,  or  of  any  order  of  the  President  made  thereunder. 
I  have  no  doubt  that  the  President  could  set  aside  any  rate  they 
made. 

Senator  Pomerene.  I  have  no  doubt  about  that  proposition,  either, 
that  any  rate  that  should  be  fixed  by  the  Interstate  Commerce  Com- 
mission could  be  set  aside  by  the  order  of  the  President.  But  let 
us  go  a  little  further.  Suppose  that  a  State  utility  commission  had 
iixed  a  rate  for  intrastate  purposes  and  upon  intrastate  roads,  would 
that  be  valid? 

Commissioner  Anderson.  You  mean  on  February  1  ? 

Senator  Pomerene.  Yes. 

Commissioner  Anderson.  I  think  it  would  be  under  the  same  con- 
dition that  if  inconsistent  with  the  Federal  control  or  with  any  order 
previously  made,  or  thereafter  made,  it  would  then  fall. 

Senator  Pomerene.  Now,  whether  that  is  true  or  not,  I  am  very 
clearly  of  the  opinion  in  my  own  mind  that  those  rates  ought  to  pre- 
vail until  they  are  in  fact  universally  set  aside  by  the  President; 
in  other  words,  that  the  Interstate  Commerce  Commission  and  the 
several  State  commissions  should  be  permitted  to  function  as  here- 
tofore until  such  time  as  the  President  shall  make  some  order  con- 
travening what  they  were  doing.  Was  that  not  the  purpose  in  draw- 
ing this  bill  in  the  way  it  is? 

Commissioner  Anderson.  Yes,  sir;  with  this  possible  modification: 
1  do  not  know  how  my  colleagues  feel  about  it,  but  my  own  view 
was  that  after  the  President  had  taken  possession  and  pending  a 
fairly  definite  view  as  to  the  relations  between  the  new  control  and 
the  old  control,  and  perhaps  pending  the  ascertainment  of  the  mind 
of  Congress,  it  was  not  advisable  for  the  Interstate  Commerce  Com- 
mission to  go  ahead  making  orders  of  wide  import  and  extension 
in  the  rate-making  field.     I  have  been  of  the  opinion  that  it  was 
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better  tactics  and  sounder  coordination  for  us  to  allow  the  basis  to  be 
continued  and  feel  our  way  along  to  the  best  working  basis. 

Senator  Pomerene.  Well,  apparently  the  President  did  not  deem 
it  wise  in  his  proclamation  to  in  any  wise  interfere  with  the  prevail- 
ing rates. 

Commissioner  Anderson.  That  is  true. 

Senator  Pomerene.  And  under  those  circumstances  it  seems  to 
me  that  this  commission  should  be  permitted  to  continue  to  perform 
their  administrative  functions  just  as  heretofore.  I  can  under- 
stand how  the  commission  might  be  of  opinion  that  not  knowing 
exactly  what  the  President  might  have  in  mind  in  the  immediate 
future  that  it  would  be  unwise  to  make  an  order  as  of  to-day.  for 
instance. 

Commissioner  Anderson.  Yes;  and  let  me  bring  back  to  your  at- 
tention, Senator,  what  you  may  have  forgotten — I  think  I  stated  it 
here  on  Friday.  Two  of  our  members  are  now  engaged  in  the 
preparation  of  a  memorandum  indicating  their  views  as  to  what  the 
law  is  and  what  the  policy  ought  to.  be  as  to  the  coordinating  of  rate- 
making  power  of  the  President  and  of  the  commission  during  this 
period  of  Federal  control.  None  of  us  can  afford  to  be  dogmatic 
about  it,  and  I  state  here  only  my  individual  opinion. 

Senator  Gore.  How  soon  will  that  be  available:  have  vou  anv 
idea? 

Commissioner  Anderson.  I  suppose  pretty  shortly.  They  may  !>e 
conferring  about  it  this  morning,  for  all  I  know. 

The  Chairman.  What  respect  to  this  memorandum  that  you  are 
making,  touching  the  coordination  of  this  rate-making  power,  in- 
volved in  this  bill,  and  now  held  by  the  Interstate  Commerce  Com- 
mission, are  you  looking  toward  incorporating  it  in  this  bill? 

Commissioner  Anderson.  No,  sir;  what  we  though  was  that  it 
was  desirable  to  have  the  fairly  mature  view  as  to  what  the  legal 
status  is,  and  also  what  the  sound  policy  of  cooperative  orderly  pro- 
cedure should  be,  and  we  are  all  working  pretty  hard  to  that  end. 
There  are  a  number  of  new  problems  that  arise  out  of  this  new  con- 
dition which  are,  of  course,  immense ;  hence  it  was  delegated  to  two 
members  of  the  commission  to  study  that  particular  problem  and 
make  their  report.  Now,  the  views  that  I  have  expressed  here  are 
my  own  views.  I  have  talked  the  matter  over  with  Judge  Payne 
and  somewhat  with  the  director.  I  would  not  sav  that  I  have  not 
discussed  it  more  or  less  with  one  or  two  of  my  colleagues,  but  I  have 
said  nothing  that  binds  or  which  tends  to  bind  any  of  my  colleagues 
on  the  Interstate  Commerce  Commission. 

Senator  Gore.  That  report  will  set  forth  the  view  of  the  commis- 
sion as  to  whether  they  should  suspend  all  future  regulation  or  allow 
the  status  quo  to  continue? 

Commissioner  Anderson.  I  can  not  say  what  they  will  report.  I 
can  only  say  that  two  members  of  the  commission  have  put  upon  their 
minds  the  task  to  reach  a  sound  conclusion,  both  on  the  law  and 
the  proper  policy  in  that  realm. 

Senator  Kellogg.  As  far  as  the  President  can  do  it  by  proclama- 
tion, he  has  settled  that  question  anyhow  in  this  particular,  because 
he  has  provided  that  the  existing  status  of  the  Interstate  Commerce 
Commission  and  the  State  commissions  shall  continue  until  9et  aside 
by  his  order. 
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Senator  Gore.  That  is  as  to  the  existing  status.  It  does  not  involve 
future  orders,  orders  made  hereafter  by  the  commission. 

Senator  Cummins.  Let  me  see  if  I  understand  it.  Is  it  your 
opinion  that  the  carriers  of  the  country  could  lawfully  to-day  file 
new  tariffs  with  the  Interstate  Commerce  Commission,  proposing, 
we  will  say,  an  increase  of  rates,  and  that  if  the  commission  did  noth- 
ing that  at  the  end  of  the  appointed  time  named  in  this  statute,  the 
tariffs  would  go  into  effect  ? 

Commissioner  Anderson.  You  mean  before  you  enact  any  addi- 
tional legislation? 

Senator  Cummins.  Now. 

Commissioner  Anderson.  Perhaps  I  ought  to  bring  this  to  your 
attention,  Senator.  Under  the  amendment  to  section  15,  they  can  not 
file  increased  rates  without  previous  petition.  I  do  not  think  that 
question  arises  in  a  probable  form. 

Senator  Cummins.  Well,  I  will  put  it  in  the  other  way.  Do  you 
believe  that  the  carriers  could  file  to-day  new  tariffs  decreasing  the 
rates,  and  in  the  absence  of  any  interference  on  the  part  of  the  com- 
mission, have  them  go  into  effect  at  the  end  of  the  appointed  time? 

Commissioner  Anderson.  I  do  not  think  that  such  acts  on  the  part 
of  corporations  and  officers  of  corporations,  who  are  clearly  exer- 
cising the  power  delegated  to  them  oy  the  President,  could  have  any 
legal  effect  except  with  his  express  or  implied  approval. 

Senator  Cummins.  Then,  now  would  the  commission  go  about 
changing  any  rates  under  its  present  authority? 

Commissioner  Anderson.  Well,  this  one  specific  method,  and  I 
venture  to  say  you  would  get  a  great  deal  more  light  on  it  after  my 
colleagues  have  worked  out  their  memorandum. 

Senator  Cummins.  I  am  quite  willing  to  withhold  the  inquiry  until 
that  time. 

Commissioner  Anderson.  I  would  like  to  sav  by  way  of  a  species 
of  apology  that  in  attemptng  to  work  on  the  problem  I  had  to 
reach  some  conclusion  satisfactory  to  my  own  mind.  I  have  used  up 
about  all  the  brain  power  I  possess  in  the  past  six  weeks — I  have  not 
been  quite  a  slacker. 

The  Chairman.  We  have  not  as  yet  finished  with  the  different  sec- 
tions of  the  bill,  and  it  is  now  practically  12  o'clock  and  the  com- 
mittee will  take  a  recess  until  2  o'clock,  at  which  time  you  may  re- 
appear, Mr.  Anderson. 

Commissioner  Anderson.  I  hope,  Mr.  Chairman,  to  say  something 
about  section  13,  which  I  venture  to  hope  the  members  of  the  commit- 
tee will  hear.  It  is  a  matter  which  seems  to  me  has  become  involved 
in  a  rather  unexpected  controversy,  and  I  would  like  to  state  to  the 
committee  how  we  came  to  do  what  we  did  do. 

The  Chairman.  That  is  very  important,  and  we  will  be  glad  to 
have  you  make  a  full  explanation  of  it. 

(Accordingly,  at  12  o'clock  noon,  the  committee  took  a  recess  until 
2  o'clock  p.  m.  to-day.) 
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AFTERNOON    SESSION. 

The  committee  resumed  its  hearing  pursuant  to  the  taking  of 
recess. 

STATEMENT  OF  COMMISSIONER  GEORGE  W.  ANDERSON— Resumed. 

The  Chairman.  Mr.  Anderson,  you  may  now  proceed  with  your 
discussion  of  the  bill.  As  I  understand,  you  have  not  yet  finished 
the  section  you  were  discussing. 

Commissioner  Anderson.  Mr.  Chairman,  I  wanted  to  say  some- 
thing about  section  13,  with  quite  a  little  care.  I  have  been  very 
much  surprised  and  not  a  little  disappointed  to  find  that  so  much 
heat  has  been  engendered  in  the  discussion  of  section  13,  as  though 
it  meant  something  beyond  what  it  says,  or  was  intended  to  lend 
support  to  either  one  of  two  sides  of  an  economic  or  political  con- 
troversy. 

That  section,  in  that  form,  was  drawn  by  Judge  Payne  and  my- 
self. Judge  Payne,  I  -  assume,  is  known  to  this  committee.  He  is 
now  counsel  for  the  director  general  in  railroad  matters  and  is  one 
of  the  leaders  of  the  Chicago  bar,  I  understand.  I  never  met  him 
until  a  few  weeks  ago,  but  ne  is  a  man  for  whose  fairness  of  intel- 
lectual vision  and  unbiased  candor  of  judgment  I  have  conceived 
great  respect.  My  acquaintance  is  limited,  as  I  say,  to  two  or  three 
weeks  of  hard  work  with  him;  but  you  can  form  quite  an  opinion 
of  a  man's  quality  of  mind  and  character  even  in  three  weeks  if 
thrown  with  him  constantly.  Nothing  occurring  in  my  association 
with  Judge  Payne  has  indicated  that  ne  is  in  favor  of  Government 
ownership  of  railroads.  We  have  had  no  occasion  to  discuss  it. 
for  neither  of  us  had  any  notion  of  framing  anything  in  this  bill 
which  would  slant  one  way  or  the  other  on  that  proposition. 

I  stated  this  morning  that  it  was  the  desire  of  those  of  us  who 
worked  out  the  bill  to  limit  it  as  narrowly  as  possible  to  the  neces- 
sary supplementing  financial  legislation,  avoiding,  as  far  as  possible, 
every  controversial  field.  I  assume  that  the  railroad  people  want 
more  money  than  they  ought  to  have;  and  we  have  no  objection  to 
their  coming  here  and  making  their  appeals.  Everything  else  in 
(his  bill,  as  far  as  we  could  see  it,  was  in  the  realm  of  cooperative, 
coordinating  discussion,  noncontentious ;  it  was  our  desire  that  it 
should  be  that.  I  should  like  to  add  this :  I  am  not  committed  to 
Government  ownership  of  railways.  I  have  never  been  ready  to 
say  that  it  is  the  best  available  system  for  the  American  people. 
My  mind  is  entirely  open.  I  had  no  expectation,  when  I  went  upon 
the  Interstate  Commerce  Commission,  that  that  question  would  be- 
come a  live  issue  until  after  we  had  had  pretty  substantial  changes 
in  our  legislation,  affecting  our  regulation,  and  had  had  actual 
experience  with  that  new  legislation.  I  expected  to  see  the  anti- 
trust acts  made  inapplicable  to  railroads;  I  expected  to  see  the  anti- 
pooling  section  repealed ;  I  expected  to  see  control  over  the  issuance 
of  securities.  My  own  view  was  that  the  American  people  would 
proceed  with  further  experimenting  along  those  general  lines — I 
do  not  undertake  to  cover  the  whole  field — and  to  determine  the 
question  of  Government  ownership  only  after  that  further  experi- 
ment. 


GOVEBNMENT  CONTROL  AND  OPERATION   OF   BAILBOADS.        517 

My  mind  is  to-day  absolutely  open  as  to  whether,  after  the  war 
Is  over,  it  is  not  desirable  to  try  out  experiments  along  those  lines. 
T  say  this,  gentlemen,  because  I  A\ant  to  make  it  entirely  clear  that 
the  draftsmen  of  that  section  were  not  trying  to  commit  the  country 
or  Congress  to  any  theory  of  Government  ownership  or  continued 
control,  in  this  general  fashion,  of  the  railroads. 

The  genesis  of  the  section  was  this:  We  looked  at  the  statute  of  1916 
and  found  that  the  President  was  "  empowered  in  time  of  war,"  etc., 
and  so  the  question  arose  as  to  what  would  happen  after  the  war  was 
over ;  does  the  power  then  definitely  end  ?  Ordinarily,  if  a  law  creates 
a  status  which,  as  a  matter  of  practical  good  sense,  can  not  end  at  a 
given  moment,  the  law  implies  a  reasonable  time  thereafter ;  so  I  said 
to  myself— and  I  think  I  had  it  in  one  draft — the  natural  thing  to  do 
is  to  provide,  if  we  refer  to  it  at  all,  that  the  status  now  created  under 
the  act  of  1916  shall  continue  during  the  period  of  war  and  until  the 
President  makes  proclamation.  Then  I  concluded  that  it  was  not  a 
proper  subject  for  presidential  proclamation,  because,  under  the  act, 
which  is  already  in  force,  new  rights,  additional  obligations,  private 
and  governmental,  have  accrued,  and  other  rights  and  obligations  are 
certain  to  accrue  under  this  act.  Only  Congress,  therefore,  it  seemed 
to  me,  could  deal  properly  and  adequately  with  the  status  which  had 
already  been  created  or  with  the  status  which  was  intended  to  be 
created  under  this  act.  So  I  abandoned  the  notion  that  a  presidential 
proclamation  could  properly  end  the  presidential  control  taken  under 
the  act  of  1916. 

The  next  suggestion  that  came  to  me  was  that  we  ought  to  have  a 
stated  time;  I  think  six  months  was  the  first  limit  I  had  in  mind.  I 
said  that  was  too  short  a  time;  peace  might  come  in  midsummer,  and 
wo  would  get  nothing  done  until  the  next  winter;  that  we  ought  to 
have  at  least  a  year.  But  that,  too,  seemed  rather  short.  Then  it  was 
suggested,  in  part  by  others  and  in  part  it  occurred  to  me,  that  as  the 
Government  contemplated  building  a  large  amount  of  rolling  stock, 
very  likely  $100,000,000  or  $200,000,000  worth,  and  as  the  Government 
would  probably  during  control  have  financed  the  carriers  to  the  ex- 
tent, perhaps,  of  hundreds  of  millions  of  dollars,  and  as  the  securities 
which  would  have  been  issued  by  the  carriers  to  the  Government  would 
be  on  such  terms  as  had  been  approved  by  the  President,  and  as  many 
of  the  carriers  would  have  had  their  business  relations  to  each  other 
and  to  the  available  traffic  substantially  changed  during  the  period  of 
unified,  noncompetitive  control — that  a  problem  of  no  little  com- 
plexity, requiring  considerable  experience  for  the  determination  of  the 
substantive  and  controlling  facts  was  certain  to  be  presented,  and  that 
Congress  therefore  ought  to  have  an  adequate  time  in  which  to  work 
out  the  proper  solution  of  that  problem;  otherwise  a  condition  of 
^haos  would  ensue  very  detrimental  to  the  weaker  carriers  and  to  those 
whose  securities  might  be  falling  due  at  about  that  time  in  substantial 

amounts. 

It  was  also  suggested  that  the  Congress  which  moots  next  after 
tiro  declaration  of  peace  would  probably  have  problems  of  as  serious 
and  difficult  statesmanship  to  confront  as  any  Congress  which  has 
met,  perhaps,  since  just  after  the  close  of  the  Civil  War,  and  that 
there  is  some  limit  to  the  working  capacity  even  of  statesmen  who 
constitute  the  American  Congress.  Consideration  was  also  given  to 
the  fact  that  the  problem  as  to  what  should  be  clone  would  inevitably 
43202—18 34 


518        GOVERNMENT  CONTROL  AND  OPERATION  OF  RAILROADS. 

involve  radical  differences  of  economic  view,  of  great  financial  in- 
terest, adherants,  and  advocates  of  different  policies  as  to  the  degree 
of  control  that  ought  to  be>  continued  if  the  carriers  were  turned 
back  to  private  management,  and  questions  growing  out  of  the 
financing  of  the  past,  and  perhaps  still  more  difficult  questions 
growing  out  of  the  financing  of  the  future.  It  was  also  suggested 
that  it  was  quite  possible  that  those  questions  would  involve  dis- 
agreement between  the  two  branches  01  Congress,  and  perhaps  dis- 
agreement between  Congress  and  the  President;  that  the  construc- 
tive policy  then  to  be  worked  out  was  one  upon  which  it  was  unsafe 
to  prophecy  that  any  Congress  hereafter  to  be  elected,  according 
with  the  President,  could  then,  in  a  short  stated  time,  be  held  to  the 
responsibility  of  agreement ;  and  it  was  also  suggested  that  pending 
final  agreement  enormous  quantities  of  property  would  be  leit  at  the 
mercy  of  manipulating  and  speculating  forces  in  the  country;  and 
that  it  alwavs  happens  that  the  weaker  investors,  the  poorer  classes, 
are  the  chiei  victims  of  speculation  and  manipulation. 

I  have  not  stated  adequately  all  of  the  reasons,  but  when  we  had 
grasped  that  situation — somewhat  along  the  line  I  have  indicated- 
there  was  not  the  remotest  doubt  in  Judge  Payne's  mind,  or  my  own— 
and  when  we  put  it  up  in  discussion  with  the  Director  General  in 
his — that  the  only  sound  and  neutral  thing  to  do,  was  to  say  that 
this  status  created  shall  continue  during  the  war — as  to  which  no- 
body will  disagree — and  thereafter  until  Congress  creates  a  new 
status.  Congress  must  take  the  responsibility  of  dealing  with  the 
new  status;  if  you  put  a  time  limit  of  one  year,  or  two  years,  or  any 
other  reasonable  time,  and  allow  perhaps  a  wrangling  Congress  to 
keep  on  disagreeing  until  almost  up  to  the  end  of  the  time  limit,  you 
will  work,  in  reasonable  probability,  at  any  rate,  very  great  injustice 
and  wrong  to  a  very  large  number  of  people,  and  will  not,  in  our 
view,  increase  the  probability  of  the  adoption  of  a  sound  and  con- 
structive transportation  policy,  representing  the  composite — very 
likely  compromise — judgment  of  the  various  forces  in  this  country. 

That  is  the  essence  of  the  genesis  of  that  section.  There  was  not 
the  slightest  intention,  I  repeat,  in  drafting  it,  as  we  did  draft  it,  to 
create  a  status  which  would  make  in  favor  of  Government  owner- 
ship or  against  Government  ownership.  We  had  no  purpose,  ex- 
cept to  work  out  in  the  best  form  we  could  think  of,  a  provision  that 
would  really  protect  the  rights  of  everybody;  just  as  under  section- 
1,  2,  and  3  we  have  sought  to  protect  the  rights  of  everybody — until 
Congress  creates  some  other  substitute  method  of  protecting  the 
rights  of  verybody. 

Now,  gentlemen,  I  hope  that  the  same  dispassionate  consideration 
of  that  problem  that  we  gave  to  it  will  mark  the  consideration  and 
the  discussion  in  Congress.  It  is  a  very  serious  matter.  It  is  per- 
haps almost,  if  not  quite,  as  serious  as  what  you  will  do  under  sec- 
tion 1. 

Senator  Pomerene.  In  other  words,  you  want  Government  control 
to  continue  until  Congress  changes  from  Government  control  to  pri- 
vate control? 

Commissioner  Anderson.  Until  you  change  to  something,  and  take 
care  of  the  status  now  created. 

Senator  Robinson.  Your  idea  is,  although  I  do  not  understand  vou 
have  expressly  stated  it,  that  such  a  provision  would  be  a  protection 
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to  the  railroad  securities — protect  them  from  the  evil  effects  of  specu- 
lation  and  give  them  greater  stability? 

Commissioner  Anderson.  Give  them  greater  stability  until  you 
provide  under  what  new  status  they  will  continue. 

Senator  Robinson.  In  other  words,  if  it  were  knowrn  to-morrow 
Government  control  would  expire,  or  within  30  days,  and  Govern- 
ment control  in  the  beginning  was  necessary  to  stabilize  securities, 
you  think  that  the  withdrawal  of  that  influence,  without  substituting 
anything  in  its  place,  might  create  trouble  ? 

Commissioner  Anderson.  Yes,  sir;  a  great  deal  of  trouble  for  the 
weaker  lines  or  the  weaker  holders  of  securities. 

Senator  Robinson.  It  has  been  suggested  that  such  a  provision  in 
this  bill  will  injure  securities.  While  it  is  necessary  to  put  a  Gov- 
ernment guaranty  behind  the  securities  to  stabilize  them,  it  is  neces- 
sary to  withdraw  it  within  a  definite  time  in  order  to  accomplish  the 
same  end. 

Commissioner  Anderson.  The  most  I  can  say  about  that  is,  I  do  not 
believe  it.    It  seems  to  me  to  be  pretty  nearly  absurd  on  its  face. 

Senator  Robinson.  If  the  Government  guaranty  is  essential  to  those 
securities,  it  would  seem  that  the  withdrawal  of  that  guaranty  at  a 
specific  time  might  threaten  their  stability.  It  would  seem  that  way 
to  me,  at  any  rate. 

Commissioner  Anderson.  It  would  to  me. 

Senator  Robinson.  Of  course,  we  understand  that  the  primary  con- 
sideration of  many  railroad  men  acquiescing  in  this  legislation  is  to 
get  the  Government  guaranty  behind  the  securities.  That  is  their 
primary  purpose ;  that  is  what  they  desire. 

Commissioner  Anderson.  The  railroad  representatives  properly 
desire  to  protect  their  security  holders.  Perhaps  they  will  claim 
more  than  they  ought  to  have ;  1  may  say,  without  disrespect,  that  that 
is  their  job — to  claim  more  than  they  ought  to  have.  I  can  not  un- 
derstand, as  I  have  seen  reported  in  papers,  how  any  sound  thinking 
man  will  claim  that  there  will  be  the  condition  of  safety  that  now 
exists,  and  that  this  bill  will  strengthen  and  continue,  if  you  set  a 
definite  death  date  for  this  Government  protection  before  you  have 
provided  for  a  new  life  method  for  these  alleged  dying  carriers — 
and  some  of  them  are  dying  carriers. 

Senator  Robinson.  That  is  exactly  the  thought  I  had  in  mind.  Of 
course,  any  scheme  of  Government  control  that  is  in  contemplation 
now  is  dependent  absolutely  for  its  success  upon  the  good  faith  and 
cooperation  of  the  managers  and  employees  of  the  railroads. 

Commissioner  Anderson.  Precisely. 

Senator  Robinson,  It  will  fail  and  fail  hopelessly  if  they  do  not 
bring  to  the  Government,  in  its  efforts  to  control,  good  faith  in  every 
respect.    Have  you  seen  any  evidence  of  a  lack  of  that? 

Commissioner  Anderson.  No;  I  have  seen  no  evidence  that  I  would 
be  warranted  in  saying  "indicates  bad  faith."  Of  course,  a  man  in 
my  position  hears  rumors.  But  I  think  I  will  state  this  on  the  other 
side,  that  it  is  my  impression  that  the  great  bulk  of  the  men  in  re- 
sponsible positions  in  the  railroad  business,  and  the  employees',  have 
taken  this  Government  control  in  good  faith  and  are  going  to  do  their 
duty  as  loyal  citizens.  I  expect  there  will  be  exceptions,  but  I  believe 
thev  will  be  verv  few. 
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Senator  Robinson.  I  believe  that  is  true  and  I  hope  it  is  true,  be- 
cause, in  my  judgment,  it  is  the  most  serious  consideration  con- 
nected with  this  whole  subject.  The  Government  must  have  the  co- 
operation, in  good  faith,  not  of  the  managers  alone,  but  the  em- 
ployees as  well,  and  I  believe  that  the  evidence  that  has  come  to  me 
is  convincing  that,  on  the  whole,  good  faith  exists.  But  a  prominen; 
business  man  who  resides  in  the  city  of  Washington  said  he  came 
into  Washington  since  the  Government  took  control  on  a  delayed 
train,  and  he  could  not  understand  why  the  train  was  waiting  so 
long  at  a  certain  little  station,  and  he  asked  an  employee  and  the  em- 
ployee said,  "Do  not  blame  us;  the  Government  is  running  the  rail- 
roads now."  That  was  the  reply  made  to  him  by  the  employees  in 
charge  of  that  train  some  8  or  10  times  during  the  day,  indicating 
to  his  mind  a  lack  of  cooperation  as  to  those  individuals  who  were 
concerned.  He  is  not  a  man  in  sympathy  at  all  with  Government 
ownership  of  railroads  or  anything  of  that  sort.  He  is  a  very  prom- 
inent and  successful  business  man  here  and  has  large  interests.  I 
wondered  if  anything  of  that  sort  has  come  to  your  knowledge. 

Commissioner  Anderson.  I  do  not  think  I  have  any  evidence  that 
would  warrant  my  saying  that  I  believe  that  any  men  in  the  railroad 
service  are  acting  in  bad  faith.  I  should  not  attribute,  myself,  the 
slightest  weight  to  the  statements  alleged  to  have  been  made  by  these 
employees  to  that  man. 

Now,  this  seems  to  me  to  be  the  natural  interpretation  of  it :  The 
railroads  have  been  congested  and  trains  have  oeen  running  badly 
for  weeks  and  months.  The  last  time  I  went  up  to  Boston  on  the 
Federal  Express,  on  a  rate  case,  due  at  half  past  7,  I  got  there  at 
half  past  2.  Of  course  the  railroad  train  men  have  been  bedeviled 
for  weeks  about  their  trains.  What  is  the  natural  retort  now! 
Why  it  is  "Do  not  bother  us  railroad  men;  the  Government  is  run- 
ning the  trains  now."     It  is  a  perfectly  human  retort. 

Senator  Rownson.  Yes;  that  may  be  so,  if  the  delays  are  un- 
avoidable and  natural,  but  suppose  that  becomes  a  general  practice! 

Commissioner  Anderson.  If  we  find  after  the  traffic  gets  thawed 
out  literally  and  figuratively — because  it  has  been  frozen  up  both 
ways  for  the  last  three  or  four  weeks — if  you  find  after  that  there 
continues  to  be  a  lot  of  unexplained  delays  it  will  be  time  to  look 
and  see  who  is  accountable  for  them ;  but  up  to  the  present  time  1 
think  there  is  nothing  from  which  anv  fair-minded  man  can  dra^ 
any  such  inference. 

Senator  Robinson.  I  think  that  is  so.  This  bill  is  drawn  on  the 
theory — if  I  understand  the  principle  of  the  language — that  the  good 
faith  and  cooperation  of  the  present  heads  of  the  various  railroad 
systems  and  managers  are  indispensable  to  the  success  of  Govern- 
ment control. 

In  other  words,  the  Government  could  not  organize  a  force  to  con- 
duct or  manage  these  properties  if  the  railroad  managers  should 
decline  to  continue  their  services. 

Commissioner  Anderson.  If  the  railroad  operating  men  should 
decline  to  continue  their  services  we  could  not  compel  them.  I  should 
not  be  ready  to  throw  up  the  sponge  and  say  the  Government  in- 
going to  quit,  if  certain  managers  said  they  were  not  going  to  play 
wTith  the  United  States  Government  in  time  of  war.  I  think  the 
United  States  Government  would  go  on  mobilizing  its  force*  and 
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«loing  business  at  the  regular  stand,  without  regard  to  the  likes  or 
dislikes  of  any  managers  who  declined  to  do  their  work  as  Amer- 
ican citizens. 

Senator  Kellogg.  I  would  like  to  ask  a  question  or  two  about  sec- 
tion 13. 

The  Chairman.  I  would  like  to  ask  Mr.  Anderson  this  question: 
Since  you  say  in  the  draft  of  the  bill  the  question  of  ownership  was 
not  in  your  mind — it  was  simply  the  time  Congress  laid  down  as 
speedily  as  may  be  when  the  exigency  calling  for  this  control  has 
ceased — now,  that  the  question  has  arisen,  and  has  been  seriously 
discussed,  as  to  the  purport  or  the  effect  of  section  13  with  reference 
to  the  attitude  of  those  who  are  in  favor  of  Government  ownership 
and  those  who  are  opposed,  what,  in  your  opinion,  would  be  the 
effect  upon  the  owners  of  the  property  if  they  were  left  uncertain 
as  to  whether  or  not  this  property  would  revert  to  them,  in  the  use 
of  the  surplus  that  will  be  turned  over  into  their  hands  in  investment 
in  the  roads,  using  it  for  buying  equipment  and  such  other  things 
as  they  might  see  would  tend  to  keep  their  road  up  and  also  provide 
for  the  future?  Do  you  think  it  would  have  any  effect  on  the  use  of 
such  moneys  as  they  would  have  under  this  guarantee  in  that  respect 
if  thev  were  left  uncertain  as  to  whether  or  not  it  would  be  Govern- 
ment  property  or  their  property  ? ' 

Commissioner  Anderson.  I  am  not  sure  that  I  understand  exactly 
the  import  of  that  question.  Of  course  no  security  holder  in  rail- 
roads knows  whether  the  Government  is  going  to  keep  these  prop- 
erties or  not. 

The  Chairman.  Well,  there  is  the  provision  in  the  bill  where  they 
can  invest  their  own  money  in  their  own  property  and  the  Govern- 
ment will  give  them  a  proper  credit  for  it  as  long  as  it  is  using  it. 

Commissioner  Anderson.  I  do  not  believe,  as  to  that  particular 
provision,  it  would  make  much  difference  whether  you  change  sec- 
tion 13 — as  I  observe  from  the  newspapers,  some  of  the  railroad  at- 
torneys want  it  changed — or  let  it  stand  as  it  is.  I  should  suppose 
that  the  stockholders  who  have  a  beneficial  interest  in  the  surplus 
above  dividends  accruing  to  the  more  prosperous  carriers  would 
want  to  put  that  surplus  where  it  would  earn  something  for  them ; 
they  could  put  it  into  the  railroads  under  section  6,  and  have,  under 
section  4,  an  increased  return  accrue  because  of  putting  it  into  the 
railroad.  I  should  not  suppose  that  it  would  make  much  difference 
in  that  particular  part  of  the  problem  whether  you  put  a  time  limit 
in  section  13  or  did  not  put  a  time  limit  in  section  13. 

Senator  Underwood.  Is  there  not  this  difference,  though,  in  the 
status  of  the  bill  on  that  question,  that  if  this  is  an  absolute  taking 
over  for  all  time,  or  results  in  that,  there  is  one  measure  for  just 
compensation,,  and  if  it  is  a  temporary  taking  over  there  may  be, 
possibly,  another  measure  of  compensation;  in  other  words,  if  we 
were  permanently  taking  over  the  railroads  for  the  Government,  and 
an  agreement  was  not  reached  between  the  railroads  and  the  Govern- 
ment, and  they  were  required  to  resort  to  the  Court  of  Claims  for 
their  just  compensation — if  it  was  a  permanent  taking  over,  I  take 
it  the  measure  of  their  just  compensation  would  be  the  value  of  their 
railroads  ? 

Commissioner  Anderson.  If  anybody  knows  what  the  value  of  a 
railroad  is,  that  would  be  true. 
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Senator  Underwood.  If  it  was  ascertainable,  that  would  be  the 
value. 

Commissioner  Anderson.  If  you  take  the  railroads,  you  must  pay 
the  fair  market  value.  That  is  the  stereotyped  language  of  the 
courts.    But  nobody  knows  what  it  is. 

Senator  Underwood.  But  that  would  be  the  basis  of  taking  them 
over. 

Commissioner  Anderson.  If  you  took  the  property  instead  of 
the  use,  that  is  so;  yes. 

Senator  Underwood.  On  the  other  hand,  if  it  is  a  temporary  tak- 
ing, and  the  bill  so  designates  it,  as  a  temporary  taking,  it  may  be 
that  the  courts  would  consider  their  fair  rental  value  as  the  just 
compensation? 

Commissioner  Anderson.  Just  compensation  for  the  interest  you 
take. 

Senator  Underwood.  Of  course  I  recognize  the  fact,  as  I  am  sure 
you  do,  that  we  can  not  either  fix  the  compensation  or  direct  how  it 
shall  be  ascertained. 

Commissioner  Anderson.  That  last  is  not  quite  correct,  is  it, 
Senator? 

Senator  Underwood.  What  is  that? 

Commissioner  Anderson.  Your  last  statement  is  not  quite  accu- 
rate, is  it  ? 

Senator  Underwood.  Yes;  I  think  so.  In  the  Monongahela  Navi- 
gation Co.  case,  One  hundred  and  forty-eighth  United  States,  that 
is  my  understanding  of  Judge  Harlan's  decision. 

Commissioner  Anderson.  That  case  only  goes  to  the  extent  of 
saying  you  could  only  create  a 

Senator  Underwood.  I  do  not  think  you  can  fix  the  basis  on  which 
compensation  should  be  ascertained.  That  is  what  I  meant.  The 
court  will  look,  in  rendering  its  decision,  to  the  time  of  taking  and 
the  method  of  taking  and  the  length  of  taking  and  to  the  sur- 
rounding facts  and  circumstances  that  governed  the  taking  and  ascer- 
tain what  would  be  just  compensation;  in  other  words,  I  take  it  that 
if  the  Government  takes  over  a  house  in  Washington  for  all  time 
to  come  and  the  owner  of  the  house  is  driven  to  the  Court  of  Claims 
to  sue  that  the  court  would  hold  that  just  compensation  was  the 
fair  value  of  the  property;  but  if  the  Government  took  over  and 
commandeered  his  property  for  one  year,  that  the  court  would  hold 
that  just  compensation  would  be  the  rental  value  that  year. 

Commissioner  Anderson.  Judging  from  my  experience  since  com- 
ing here  and  trying  to  find  a  place  to  lay  my  head,  I  am  constrained 
to  believe  that  if  you  take  a  house  here  for  a  year  you  will  have  to 
pay  for  it.    [Laughter.  1 

Senator  Underwood.  I  think  you  are  right  about  that.  It  would 
not  make  much  difference  when  you  came  to  rental,  but  as  a  propo- 
sition of  law 

Commissioner  Anderson.  I  am  with  you  on  the  proposition  of  law, 
but  against  you  on  the  facts. 

Senator  Underwood.  Do  you  not  think  it  is  a  very  material  ques- 
tion for  this  committee  to  consider  as  to  whether  or  not  we  shall 
mnke  an  indefinite — leave  the  question  as  to  the  length  of  time 
indefinite — or  whether  we  shall  fix  a  definite  time  for  the  taking,  or 
a  time  that  can  be  made  definite? 
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Commissioner  Anderson.  It  can  be  made  definite  whenever  Con- 
gress provides  the  proper  method  for  changing  the  status.  That  is 
the  real  point  of  the  situation.  Nobody  knows  how  long  the  war 
will  last,  and  I  think  no  one  will  suggest  taking  the  railroads  back 
during  the  time  of  the  war  and  for  a  reasonable  time  afterwards. 

Senator  Underwood.  As  far  as  the  courts  are  concerned,  I  believe 
that  they  will  hold  that  the  length  of  time  will  be  left  entirely 
indefinite. 

Senator  Cummins.  In  one  case  it  will  depend  on  the  action  of 
Germany  and  in  the  other  on  the  action  01  the  Congress  of  the 
United  States. 

Senator  Underwood.  I  do  not  agree  with  you.  I  believe  the  courts 
will  hold  that  the  proposition  is  definite  if  it  can  be  made  definite. 
I  think  they  will  assume  that  the  war  will  not  last  forever;  that 
there  is  going  to  be  a  termination  of  the  war;  and  if  we  were  to 
provide  in  this  bill  that  this  taking  shall  be  for  the  length  of  the 
war,  and,  say,  six  months  thereafter,  that  that  would  be  a  taking  for 
a  definite  time,  and  they  would  fix  their  value  of  compensation  upon 
that  idea.  On  the  other  hand,  if  it  is  left  until  Congress  shall 
otherwise  determine — of  course  Congress  has  always  got  to— we 
could  take  it  over  absolutely  next  week  or  next  year  and  sell  it  out 
again;  but  if  wTe  merely  provide  in  here  that  it  shall  remain  in  the 
hands  of  the  Government  until  Congress  provides  otherwise,  it  is  an 
absolute  taking,  a  permanent  taking,  of  the  railroads. 

Senator  Kellogg.  I  would  like  to  ask  a  question  about  that.  As  I 
understand  you,  you  assume  that  Congress  has  to  fix  the  terms  on 
which  this  property  is  to  be  turned  bacK  ? 

Commissioner  Anderson.  Yes,  sir. 

Senator  Kellogg.  Let  us  examine  that.  When  we  take  over  the 
property  and  agree  on  the  compensation,  pursuant  to  law,  and  we 
have  fixed  the  terms  on  which  we  will  sell  it 

Commissioner  Anderson.  Yes. 

Senator  Kellogg.  How  can  Congress  fix  different  terms  when  it 
goes  to  turning  the  property  back? 

Commissioner  Anderson.  It  can  not  fix  different  terms  for  the 
time  of  occupation,  but  you  have  another  part  to  your  question. 

Senator  Kellogg.  What  is  that? 

Commissioner  Anderson.  You  have  contemplated  here  perhaps 
one  or  two  hundred  millions  of  dollars  of  equipment  belonging  to 
the  United  States. 

Senator  Kellogg.  I  will  come  to  that. 

Commissioner  Anderson.  Well,  then,  I  will  stop. 

Senator  Kellogg.  The  terms  on  which  the  Government  has  taken 
the  property  are  to  be  agreed  on,  and,  of  course,  they  can  not  be 
changed  when  we  come  to  turn  it  back.  Now,  the  terms  under  which 
the  President  will  advance  money  to  railroads  will  be  agreed  on  when 
the  money  is  advanced  and  equipment  purchased,  or  should  be  and 
can  be,  can  it  not,  under  this  bill  ? 

Commissioner  Anderson.  No;  the  ultimate  disposition  of  the 
equipment — it  is  provided  in  section  6  that  this  shall  be  disposed  of 
as  Congress  shall  hereafter  provide — but  we  can  not  now  see  our 
way  to  provide  for  furnishing  of  equipment  and  of  having  it  charged 
to  the  carriers  as  the  President  may  direct 
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Senator  Kellogg.  But  the  Presideht,  when  the  money  is  advanced 
for  making  improvements — presumably  we  will  take  the  securities 
of  the  railroads  and  say  the  terms  and  conditions  on  which  those  im- 
provements will  be  made  and  turned  over  to  the  railroads  will  be 
agreed  on  when  the  money  is  advanced,  will  we  not? 

Commissioner  Anderson.  As  to  the  particular  additions  and  im- 
provements to  that  property 

Senator  Kellogg.  Yes. 

Commissioner  Anderson.  I  expect  so ;  or  if  not,  it  will  be  decided 
by  litigation  in  the  courts. 

Senator  Kellogg.  The  terms  under  which  the  equipment  is  bought 
or  charged  to  any  railroad  can  be  agreed  on  also,  can  they  not? 

Commissioner  Anderson.  The  equipment  is  not  to  be  charged  up 
as  the  property  of  any  railroad  under  this  bill. 

Senator  Kellogg.  Now,  all  properties  that  the  Government  take 
over  from  the  railroads  and  all  additions  and  betterments  to  that 
property,  the  terms  are  agreed  on  in  advance,  and  I  can  not  see  how 
Congress  can  change  those  terms  and  conditions  in  turning  the  prop- 
erty oack. 

Senator  Cummins.  This  bill  expressly  provides  otherwise,  does  it 
not? 

Senator  Kellogg.  The  excuse  for  holding  the  railroads  an  in- 
definite time  is  that  Congress  shall  fix  the  terms  when  it  is  turned 
back. 

Commissioner  Anderson.  That  is  not  "  the  excuse  " ;  and  I  do  not 
think  that  is  quite  a  fair  statement  of  my  position,  Senator. 

Senator  Kellogg.  What  is  the  reason,  then  ? 

Commissioner  Anderson.  It  is  perfectly  clear  that  the  railroads 
can  not  go  back  to  the  old  competitive  status  of  independent  indi- 
vidual railroads  without  some  further  provision,  or  doing  injustice 
to  certain  railroads,  if  you  want  to  restore  the  old  status.  This  bill 
provides  for  flat  payments  during  the  period  of  Federal  control.  It 
does  not  undertake  to  provide  what  shall  be  their  status  as  to  lost 
business  and  other  things.  That  is  only  one  instance.  If  you  turn 
them  back  under  the  code  of  law  which  now  exists — take  one  road, 
and  you  have  absorbed  its  business  in  large  part,  or  its  profitable 
business,  and  made  it  a  carrier  of  nonlucrative  business.  Is  that  to 
be  given  back  to  the  railroad  ?  It  can  not  be,  as  long  as  the  Govern- 
ment continues  to  operate,  because  the  standard  return  accruing  is 
based  upon  what  they  made  when  they  had  control  of  their  own  prop- 
erty ;  but  when  you  turn  it  back  to  them,  then  they  have  to  be  de- 
pendent on  ordinary  conditions,  which  have  been  substantially 
changed  during  the  period  of  Federal  control.  Let  me  give  you 
another  instance :  The  Government  proposes  under  this  bill  to  estab- 
lish and  finance  water  competition  on  the  inland  and  coastwise 
waterways  to  take  away  from  the  rail  carriers  that  have  been  hitherto 
making  rates  for  the  purpose  of  getting  traffic  from  those  car- 
riers  

Senator  Watson.  To  get  it  away  from  the  water  carriers? 

Commissioner  Anderson.  A  lot  of  traffic  supposedly  profitable  to 
rail  carriers  except  when  they  are  very  congested.  What  would  you 
do  with  that  traffic  ? 
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Senator  Kellogg.  If  the  Government  establishes  a  system  of  coast- 
wise transportation  that  takes  away  railroad  business,  and  the  rail- 
roads are  damaged 

Commissioner  Anderson.  It  may  result  in  that  in  many  instances. 

Senator  Kellogg.  Do  you  understand  that  the  Government  has  to 
go  and  destroy  that  water  transportation  in  order  to  put  the  rail 
carriers  back  to  their  original  position? 

Commissioner  Anderson.  No. 

Senator  Kellogg.  Has  the  Government  got  to  pay  the  railroads 
damages  for  that  additional  transportation  facility  that  has  taken 
away  its  business? 

Commissioner  Anderson.  No;  but  it  would  be  grossly  unfair  to 
turn  those  properties  back  to  the  separate  corporations  without  hav- 
ing legislation  which  undertook  to  deal  fairly  and  reasonably  and 
justly  with  the  status  then  created.  One,  among  other  reasons,  why 
we  refused  to  accept  the  proposition  which  came  from  some  sources 
that  during  Federal  control  books  shall  not  be  kept  reflecting  what 
business  goes  over  the  lines  of  separate  carriers  during  Federal  con- 
trol, was  that  there  might  then  be  some  basis,  if  you  want  to  turn 
them  barck  to  the  individual  corporations,  to  determine  what  would 
be  a  just  deal  with  those  separate  corporations. 

Senator  Kellogg.  Ycu  are  going  too  fast.  Wait  a  moment.  When 
the  Government  pays  a  guaranteed  income  agreed,  on  between  the 
President  and  the  railroads,  or  the  courts  fix  the  annual  rental  to  be 
paid,  that  is  the  entire  compensation  for  the  taking  and  use  of  the 
railroads  during  the  war,  is  it  not?  The  Government  is  under  no 
obligation  to  make  any  further  payment  or  pay  any  other  damages, 
is  it  ? 

Commissioner  Anderson.  No  legal  obligation  if  they  have  made  an 
agreement. 

Senator  Kellogg.  Legal  or  moral  ? 

Commissioner  Anderson.  You  have  more  gift  of  prophecy  than  I, 
if  you  are  willing  to  say  that. 

Senator  Kellogg.  Is  there  any  indefinite  realm  of  liability  that  we 
are  assuming? 

Commissioner  Anderson.  There  is  a  possibility  of  a  right  to  claim, 
concerning  which  I  can  not  prophesy. 

Senator  Kellogg.  Is  the  Government  liable  to  damages  ? 

Commissioner  Anderson.  I  do  not  think  it  would  be  liable  in  law. 

Senator  Kellogg.  Or  morally  liable,  when  the  Government  has 
agreed  on  the  terms  on  which  it  will  take  the  property  and  use  it? 

Commissioner  Anderson.  Yes,  sir;  I  do  not  think  you  can  turn 
the  railroads  back  to  the  individual  corporations  when  you  have  had 
them  under  control  and  have  changed  tne  personnel  of  the  organiza- 
tions, and  effected  new  water  and  competitive  routes,  and  do  justice 
to  them  without  giving  consideration  to  that  status  and  dealing  with 
it  as  the  facts  then  require. 

Senator  Kellogg.  Will  you  state  how  Congress  can  compensate 
the  railroads  for  establishing  a  coastwise  water  route? 

Commissioner  Anderson.  I  do  not  know,  sir;  but  I  believe  it  must 
be  dealt  with  in  the  light  in  which  it  then  appears. 

Senator  Kellogg.  In  what  respect — for  the  establishing  of  such  a 
line  or  the  suppressing  of  the  line? 

Commissioner  Anderson.  The  latter,  certainly  not. 
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Senator  Kellogg.  Shall  we  paj\  damages  for  the  establishing  of  the 
line  in  addition  to  what  the  Government  has  already  agreed  to  pay? 

Commissioner  Anderson.  Perhaps  arranging  for  some  method  of 
pooling  traffic,  so  that  the  line  which,  if  competitive  conditions  had 
continued  and  prevailed,  instead  of  unified  war  conditions,  may  re- 
ceive something  in  the  future,  something  approximating  the  standard 
return  which  has  accrued  during  Federal  control,  that  being  based 
upon  what  that  carrier  made  under  its  own  independent  control. 

Senator  Kellogg.  If  Congress  ever  undertook  to  do  that  of  course 
the  railroads  would  never  go  back  in  the  next  one  hundred  years. 

Commissioner  Anderson.  I  am  not  so  sure  of  that.  I  do  not  know 
how  delicate  the  situation  will  be. 

Senator  Kellogg.  I  take  it  the  sole  liability  of  the  Government  is 
to  pay  the  agreed  rental,  and  that  the  Government  is  not  liable  for 
any  incidental  damages  to  the  railroad  property  by  reason  of  the 
building  up  of  water  lines,  or  competitive  lines.  There  can  not  be  any 
doubt  about  that,  can  there  ? 

Commissioner  Anderson.  If  they  trade,  there  can  not  be  any  doubt 
about  it,  but  I  am  not  so  sure  that  if  this  argument  that  is  now  being 
suggested  that  these  lines  are  going  to  have  their  flat  rental,  which 
some  people  think  is  very  modest,  and  their  property  kept  up  in  the 
condition  in  which  they  were  keeping  it  up  during  the  private  owner- 
ship period,  and  then  have  their  property  hurled  back  at  them  on  a 
day  named,  in  a  condition  of  unknown  market  and  financial  condi- 
tion, and  unknown  traffic-getting  conditions — I  should  think  some  of 
them  would  be  slow  to  trade. 

Senator  Kellogg.  There  is  not  much  limit,  then,  to  the  liability  of 
the  Government? 

Commissioner  Anderson.  There  is  the  limit  of  just  compensation 
and  just  dealing.    That  is  all  I  can  suggest,  Senator. 

Senator  Kellogg.  As  I  understood  you  the  other  day,  you  based 
the  right  of  the  Government  to  take  over  these  properties  upon  the 
war  power,  did  you  not? 

Commissioner  Anderson.  Upon  the  war  power  as  expressed  by 
Congress  in  the  statute. 

Senator  Kellogg.  Yes. 

Commissioner  Anderson.  Yes. 

Senator  Kellogg.  How  long  after  the  close  of  the  war  does  that 
war  power  exist? 

Commissioner  Anderson.  As  long  as  you  choose  to  fix  it  in  your 
bill. 

Senator  Kellogg.  That  is,  under  the  war  power,  we  can  keep  the 
railroads  an  indefinite  time — 15  years? 

Commissioner  Anderson.  No,  sir;  but  if  you  can  take  over  these 
properties  for  the  use  you  have  taken  them  over,  you  may,  in  this  bill 
which  provides  in  its  terms,  first,  for  any  opportunity  to  trade— if 
they  trade  they  are  cut  off,  and  if  they  do  not  trade  they  can  go  into 
the  courts  for  relief  under  the  due  process  provided  in  section  3 — and 
in  this  bill  it  is  provided  that  the  properties  shall  remain  in  the  status 
here  created  until  Congress  shall  hereafter  determine;  if  you  do  that, 
you  are  well  within  your  rights. 

Senator  Kellogg.  If  Congress  should  make  a  definite  guarantee  for 
all  time  on  an  income  based  on  the  value  of  these  railroads'  proper- 
ties, and  not  continuing  the  guaranty  during  the  war,  do  you  havo 
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:my  doubt  that  the  owners  of  the  railroad  properties  would  accept  a 
very  much  less  annual  income  than  they  would  for  an  indefinite 
period  of  one  or  two  or  three  years? 

Commissioner  Anderson.  I  had  not  thought  of  that,  Senator,  until 
it  occurred  to  me  a  few  minutes  ago  under  Senator  Underwood's 
question.  I  am  now  inclined  to  think  if  Congress  fixes  control  of  the 
carriers  this  winter  so  that,  instead  of  having  their  properties  hurled 
back  to  them  under  a  definite  time  limit,  they  know  the  status  con- 
tinues until  Congress,  after  full  consideration,  fixes  a  new  status,  you 
can  make  a  better  trade  this  winter  for  the  period  of  Federal  control 
than  you  could  if  you  now  undertake  to  fix  a  definite  time  limit.  I 
think  you  can  trade  with  them  at  a  less  figure  under  section  13  as 
we  have  it  than  if  you  put  into  it  a  named  time  limit. 

Senator  Kellogg.  Do  you  imagine  that  a  guaranty  for  two  or  three 
years  would  make  that  difference? 

Commissioner  Anderson.  Yes;  I  think  it  would  make  a  difference. 
If  I  were  counsel  for  one  of  these  carriers,  and  there  was  this  section 
13  as  it  is  now  drawn,  with  a  provision  in  it  that  I  had  to  look  out 
for  that  property  within  12  months  after  the  treaty  of  peace  was 
signed,  and  I  thought  peace  was  coming  pretty  soon,  I  would  rather 
stay  in  court  than  be  fixed  by  a  flat  rental. 

Senator  Underwood.  They  state  that  proposition,  anyhow,  because 
Congress  may  turn  them  back  in  three  months. 

Commissioner  Anderson.  You  may  turn  it  back  before  three 
months.  You  took  that  property  into  Government  control ;  they  are 
satisfied  with  it;  the  investors  of  America  are  satisfied  with  the  jus- 
tice they  will  get  from  the  American  Congress.  They  are  not  afraid 
of  you  if  the  American  Congress  can  be  required  to  sit  and  deal  with 
the  probleih  until  it  agrees  upon  what  is  just. 

Senator  Kellogg.  Then  your  idea  is  we  have  got  to  make  one  bar- 
gain when  we  take  them  over  and  another  one  when  we  turn  them 
back? 

Commissioner  Anderson.  Yes;  essentially  so. 

Senator  Kellogg.  Then  they  do  not  know  what  they  are  going  to 
get? 

Commissioner  Anderson.  No,  sir;  nobody  knows  what  is  going  to 
happen. 

Senator  Kellogg.  Your  idea  is  that  because  a  guaranty  will  sta- 
bilize the  securities  market  now,  the  longer  it  runs  the  more  it  will 
stabilize  it? 

Commissioner  Anderson,  No;  I  did  not  say  that. 

Senator  Kellogg.  That  is  the  substance  of  it? 

Commissioner  Anderson.  No  ;  that  is  not  the  substance  of  it.  My 
idea  is  we  have  stabilized  the  market  and  improved  greatly  the  con- 
fidence of  the  holders  of  securities  of  the  American  railroads  by  what 
has  been  done,  that  if  you  tell  the  holders  of  the  securities  that  the 
existing  status  is  to  persist  until  the  Congress  works  out  another 
status,  which  satisfies  its  conscience  and  judgment,  that  will  still 
further  stabilize  the  security  market  and  you  will  make  those  people 
feel  more  content  than  they  have  for  more  than  10  years. 

Senator  Kellogg.  The  result  of  your  indefinite  period  would  be 
this.  If  the  President  desired  to  veto  any  bill  turning  back  the 
properties,  it  would  take  a  two-thirds  vote  of  Congress,  both  houses, 
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to  turn  the  properties  back  to  the  owners;  and  we  could  not  estab- 
lish any  policy  now  that  would  not  require  a  two-thirds  vote  of 
Congress  to  change. 

Commissioner  Anderson.  Well,  I  suppose  that  clearly  must  be  so. 
We  have  got  to  agree  on  what  the  policy  of  the  American  people  is 
to  be  as  to  the  transportation  system. 

Senator  Gore.  Your  theory  is  that  there  are  so  many  unknown 
factors  that  will  arise  at  the  close  of  the  war  that  can  not  be  fore- 
seen now,  that  they  can  not  be  embodied  in  a  contract  or  an  agree- 
ment at  this  time? 

Commissioner  Anderson.  That  is  one  part  of  it.  I  gave  up  long 
ago  in  my  work  on  this  problem,  trying  to  put  anything  into  the  bill 
except  those  things  which  are  essentially  a  part  of  this  financing, 
and  for  the  obvious  and  reasonably  anticipated  needs,  for,  say,  dur- 
ing a  couple  of  years.  You  asked  me  for  figures ;  I  gave  them  for  a 
two-year  period.  I  thought — to  repeat  myself,  because  I  am  not 
sure  whether  you  were  in  or  not,  Senator  Gore — that  when  we  got 
that  section  13  in  that  form  we  got  an  absolutely  neutral  expression 
of  the  clearly  developed  necessities  of  the  situation. 

Senator  Pomerene.  Mr.  Anderson,  I  do  not  think  your  reasoning 
is  sound  on  that  proposition. 

Commissioner  Anderson.  Well,  I  am  sorry. 

Senator  Kellogg.  I  do  not  think  so. 

Senator  Pomerene.  Let  me  make  a  brief  statement  here  as  to  the 
way  this  appeals  to  me.  In  this  Government  we  have  got  to  assume 
that  the  Congress  will  have  charge  of  this  subject,  is  just  as  com- 
petent to  take  care  of  the  subject  as  we  are. 

Senator  Pomerene.  If  we  can  not  base  legislation  on  that  assump- 
tion, we  are  in  a  pretty  bad  way,  it  seems  to  me.  Now^  your  con- 
clusion is  based  upon  certain  assumptions  of  fact,  first  that  Govern- 
ment control  is  going  to  be  absolutely  successful. 

Commissioner  Anderson.  No. 

Senator  Pomerene.  Just  wait  until  I  finish.  Second,  that  this  is 
going  to  be  absolutely  satisfactory  to  the  railway  employees  and  to 
the  investors  themselves;  and  now  you  leave  an  uncertainty  here  as 
to  the  time  within  which  this  Government  control  is  to  cease.  It 
seems  to  me  that  if  we  provide  that  this  control  is  to  stop  at  a  given 
time,  we  are  in  effect  saying  that  the  railroads  shall  be  controlled 
by  the  laws  as  they  now  are.  That  is  definite,  as  definite  as  we  can 
make  it  by  legislation.  Now,  you  referred  a  moment  ago  to  a  quar- 
reling Congress.    We  will  assume  for  the  sake  of  the  argument 

Commissioner  Anderson.  No  ;  "  nonagreeing,"  I  think. 

Senator  Pomerene.  We  will  put  it  that  way,  a  nonagreeing  Con- 
gress. Then  you  have  got  this  entire  proposition  held  up  by  the 
gills,  because  there  is  a  nonagreeing  Congress. 

Commissioner  Anderson.  Yes. 

Senator  Pomerene.  That  may  cover  a  period  of  one  year,  two 
years,  or  three  or  four  or  five  years. 

Commissioner  Anderson.  Precisely. 

Senator  Pomerene.  And  during  all  of  this  time  here  is  all  of  this 
uncertainty  so  far  as  the  railway  employees  are  concerned,  uncer- 
tainty so  far  as  the  investors  are  concerned,  and  uncertainty  so  far 
as  the  shippers  are  concerned.  If  the  railway  people  and  if  the 
Government  know  that  at  a  given  time  Government  control  is  going 
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to  cease,  it  seems  to  me  that  men  who  are  capable  of  being  in  Con- 
gress at  that  time  will  take  into  consideration  that  fact  and  try 
to  determine  some  definite  plan  of  legislation,  if  that  becomes  neces- 
sary ;  and  it  seems  to  me  that  every  reason  that  I  can  think  of  sug- 
gests that  there  be  a  definite  time  fixed  when  we  shall  cease  to  have 
Government  control.  I  do  not  say  now  whether  that  is  three  months, 
six  months,  nine  months,  or  twelve;  but  that  there  should  be  some- 
thing definite  about  it,  in  my  present  frame  of  mind,  I  have  abso- 
lutely no  question. 

Senator  Townsend.  There  is  another  thought  comes  to  me,  Mr. 
Anderson,  in  reference  to  this  proposition.  You  have  injected  an 
element  of  doubt  into  this  matter  which  never  had  occurred  to  me 
before;  namely,  that  whatever  settlement  we  make  now,  whatever 
agreement  we  make  in  this  bill  is  not  necessarily  conclusive  that  the 
railroads,  some  of  them  at  least,  may  take  advantage  of,  and  the 
Congress  maybe  hold  up  the  Government  for  further  compensation 
for  the  taking  of  the  roads. 

Now,  is  not  this  absolutely  certain,  Mr.  Anderson :  If  this  matter 
is  left  open,  if  this  question  is  undetermined  as  to  whether  the  roads 
are  going  back  into  the  hands  of  the  owners  or  not,  that  we  are  going 
to  have  political  parties  arraigned  on  that  particular  issue?  There 
are  many  men  in  this  country  who  believe  in  Government  ownership ; 
there  are  very  many  men  who  do  not  believe  in  it.  Just  because  that 
question  is  left  open,  from  this  minute  on  will  begin  the  struggle  to 
determine  who  is  going  to  control  that  particular  situation.  It 
strikes  me  that  that  is  a  most  serious  problem  and  will  not  allow  a 
fair  determination  of  Government  control. 

I  am  not  afraid  of  that  question  when  it  comes  up.  At  present  I 
am  opposed  on  general  principles  to  Government  ownership  of  any- 
thing almost,  but  I  am  not  afraid  to  meet  it.  If  it  is  determined 
that  Government  control  means  the  roads  will  be  better  managed 
under  Government  ownership,  I  should  not  hesitate  to  meet  that  ques- 
tion and  vote  for  it;  but  I  do  not  believe,  with  this  left  as  an  open 
question  that  Government  control  is  going  to  have  anything  to  do 
with  settling  the  question  on  its  merits.  The  railroad  men  themselves 
have,  as  suggested  by  somebody  here,  the  feeling  that  they  do  not 
want  their  property  taken  away  from  them,  and  might  not  be  as 
efficient  in  the  control  of  the  property  left  in  their  hands  as  they 
would  be  if  the  question  were  left  open,  and  they  would  hardly  be 
human  if  they  were  not  governed  by  some  such  consideration.  That 
question,  since  you  have  made  your  statement,  has  impressed  itself 
upon  me  more  than  any  other  feature  of  this  whole  discussion,  and  I 
would  really  like  your  opinion  on  that  subject. 

Commissioner  Anderson.  You  mean  whether  there  is  a  likelihood 
of  there  being  any  claims  in  addition  to  the  standard  return? 

Senator  Townsend.  First,  yes;  and  second,  whether  leaving  it  as 
an  open  question  is  not  going  to  unsettle  values  and  the  principles 
upon  which  Government  ownership  will  depend? 

Commissioner  Anderson.  Well,  as  to  the  last,  first,  I  answer  ab- 
solutely no.  You  have  got  to  face  this  question  of  Government  owner- 
ship or  Government  control  or  Government  regulation.  I  do  not 
think  that  there  is  a  sound  thinking  railroad  lawyer  or  a  Member  of 
Congress  who  believes  that  you  want  to  restore  precisely  the  old  legal 
status  of  competition  between  separate  earners  or  that  you  could 
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restore  it  after  even  a  month  of  Federal  control.  Now,  as  to  whether 
it  would  get  into  politics,  I  assume  it  would  get  into  politics;  but  it 
will  probably  not  be  party  politics.  It  will  be  like  woman  suffrage. 
You  will  have  very  different  views  and  may  even  have  pickets  on 
you,  so  far  as  I  know.  It  will  be  a  matter  of  great  public  agitation 
as  to  whether  you  shall  continue  Government  control,  as  to  whether 
you  shall  turn  them  back  to  the  individual  corporations,  as  to 
whether  you  shall  have  unified  regulation.  All  those  questions  must 
be  thrashed  out.  They  are  problems  of  great  moment  and  great  dif- 
ficulty. You  car  no  more  avoid  them  than  vou  can  avoid  the  storm** 
of  the  winters  of  1918, 1919,  and  1920. 

I  do  not  at  all  agree  with  Senator  Pomerene  that  anything  I  have 
said  goes  upon  the  assumption  of  success.  I  would  not  venture  any 
prophecy  here  as  to  whether  this  form  of  Federal  control  that  we 
now  have  is  going  to  be  a  success  or  a  failure. 

Senator  Pomerene.  Well,  then,  it  seems  to  me  that  if  you  do  not 
go  on  the  assumption  that  the  plan  is  going  to  be  an  absolute  suc- 
cess, your  position  is  less  tenable  than  if  you  do  take  that  assumption. 

Commissioner  Anderson.  Hear  me  a  minute  on  that  assumption. 

Senator  Pomerene.  Very  gladly. 

Commissioner  Anderson.  I  venture  no  prophecy  as  to  whether 
it  is  going  to  be  a  success.  If  it  does  not  work  well,  the  advocates  of 
Government  ownership  will  have  no  prospect  of  getting  Congress  to 
sustain  their  view. 

Senator  Gore.  They  may  insist  it  did  not  go  far  enough. 

Commissioner  Anderson.  If  it  does  work  well,  it  may  or  may  not 
make  in  favor  of  their  contention.  But  no  part  of  my  program  of 
keeping  the  present  status  of  security  for  the  owners  and  for  the 
country  until  vou  work  out  another  status  that  satisfies  your  eon- 
science  and  judgment  is  based  on  the  assumption  of  either  success  or 
failure  under  the  present  Federal  control.  It  is  based  upon  the 
proposition  that  Federal  control  has  so  changed  conditions  that  you 
have  got  to  deal  with  that  changed  condition  and  can  not  deal  with 
it  until  you  are  able  to  apprehend  with  reasonable  thoroughness  ami 
accuracy  the  essential  facts  of  the  change.  I  do  not  know  that  I  can 
add  anything  else  except  perhaps  to  repeat  myself  as  to  the  views 
that  I  formed  as  to  the  effect  upon  the  security  market,  upon  the 
confidence  of  investors,  of  having  a  time  limit  set. 

I  suppose  it  may  be  true — having  never  been  a  Member  of  Con- 
gress, I  can  not  state  it  will  be  true — that  a  conscientious  Congress, 
knowing  that  if  they  did  not  agree  upon  some  sort  of  necessary  con- 
structive legislation  before  a  time  limit  set,  might  thereby  be  some- 
what influenced  to  try  to  agree.  On  the  other  hand,  the  very  fact 
that  there  is  such  a  time  limit  set  would  put  a  premium  upon  certain 
forces,  outside  of  Congress  at  any  rate,  to  engender  strife  and  pre- 
vent an  agreement;  because  there  would  certainly  be  chaos  as  to 
the  condition  on  the  part  of  carriers  that  are  of  the  weaker  kind  if. 
say,  18  months  from  to-day  Federal  control  were  to  end  with  no 
new  laws  on  the  books. 

Senator  Poindexter.  Mr.  Anderson,  if  a  definite  limit  in  the  bill, 
say,  six  months  after  the  end  of  the  war,  and  the  method  of  com- 
pensation remains  as  it  is  now,  would  not  that  definite  time  limit 
enter  into  it  essentially  as  one  of  the  conditions  of  that  settlement? 
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The  settlement  would  be  based  upon  the  conditions  fixed  by  the  bill, 
would  it  not? 

Commissioner  Anderson.  Yes. 

Senator  Poindexter.  So  that  if  in  Congress  this  issue  that  you 
and  others  have  been  saying  is  inevitable,  of  Government  owner- 
ship, comes  up,  and  Congress  should  decide  upon  some  different  sys- 
tem, and  conclude  not  to  turn  the  roads  back  at  the  time  fixed  in 
this  bill,  but  to  either  retain  them  under  Government  control  or  under 
Government  ownership,  or  to  extend  the  control  for  a  while,  that 
would  change  the  conditions  under  which  the  original  settlement 
was  made,  would  it  not? 

Senator  Townsend.  I  did  not  follow  that  out. 

Senator  Poindexter.  I  will  make  it  more  brief.  I  say,  if  you  make 
a  contract  as  contemplated  in  this  bill  with  the  railroads  as  to  their 
compensation  based  upon  the  condition  in  the  bill  that  this  tenure 
by  the  Government  is  to  be  for  the  period  of  the  war  and  six  months 
thereafter,  the  railroads  undoubtedly  in  making  their  settlement  will 
be  presumed  to  take  into  consideration  as  influencing  their  action 
that  condition  that  the  Government  is  to  have  them  for  a  limited 
period  and  give  them  back  at  the  end  of  that  time.  And  you  settle 
with  them,  through  all  of  this  complicated  and  voluminous  work 
of  arriving  at  agreements  and  valuations,  and  make  your  settlements, 
and  then  in  consequence  of  this  political  issue,  Congress  should  repeal 
that  feature  of  the  law  and  say  "We  will  keep  the  roads  longer: 
we  will  not  turn  them  back  at  this  time,"  that  would  be  changing  the 
conditions  upon  which  the  settlement  was  based  and  unsettle  the 
settlement,  and  reopen  the  whole  question. 

Commissioner  Anderson.  Yes;  I  think  that  is  so.  I  intended  to 
bring  that  point  out,  but  overlooked  it.  Suppose  you  have  the  bill 
drawn  so  that  after  the  period  of  war,  which  everybody  agrees  is 
indefinite,  and  12  months  thereafter  you  should  turn  the  properties 
back.  You  agree  with  Carrier  A  under  section  one  to  pay  it  on  the 
basis  of  reported  returns  ten  millions  a  year  for  the  use  of  its  prop- 
erty for  the  period  provided  under  the  bill.  The  contracts  will  all 
run  between  the  United  States  and  the  common  carriers,  and  the  time 
limit  will  be  fixed  by  these  contracts.  They  take  their  ten  millions  a 
year  plus  such  additions  as  might  accrue  under  section  4;  they  use 
the  United  States'  rolling  stock  provided  under  section  6,  and  part 
of  their  maturities  are  financed  under  section  7.  The  war  ends;  Con- 
gress is  overwhelmed  with  problems,  and  says,  "We  ought  to  have 
another  year  to  settle  that  problem."  Have  you  any  right  under 
those  contracts  to  extend  the  time  unless  the  contracts  are  all  drawn 
with  a  provision  to  the  effect  that  they  shall  continue  for  the  period 
of  the  war  and  10  months  thereafter,  and  for  any  extension  thereof 
which  may  be  provided  by  Congress?  You  must  put  that  into 
every  contract  or  you  are  thrown,  just  as  you  say.  Senator,  into  a 
condition  of  chaos  as  to  the  respective  rights  of  the  Government 
and  each  of  the  carriers.  You  have  not  got  a  free  hand  to  extend  the 
time  if  the  act  says  "  the  period  of  the  war  and  12  months  there- 
after." 

Senator  Poindexter.  But  you  lose  sight  of  the  fact  that  we  do 
not  make  our  bargain  when  we  turn  them  back. 

Commissioner  Anderson,  You  make  a  bargain  for  the  use  of  the 
property. 
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Senator  Poindexter.  Yes ;  and  for  a  definite  time. 

Commissioner  Anderson.  Pardon  me;  you  can  not  for  a  definite 
time.  You  say  "  the  time  may  be  made  definite  by  setting  a  certain 
time  after  the  close  of  the  war."  But  is  it  very  definite?  The  news- 
papers one  day  tell  us  we  shall  be  in  this  war  for  five  years ;  this  has 
been  a  not  uncommon  prophecy  by  men  of  great  intelligence;  and 
then  we  get  a  glimmer  of  hope  of  being  out  of  it  in  three  months. 

Senator  Underwood.  Does  not  the  thing  come  back,  in  the  last 
analysis,  outside  of  the  contracts — which,  of  course,  can  be  made 
under  any  conditions  the  Government  and  the  railroads  think  advis- 
able— to  this :  I  take  it  some  of  them  will  not  make  the  contract  and 
will  go  to  the  court,  and  the  court  is  going  to  construe  whether  this 
is  a  definite  taking  or  an  indefinite  taking ;  if  it  is  a  definite  taking, 
they  will  fix  the  just  compensation  at  the  value  of  the  railroads,  and 
when  we  pay  the  value  of  the  railroad  we  will  have  it  and  keep  it 
forever  unless  we  want  to  sell  it.  On  the  other  hand,  if  it  is  a  limited 
taking  or  a  taking  that  can  be  made  definite,  they  will  probably  hold 
that  the  just  compensation  is  the  rental  value,  and  we  will  not  have 
to  pay  for  the  railroads  that  might  be  willing  to  sell  out  to  the  Gov- 
ernment at  this  time. 

It  seems  to  me  that  is  the  real  question  we  have  got  to  face,  and  not 
something  in  the  future,  as  to  whether  we  want  to  permanently  take 
them  over.  In  other  words,  if  we  are  going  to  believe  now  that  we 
should  have  permanent  Government  ownership,  is  it  wise  for  us  to 
declare  it  in  this  bill  right  now  without  going  any  further — to  stop 
the  thing  right  now  and  say  that  we  will  permanently  take  them 
over  forever?  Or,  if  we  do  not  believe  in  Government  ownership 
under  existing  conditions,  then  make  it  so  definite  as  to  show  that  we 
do  not  legislate  on  that  ground;  that  it  is  a  mere  temporary  taking. 
Ought  not  we  to  determine  that  question  right  now  as  to  whether  we 
expect  the  taking  to  be  permanent  or  for  a  limited  period?  Of 
course,  we  do  not  tie  the  hands  of  any  future  Congress.  We  do  not 
change  the  status. 

Commissioner  Anderson.  May  I  ask  you  a  question  as  to  part  of 
what  you  said  there  ? 

Senator  Underwood.  Certainly. 

Commissioner  Anderson.  See  if  I  understand  you.  Do  you  think 
the  nonagreeing  carriers  who  come  into  court  under  section  3,  with 
section  13  drawn  as  here,  would  be  entitled  to  a  higher  rule  of  dam- 
ages than  if  you  had  the  period  of  the  war  and,  say,  12  months  there- 
after ? 

Senator  Underwood.  Yes;  I  think  it  is  probable.  Of  course,  I  do 
not  know  what  the  court  would  determine,  but  I  think  as  section  13 
is  drawn  now  it  is  an  absolute  and  definite  taking,  and  the  same  as  if 
we  declared  we  should  take  them  over  forever.  If  a  railroad  went  to 
court  to  sue  for  damages  under  the  bill  as  it  stands  now,  its  lawyers 
would  enter  suit  for  the  value  of  the  railroad  and  not  for  rental  dam- 
ages, because  they  would  decide  the  question  on  the  assumption  that 
Congress  was  never  to  turn  them  back,  and  they  would  want  their 
money  out  of  it,  just  as  any  other  citizen,  for  the  taking  of  its  prop- 
erty. I  think  it  is  probable  that  the  court  would  hold  that  just  com- 
pensation would  be  the  value  of  the  property.  On  the  other  hand,  I 
am  sure  that  if  we  took  the  properties  ior  one  year  the  court  would 
hold  that  just  compensation  would  be  a  fair  rental  value. 
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Now,  I  think  it  probable  that  if  we  say  for  the  length  of  the  war 
and  six  months  thereafter  the  court  will  still  hold  that  that  is  suffi- 
ciently definite  to  find  the  damages  at  a  just  compensation  for  the  use 
of  the  property  and  not  for  the  value  of  the  property.  Of  course, 
there  are  a  great  many  of  those  cases  that  have  arisen  from  the  Civil 
War,  cases  for  the  taking  of  property— churches  and  storehouses  and 
other  property  used  by  tne  armies  during  the  war — and  I  think  that 
the  decisions  of  the  Court  of  Claims  along  that  line  have  been  that 
where  it  was  a  temporary  taking  it  was  for  the  rental  value ;  if  it  was 
in  the  nature  of  a  permanent  taking  it  was  for  the  actual  value. 

Commissioner  Anderson.  I  can  hardly  conceive  why  there  should 
be  a  higher  value  put  with  section  IS  as  now  drawn  than  there  would 
be  if  it  said  "  period  of  the  war  and  12  months  thereafter." 

Senator  Underwood.  I  think  the  whole  proposition  turns  on  the 
question,  Mr.  Anderson,  as  to  whether  the  language  of  the  bill  allows 
the  court  to  find  that  there  is  a  definite  or  an  indefinite  taking  of  the 
property.    I  think  that  is  the  whole  question. 

Commissioner  Anderson.  It  seems  to  me  you  can  not  make  a  bill 
which  is  not  an  indefinite  possession  of  the  properties,  because  the 
war  is  indefinite. 

Senator  Underwood.  The  courts  have  held  that  that  is  definite 
which,  in  the  nature  of  things,  can  be  made  definite,  and  I  assume 
the  courts  will  hold  that,  although  this  war  may  last  a  year,  two 
years,  or  three  years,  possibly,  it  will  have  a  definite  termination.  It 
is  not  a  permanent  taking,  that  the  war  will  be  over  in  the  course  of 
a  few  years,  and  therefore  that  the  period  of  the  war  can  make  the 
taking  a  definite  taking;  whereas,  the  action  of  Congress— the  future 
action  of  Congress,  an  entirely  indefinite  matter  of  fact-4t  seems  to 
me  as  this  clause  13  stands  to-day  in  the  bill  we  might  just  as  well 
strike  it  out  It  means  just  as  much  with  it  in  as  it  does  with  it 
out.  When  you  say  "for  the  period  of  the  war  and  when  Congress 
shall  legislate  "  you  might  strike  out "  the  period  of  the  war."  That 
does  not  mean  anything.  The  bill  reads  "  until  Congress  shall  legis- 
late "  and  as  Congress  has  the  power  to  legislate  anvnow,  putting  in 
the  words  "  until  Congress  shall  legislate  '"adds  nothing  to  it. 

Senator  Townsend.  In  other  words,  it  might  be  added  to  any 
measure  we  pass  and  still  not  mean  anything. 

Senator  Underwood.  Yes. 

Senator  Watson.  The  real  object  of  this  legislation  is  to  secure 
more  effective  service  by  railroads,  is  it  not? 

Commissioner  Anderson.  The  chief  object;  one  other  object  was 
to  stabilize  the  market  conditions. 

Senator  Watson.  That  was  incidental.  The  real  object^  was  to 
get  more  effective  service  by  the  railroads  than  we  were  getting. 

Commissioner  Anderson.  Yes. 

Senator  Townsend.  Will  the  establishment  of  the  time  limit  in 
and  of  itself  militate  against  effective  service  or  the  improvement  of 
the  service  under  the  conditions  of  this  bill  ? 

Commissioner  Anderson.  I  can  not  say  that ;  as  it  occurs  to  me, 
it  would  have  much  effect  either  way.  I  should  think  it  was  pretty 
nearly  neutral.  I  expect,  as  I  told  you  a  few  minutes  ago,  that  the 
men  in  the  service  are  going  to  take  hold  and  do  the  best  they  can 
to  mobilize  the  resources  of  the  country  for  war,  and  serve  faith- 
fully.   I  do  not  see  why  there  should  hie  any  substantial  change  of 
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attitude  whether  you  say  "until  Congress  legislates"  or  "during 
the  period  of  the  war  and  12  months  thereafter." 

Senator  Watson.  Precisely.  So  that  section  13  is  not  essential  so 
far  as  this  bill  is  concerned  for  the  effective  operation  of  the  railroads 
during  the  war? 

Commissioner  Anderson.  I  do  not  think  it  is.  Though  that  is  only 
my  offhand  present  impression.  At  any  rate,  I  had  not  put  my  posi- 
tive views  in  favor  of  section  13  on  any  matured  notion  that  it  would 
make  any  essential  difference  in  the  operation  of  the  carriers  during 
the  war  period.    That  was  not  one  of  my  own  thoughts. 

Senator  Cummins.  Mr.  Anderson,  I  want  to  call  your  attention  to 
what  might  be  called  the  practical  aspect  of  the  question,  rather  than 
the  constitutional  one.  Such  is  the  variety  of  opinion  among  men 
that,  although  it  has  not  been  mentioned  up  to  this  time,  it  seems  to 
me  to  be  the  most  important  one.  I  do  not  disparage  the  suggestion 
of  the  Senator  from  Alabama,  because  I  think  there  is  very  much  to 
be  said  in  favor  of  his  legal  contention ;  but  even  if  the  circumstances 
that  he  points  out  were  to  follow,  they  would  have  no  terrors  for  me. 
This,  however,  must  be  remembered :  There  has  been  a  Joint  Com- 
mittee of  the  Interstate  Commerce  Committees  of  the  two  Houses 
sitting  now  for  considerably  more  than  a  year  considering  a  reor- 

fanization  of  our  system  of  regulation  and  control  of  carriers,  em- 
racing  proposed  amendments  to  the  present  law  and  also  the  move- 
ment for  Government  ownership— taking  in  the  whole  thing.  A  vast 
volume  of  testimony  has  been  taken  in  that  hearing,  and  I  think  it 
is  entirely  within  bounds  to  say  that  there  is  the  widest  difference  of 
opinion  among  members  of  the  committees  with  regard  to  changes 
that  have  been  proposed,  with  no  immediate  hope  of  reaching  any 
agreement. 

Now,  when  you  consider  that  situation  in  connection  with  the  addi- 
tional problems  which  the  temporary  taking  of  the  railroads  and 
our  relation  to  them  and  the  public  will  create,  it  is  fair  to  assume 
that  it  will  be  a  good  while  before  Congress  will  be  able  to  agree 
upon  the  plan  for  the  future,  and  in  the  meantime  the  status  created 
by  the  proclamation  and  by  this  bill,  if  it  is  passed,  is  to  continue. 
After  the  war  ends,  the  President  will  have  the  same  power  over 
transportation  for  the  ordinary  objects  of  commerce  and  the  business 
of  the  country  that  we  propose  to  give  him  or  have  given  him  over 
transportation  in  order  more  successfully  to  prosecute  the  war.  That 
would  be  true  under  this  status.  Do  you  think,  Mr.  Anderson,  that 
Congress  would  ever  contemplate  for  a  moment  giving  to  a  single 
man  in  time  of  peace,  for  the  regulation  of  the  commerce  of  the 
country,  absolute  power  over  all  the  transportation  of  the  country! 

Commissioner  Anderson.  No,  sir. 

Senator  Cummins.  If  that  is  true — and  I  think  that  everyone  must 
admit  that  it  is  a  sound  view,  and  not  said  with  reference  to  any 

E  articular  President,  because  we  may  have  a  good  many  Presidents 
efore  this  status  changes — do  you  not  think  that  those  to  whom  the 
railway  lines  and  the  transportation  lines  of  the  country  render 
their  service  have  some  right  to  be  heard  and  some  right  to  be  con- 
sidered as  well  as  the  security  holders  ?  Because,  after  all,  they  are 
the  people  who  are  principally  interested.  If,  then,  we  are  to  have 
a  presidential  management  and  operation  indefinitely  in  times  of 
peace,  or  if  that  is  the  effect  of  this  bill,  do  you  not  think  that  we 
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ought  to  provide  that  when  peace  comes  the  management  and  opera- 
tion of  these  roads  should  be  turned  over  to  some  proper  tribunal, 
composed  of  men  who  have  given  study  to  the  problems  of  trans- 
portation and  who  are  prepared  to  do  justice  between  the  railroad 
companies  and  those  to  whom  their  service  is  rendered? 

Commissioner  Anderson.  Senator,  if  that  is  not  adequately  cov- 
ered by  section  11,  it  ought  to  be.  I  am  in  absolute  accord  with 
your  views  that  the  shippers  and  passengers,  after  you  get  by  the 
war  period,  if  you  ever  do,  are  as  much  entitled  to  reasonable  rates 
and  nondiscriminating  service  under  the  new  regime  as  they  ever 
could  be  under  any  conceivable  regime;  there  ought  to  be  a  service 
rendered  under  and  in  accordance  with  law,  or  under  an  official  or 
officials  bound  to  all  the  responsibilities  of  official  standards  of  im- 
partiality. But  I  do  not  tnink  that  there  is  much  doubt — and  I 
am  not  sure  that  there  is  any  doubt — that  that  is  the  fair  import 
of  section  11. 

Senator  Cummins.  I  do  not  find  any  such  provision,  and  it  would 
seem  to  me  perfectly  obvious  that  if  these  roads  are  not  to  be  turned 
back  to  their  owners  when  the  necessities  of  war  shall  cease,  then 
we  ought  to  provide  that  at  the  end  of  the  war  the  Government 
operation  shall  be  through  an  organized  and  a  lawfully  bound  and 
directed  tribunal. 

Commissioner  Anderson.  You  think  it  should  be  in  this  bill  and 
should  not  await  the  official  termination  of  the  war? 

Senator  Cummins.  No.  I  think  so  because  this  status  we  are 
now  creating  or  that  has  been  created  continues  until  Congress 
agrees  on  something  else,  and  Congress  may  not  be  able  to  agree  on 
something  else  for  10  years  to  come  or  10  years  after  the  war.  No 
one  can  tell  anything  about  that,  for  I  agree  with  you  that  the  prob- 
lems which  will  then  confront  us  are  not  only  very  difficult  as  they 
are  now  perceived  but  they  may  become  immensely  more  difficult  on 
account  of  the  conditions  that  may  hereafter  transpire. 

Commissioner  Anderson.  Or  they  may  be  simplified  by  the  result 
of  such  experience. 

Senator  Cummins.  They  may  be  simplified.  All  I  desire  to  call 
your  attention  to  is  this  view:  Those  who  believe  in  Government 
ownership  and  the  propei  conduct  of  railroads  in  times  of  peace 
by  the  Government  ought  to  be  the  last  persons  to  want  that  experi- 
ment tried  under  the  terms  of  that  bill. 

Commissioner  Anderson.  It  may  be  they  are. 

Senator  Cummins.  At  least  that  is  the  way  I  feel  about  it. 

Commissioner  Anderson.  I  have  not  even  had  time  to  read  the 
newspapers  since  I  have  been  engaged  in  this  work,  so  I  really  know 
very  little  about  what  has  been  printed  except  as  a  little  has  drifted 
in  to  me  now  and  then. 

Senator  Pomerene.  Do  you  not  think  if  it  comes  to  a  question  of 
private  ownership  and  private  control  on  the  one  side  and  Govern- 
ment ownership  and  Government  control  on  the  other  hand,  two  years 
hence,  that  the  Congress  then  sitting  will  be  better  able  to  determine 
that  question  than  we  are  to  determine  it  now  for  the  future? 

Commissioner  Anderson.  I  do.  I  think  you  will  know  more 
about  it  because  you  will  have  certain  experience  from  which  to 
draw  lessons. 
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Senator  Cummins.  We  must  not  only  know  more  but  if  we  estab- 
lish  this  status  now  we  must  get  the  concurrence  of  the  majority  of 
each  House  of  Congress  in  order  to  change  the  status. 

Commissioner  Anderson.  That  there  are  immense  difficulties  in 
the  way  of  dealing  with  the  problems  that  you  must  deal  with  under 
this  bill  as  it  is  now  drawn,  with  section  13, 1  concede  instantly.  All 
I  claim  for  section  13  as  it  now  is,  is  that  it  offers  less  difficulties  and 
less  dangers  than  any  other  course  that  you  can  mark  out  for  your- 
selves. 

Senator  Townsend.  Will  you  not  tell  me  this,  Mr.  Anderson?  I 
have  discussed  this  point  with  others  outside,  and  I  have  never  been 
able  to  reach  any  other  conclusion  than  that  one  reached  by  the  Sena- 
tor from  Alabama.  Suppose  the  Congress  passes  a  law,  any  law 
on  any  subject,  and  says  it  shall  remain  so  until  Congress  acts  other- 
wise. Of  course  that  is  implied  in  every  law,  is  it  not?  There  is 
not  a  law  that  is  passed  that  those  words  could  not  be  attached  to 
and  it  would  mean  nothing  except  that  the  law  has  been  passed  and 
Congress  has  the  right  to  change  that  law  whenever  it  sees  fit. 

Now,  you  put  those  words  in  this.  It  looked  to  me  as  though  all 
the  time  this  was  a  permanent  definite  taking  by  the  Government  of 
the  railroads,  and  that  it  did  not  change  it  in  the  least  from  any 
other  status  that  it  has. 

Commissioner  Anderson.  I  quite  agree  that  most  of  the  statutes 
that  you  pass  are  subject  to  revision  and  amendment.  Under  some 
statutes  a  right  may  vest  that  you  can  not  take  away  by  subse- 
quent revision  and  repeal.  But  this  is  not  an  ordinary  piece  of  legis- 
lation. It  is  taking  over  the  use  of  property — one  oi  the  greatest 
properties  in  the  country — for  war.  You  may  criticize  it  as  being 
nothing  but  a  declaration  of  policy  or  of  legislative  intent.  Possibly 
it  is.  Or  you  may  say  that  it  is  put  in  as  an  assurance  to  the  country 
that,  as  it  is  proposed  to  treat  the  investing  public  fairly  under  sec- 
tions 1,  2,  and  3  of  this  bill,  the  shipping  public  fairly  under  sec- 
tion 11,  it  is  also  proposed  by  this  declaration  in  section  13  to  recog- 
nize that  new  conditions  are  being  created  requiring  a  subsequent 
Congress  to  deal  in  the  same  fair  and  intelligent  way  with  those 
new  conditions;  that  therefore  you  propose  to  continue  the  just  and 
equitable  conditions  now  established  until  some  other  Congress 
works  out  a  solution  of  a  new  status  satisfactory  to  its  conscience 
and  to  its  judgment.  I  think  this  provision  of  great  value  for  these 
purposes. 

Senator  Townsend.  I  have  no  doubt  that  that  is  what  you  said,  but 
that  is  implied  in  every  law,  it  seems  to  me — that  it  holds  until  Con- 
gress acts. 

Commissioner  Anderson.  This  is  very  different  from  the  ordinary 
legislation.  You  may  say  it  is  surplusage,  but  it  is  very  desirable 
surplusage. 

Senator  Poindexter.  Mr.  Anderson,  it  is  not  exactly  surplusage, 
is  it,  taken  in  connection  with  the  other  part  of  that  section,  indicat- 
ing the  time  that  those  who  enacted  this  bill  have  in  mind  is  for 
the  war,  but  expressing  themselves  as  expecting  the  future  Congress 
to  deal  with  it.  That  is  the  real  effect  of  this  expression.  It  seems 
to  me  it  puts  it  in  a  somewhat  different  status 

Commissioner  Anderson.  It  does. 

Senator  Poindexter.  Than  if  it  was  not  there  at  all. 
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Senator  Gore.  It  does;  because  the  President  could  turn  it  back, 
over  to  them  if  this  was  not 'in  there  when  the  war  was  over. 

Commissioner  Anderson.  Yes;  that  is  true. 

Senator  Poindexter.  Some  reference  was  made  to  the  fact,  which 
I  agree  with,  that  the  Congress  when  the  war  is  over  will  be  better 
able  to  determine  the  future  policy  in  regard  to  this  railroad  question 
than  this  Congress  can  possibly  be  in  attempting  to  look  into  the 
future,  because  they  will  be  able  to  look  at  the  past.  Is  it  not  true 
that  the  only  way  that  you  can  save  the  situation  intact  for  that  Con* 
gress  to  deal  with  is  by  just  leaving  it  just  as  it  is  expressed  in  this 
bill?  If  you  fix  a  definite  time,  you  fix  a  condition  and  settle  the 
transaction  with  the  private  owners  upon  the  basis  of  that  definite 
condition,  and  a  future  Congress  would  have  to  change  that  if  it 
adopts  a  different  policy,  whereas  as  it  is  now  all  they  would  need 
to  do  would  be  to  continue  in  effect  the  settlement  already  made. 

Commissioner  Anderson.  Yes;  your  mind  works  to  the  same  con- 
clusion that  Judge  Payne's  and  mine  did,  that  this  is  the  most  neutral 
of  all  expressions  that  you  can  apply  to  this  difficult  subject  matter. 
I  have  yet  to  hear  the  railroad  lawyer  that  would  advocate  having 
the  President  proclaim  the  termination  of  this  Federal  control  on 
the  same  day  that  peace  is  proclaimed  or  a  month  thereafter  or  three 
months  thereafter.  I  have  yet  to  hear  any  railroad  lawyer  suggest 
that  legislation  after  the  war  is  over  is  not  absolutely  essential  and 
proper  statesmanship  in  order  to  deal  fairly  with  the  public's  rights 
and  with  the  rights  of  private  investors. 

Senator  Gore.  The  railroad  lawyers  entertain  that  view  ? 

Commissioner  Anderson.  Everyone  I  have  talked  with  said  that 
legislation  to  end  the  control  properly  is  an  absolute  essential.  There- 
fore the  only  question  left  to  be  considered  is,  Will  you  put  a  stop 
watch  on  the  Congress  that  has  got  to  deal  with  the  admittedly  nec- 
essary legislation  or  will  you  say  that  the  Congress  then  in  existence 
will  take  up  its  duty  and  do  it  within  such  time  as  it  finds  itself 
able.    That  is  the  gist  of  the  question. 

Mr.  Thorn  will  correct  me  if  I  misunderstood  him  in  the  discussion 
that  I  had  with  him  on  that  point. 

Mr.  Patterson.  I  think  you  did  misunderstand  him.    . 

Commissioner  Anderson.  Then  I  will  wait  until  he  has  his  say. 
But  no  railroad  lawyer  with  whom  I  have  discussed  that  has  failed 
to  agree  with  me  yet  that  legislation  was  essential  to  determine  what 
ought  to  be  done  with  them  when  the  present  status  of  Government 
control  be  ended. 

Senator  Kellogg.  You  mean  legislation  as  to  whether  the  roads 
should  be  allowed  to  pool  and  whether  the  Sherman  Act  should 
apply  to  them  and  those  things.  You  do  not  mean  legislation  fixing 
the  terms  under  which  we  shall  turn  the  property  back. 

Commissioner  Anderson.  Legislation  of  a  broad  constructive  kind, 
dealing  with  the  new  status  growing  out  of  the  changed  status  worked 
by  Federal  control. 

Senator  Kellogg.  That  does  not  mean  anything.  Concretely, 
what  legislation  do  you  refer  to  ? 

Commissioner  Anderson.  It  does  mean  very  much.  It  means  that 
the  men  who  have  been  studying  into  this  problem  think  that  diffi- 
culties will  accrue  which  can  not  now  be  foreseen,  and  therefore  you 
can  not  say  what  legislation  they  should  have. 
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Senator  Kellogg.  What  difficulties? 

Commissioner  Anderson.  I  thought  I  indicated  a  good  many  of 
them  some  time  ago.  We  have  difficulties  as  to  financing,  difficulties 
as  to  the  disposition  of  the  Government's  rolling  stock ;  we  have  diffi- 
culties as  to  the  relations  which  will  arise  out  of  water  competition, 
whether  you  are  going  to  put  them  back  under  the  fourth  section 
or  whether  you  are  going  to  vary  from  the  fourth  section.  You 
l\ave  difficulties  as  to  whether  you  are  going  to  allow  them  to  pool. 
Tnere  are  others.  Suppose  this,  for  instances:  Each  of  these  big 
railroad  systems  has  hitherto  maintained  a  traffic  department  en- 
gaged in  getting,  in  competitive  contest,  freight  away  from  the  other 
carriers.  There  is  a  shortage  of  railroad  help,  and  it  is  expected 
that  many  of  those  traffic-getting  people  will  be  absorbed  into  non- 
competitive and  far  more  efficient  activities  during  Federal  control. 
You  are  going  to  turn  the  carriers  back  into  the  competitive  field 
with  no  competitive  personnel  and  no  time  to  arrange  for  one. 

Senator  Kellogg.  Do  I  understand  it  is  the  policy  of  the  Govern- 
ment to  destroy  all  the  traffic  associations  and  organizations  of  the 
railroads  now  existing? 

Commissioner  Anderson.  I  can  not  answer  that.  I  do  not  under- 
stand that  to  be  true.  But  I  do  understand  it  to  be  the  policy  of 
unified  control,  particularly  when  there  is  a  shortage  of  labor,  to 
utilize  labor  where  it  can  be  utilized  to  produce  the  greatest  results 
in  the  national  service;  that  would  necessarily  involve  some  diminu- 
tion in  the  traffic  departments. 

Senator  Kellogg.  That  does  not  require  any  legislation. 

Commissioner  Anderson.  To  do  that? 

Senator  Kellogg.  Not  at  all. 

Commissioner  Anderson.  Or  to  return  to  it? 

Senator  Kellogg.  No  ;  either  one. 

Senator  Underwood.  Mr.  Anderson,  there  is  no  vested  right  in 
the  railroads  to  indulge  in  water  competition,  as  I  understand  it. 
The  interstate-commerce  act  merely  gives  the  commission  the  right 
to  allow  the  railroads  to  reduce  their  rates  to  meet  water  competi- 
tion, and  as  the  law  stands  to-day  the  Interstate  Commerce  Commis- 
sion can  take  that  right  away  from  them,  if  it  desires,  can  it  not? 

Commissioner  Anderson.  I  think  so. 

Senator  Underwood.  Therefore  they  are  not  hurt  by  this  law. 

Commissioner  Anderson.  Legally  hurt. 

Senator  Underwood.  And  can  build  up  water  competition. 

Commissioner  Anderson.  Practically  they  are  hurt. 

Senator  Underwood.  I  know,  but  as  a  legal  status  they  are  not, 
because  the  commission  could  take  that  rate  away  from  them  to- 
morrow if  they  desired  to  do  so. 

Commissioner  Anderson.  I  think  that  is  probably  so. 

Senator  Poindexter.  On  that  point  I  would  like  to  ask  in  what 
way  the  commission  has  got  anything  to  do  with  that?  I  do  not 
understand  what  the  Interstate  Commerce  Commission  has  to  do  with 
that. 

Senator  Underwood.  As  I  understand  it,  the  interstate-commerce 
law  from  the  beginning  has  provided  in  fixing  uniform  rates  that 
whore  there  is  water  competition  the  railroad  may  be  allowed  to 
reduce  its  rate  at  the  point  of  water  competition  to  meet  the  water 
competition,  but  it  is  not  a  definite  right  that  is  given  to  the  railroads. 
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It  rests  in  the  discretion  of  the  commission  as  to  whether  they  will 
allow  it.  As  a  matter  of  fact  the  commission  has  allowed  it  in  the 
past,  but  it  could  take  it  away  to-morrow  if  it  changed  its  policy  on 
that  subject. 

Senator  Poindexteb.  I  do  not  think  the  law  says  anything  about 
allowing  them  to  reduce  rates  to  meet  the  water  competition.  The 
provision  of  the  law  is  that  they  shall  not  charge  more  for  a  short 
haul  over  the  same  line  in  the  same  direction  than  for  a  long  haul ; 
that  they  may  take  into  consideration  different  conditions  that  exist. 

Senator  Underwood.  I  am  not  quoting  the  language  accurately, 
but  the  substance  of  it  is  that  the  commission,  under  the  language 
that  is  used  in  the  act,  has  allowed  them  to  reduce  rates  to  meet 
water  competition. 

Senator  Poindexter.  Rather  what  they  have  allowed  them  to  do 
is  at  the  other  end.  They  have  allowed  them  to  raise  rates  at  the 
interior  points. 

Senator  Underwood.  Assuming  that  the  rates  at  the  interior  points 
are  the  fixed  points,  they  have  allowed  them  to  reduce  the  rate  to  the 
water  rate,  and  I  have  no  question  but  that  is  in  the  discretion  of  the 
commission  and  can  be  taken  away  any  time  they  desire. 

Commissioner  Anderson.  I  do  not  think  that  discussion  accurately 
defines  it.    It  is  the  latter  part  of  section  4. 

Senator  Underwood.  I  think  that  is  a  later  enactment  than  the  one 
I  referred  to.  In  the  original  enactment  of  the  law  I  think  you 
will  find  that  the  right  to  reduce  rates  to  meet  water  competition 
was  given  in  the  discretion  of  the  commission,  and  at  a  later  date  the 
statute  was  enacted  which  you  have  just  referred  to,  which  provided 
that  in  case  they  did  reduce  rates,  that  they  should  not  raise  them 
again  without  going  to  the  commission. 

Senator  Cummins.  The  statute  says,  after  making  the  general 
prohibition,  that  in  special  cases  the  commission  may  relieve  the  car- 
rier of  that  prohibition  when  the  public  interest  requires  it.  That  is 
the  substance  of  it. 

Commissioner  Anderson  (reading) : 

Provided t  however,  That  on  application  to  the  Interstate  Commerce  Commis- 
sion such  common  carrier  may  in  special  cases  ask  that  such  investigation  be 
authorized  by  the  commission  to  charge  less  for  shorter  distances  *  *  * 
and  the  commission  may  from  time  to  time  prescribe  the  extent  to  which  such 
designated  common  carrier  may  be  relieved  from  the  operation  of  this  section. 

That  is  the  language  you  had  in  mind,  Senator? 

Senator  Cummins,   x  es. 

Senator  Underwood.  The  point  I  had  in  mind  was  not  on  that 
language,  it  was  a  matter  that  recited  in  the  discretion  of  the  com- 
mission and  was  not  a  vested  right  that  belonged  to  the  railroads. 

Senator  Kellogg.  I  would  like  to  ask  one  other  question.  Re- 
ferring to  section  11,  do  you  think  section  11  is  broad  enough  to  con- 
firm in  the  States,  if  any  confirmation  is  needed,  the  right  to  tax 
all  railroad  property  as  it  is  now  being  taxed  by  the  States?  I  take 
it  it  is  not  the  intention,  because  this  property  is  in  Government  hands 
for  operation,  to  deprive  the  States  of  the  right  of  taxing  the  property 
situated  in  several  States. 

Commissioner  Anderson.  No;  it  is  not.  I  do  not  know  that  sec- 
tion 11  has  any  direct  bearing  on  that  point.    My  view  is  that  the 
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power  of  the  States  to  tax  the  property  continued  in  the  absence  of 
something  which  expressly  or  by  necessary  implication  cut  it  off. 

Senator  Kellogg.  Have  you  looked  into  that  to  see  whether  that 
is  a  fact? 

Commissioner  Anderson.  We  have  had  some  discussion  of  it;  yes. 
There  has  been  quite  a  little  discussion.  I  submitted  a  memorandum 
of  some  questions  to  our  chief  counsel,  on  January  8,  and  had  his 
opinion  on  it  with  some  citations. 

Senator  Kellogg.  Have  you  got  that-with  you  ? 

Commissioner  Anderson.  Yes. 

Senator  Kellogg.  Is  it  in  shape  so  you  would  like  to  put  it  in  the 
record? 

Commissioner  Anderson.  I  would  like  to  ask  Gov.  Folk  whether 
he  wants  to  elaborate  it?  It  was  made,  I  think,  under  some  pres- 
sure from  me.  He  reached  a  conclusion  that  it  was  not  going  to 
effect  the  States9  right  to  tax  unless  they  undertook  something  which 
was  obviously  an  attempt  to  encroach  upon  Federal  control.  I  will 
read  part  of  it,  and  then  if  the  governor  wants  to  elaborate  it  and 
make  it  more  formal,  if  it  is  going  to  have  such  a  permanent  existence, 
I  think  he  ought  to  have  that  opportunity. 

The  Chairman.  I  think  that  question  is  of  such  importance  that 
your  opinion  on  that  ought  to  be  put  in  such  form  as  you  desire  it. 

Senator  Kellogg.  I  suggest  that  you  get  the  final  opinion  with 
authorities  and  submit  it  if  that  coincides  with  the  chairman's  views. 

The  Chairman.  Yes. 

Commissioner  Anderson.  I  will  do  that.  I  will  say  now  that  any 
doubts  which  I  had — I  did  not  have  any  substantial  doubts— were 
fully  resolved,  that  we  were  not  interfering  with  any  normal  and 
proper  exercise  of  the  taxing  rights  by  the  States,  by  anything  herein 
contained.  But  I  wanted  an  assurance  based  upon  an  examination 
of  the  cases,  and  got  it  from  our  chief  counsel. 

Senator  Poindexter.  What  effect  does  it  have  on  Federal  taxes? 

Commissioner  Anderson.  None,  in  my  opinion. 

Senator  Poindexter.  It  would  be  like  the  Government  taxing  itself, 
would  it  not? 

Commissioner  Anderson.  No,  sir ;  because  if  you  will  look  under 
section  1,  any  Federal  taxes  which  were  not  in  force  in  the  year  end- 
ing June  30, 1917,  will  go  against  the  standard  return  and  not  against 
the  operating  expenses.  So  that  any  additional  taxes  imposed  by 
the  Federal  Government  upon  carriers  pending  Federal  control  comes 
out  of  the  security  holders,  directly  or  indirectly. 

Senator  Gore.  That  raises  the  question  again  as  to  whether  this 
is  Government  money,  the  receipts  from  freight  and  passengers.  If 
it  is  Government  money,  it  is  taxed  on  the  Government. 

Senator  Kellogg.  It  you  will  pardon  me,  Senator,  I  would  like  to 
make  an  explanation  there.  I  think  that  Mr.  Anderson  explained 
under  section  1 — or  somebody  did,  I  do  not  remember  who — the  pro- 
vision is  that  any  net  railway  operating  income  in  excess  of  such 
standard  return  snail  be  the  property  of  the  United  States,  and  that 
the  money  while  it  is  being  earned  and  paid  out  for  wages  goes  into 
the  railroad  treasury  in  the  usual  way,  and  is  not  Government  money 
in  such  a  way  that  it  has  got  to  be  paid  into  the  treasury  and  appro- 
priated out  to  pay  the  men  by  an  act  of  Congress. 


GOVERNMENT  CONTROL  AND  OPERATION   OF  RAILROADS.        641 

Commissioner  Anderson.  I  am  inclined  to  think  that  is  true ;  ye6. 

Senator  Borinson.  What  would  be  the  effect  of  this  act  upon  state 
laws  passed  under  the  police  power?  For  instance,  take  the  Jim 
Crow  law. 

Commissioner  Anderson.  I  think  I  should  take  refuge  under  the 
generalization  that  I  made  this  morning,  that  I  think  any  local  laws 
which  do  not  materially  affect  the  Government  control  and  are  within 
the  police  power  are  valid. 

Senator  Kobinson.  I  think  that  is  true. 

Commissioner  Anderson.  But  I  do  not  want  to  go  into  any  finer 
distinctions.  I  am  not  ready  to  say  that  the  Massachusetts  Public 
Service  Commission  can  not  make  a  train  stop  at  my  station. 

Senator  Robinson.  A  number  of  those  things  are  liable  to  arise. 

Senator  Cummins.  If  the  President  should  say  that  the  efficiency 
of  the  railroad  required  that  the  train  should  not  stop  at  that  sta- 
tion, I  assume  you  would  agree  that  the  State  commission  could  not 
make  it  stop? 

Commissioner  Anderson.  I  think  I  should — during  the  war.  But 
when  it  comes  to  a  time  of  peace,  Senator,  I  should  have  very  strong 
sympathy  with  your  view. 

Senator  Cummins.  But  if  the  President  should  say  there  should 
be  no  discrimination  on  account  of  color  in  the  makeup  of  trains  and 
the  persons  who  ride  upon  them,  I  assume  that  would  De  a  controlling 
order. 

Senator  Townsend.  The  States  do  not  legislate  discrimination  on 
account  of  color;  they  provide  separate  and  equal  accommodations. 

Senator  Cummins.  Then  I  will  have  to  withdraw  that.  In  other 
words,  the  President  could  say  that  no  superior  accommodations 
should  be  given  to  the  colored  people  and  they  should  be  compelled 
to  ride  in  the  same  coaches  with  the  white  people,  and  that  would  be 
a  valid  order. 

Senator  Poindexter.  Speaking  of  that  conflict  between  the  Presi- 
dent and  the  local  authorities  and  the  railroad  corporations,  what  is 
to  be  taken  over  under  this  act,  the  railroad  corporations  or  just  the 
property  of  the  railroad  corporations? 

Commissioner  Anderson.  We  had  a  great  deal  of  discussion  about 
that  and  used  the  language  of  your  act,  which  says,  "  take  the  pos- 
session, control,  and  use  of  certain  systems  of  transportation."  We 
were  modestly  of  the  opinion  that  we  did  not  know  any  more  than 
Congress  did  when  it  passed  that  act. 

Senator  Cummins.  Nobody  ever  agreed  when  that  act  was  passed 
that  it  was  to  be  put  to  any  such  use  as  this. 

Commissioner  Anderson.  I  think  it  is  a  safe  refuge  for  a  lawyer 
when  he  is  doing  something  under  a  statute  to  cite  the  words  of  the 
statute.    I  have  taken  to  that  refuge. 

Senator  Watson.  It  is  pretty  good  practice. 

Senator  Poindexter.  It  is  a  pretty  safe  practice. 

Commissioner  Anderson.  But  to  answer  your  question  fully,  when 
you  honor  me  by  asking  for  my  own  views,  we  came  to  the  conclu- 
sion— Judge  Paine  and  I  are  probably  the  chief  ones  on  the  "  we  " — 
that  that  language  meant  what  I  have  stated  here,  that  the  carrier 
money  is  Government  money,  that  the  carrier  employees  are,  for 
certain  purposes,  at  any  rate,  Federal  employees,  that  you  could  not 
take  the  "  possession,  control,  and  use  "  of  the  greatest  going  business 
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in  the  United  States  without  having  both  the  power  to  discharge  and 
employ  employees  and  the  control  of  the  receipts  and  the  disburse- 
ments of  the  business.. 

Senator  Poindexter.  In  addition  to  that,  /on  that  theory,  the  Gov- 
ernment would  have  the  right  to  determine  what  sort  of  safety  ap- 
pliances would  be  used? 

Commissioner  Anderson.  Probably. 

Senator  Poindexter.  The  type  and  character  of  locomotives,  the 
number  of  trainmen  upon  a  train,  the  kind  of  cars  that  we  use, 
would  it  not? 

Commissioner  Anderson.  In  theory,  yes.  At  any  rate,  it  could  do 
any  of  those  things  if  those  things  were  essential  to  the  reasonable 
"possession,  use,  and  control'1  of  this  transportation  system  as  a 
Government  agency. 

Senator  Poindexter.  Then,  if  that  is  the  case,  how  are  you  going 
to  make  the  railroad  corporation  liable  for  the  consequences  of  the 
Government  operation  ?  Suppose  a  man  is  injured  or  a  shipment  of 
goods  is  lost,  as  I  understand,  under  section  11,  the  intention  of  the 
framers  of  the  bill  was  that  the  railroad  corporation  should  be 
liable  for  it.  How  can  they  be  liable  when  they  have  nothing 
to  do,  no  authority  or  power  over  the  operation  of  the  road? 

Commissioner  Anderson.  They  are  made  liable  by  the  act  of  Con- 
gress. I  do  not  know  any  reason  or  constitutional  bar  to  your  saying 
that  a  suit  against  John  Smith  may  be  brought  against  Tom  Jones, 
who  is  his  agent. 

Senator  Gore.  I  think  that  can  be. 

Commissioner  Anderson.  And  that  the  judgment  shall  go  against 
Smith's  property.  It  is  a  pure  question  of  machinery  for  reaching 
human  rights.  Now,  here  are  a  lot  of  corporations;  they  are  Gov- 
ernment agents,  public  agents,  in  the  language  of  the  Supreme 
Court.  You  have  authorized  the  taking  of  the  possession,  control, 
and  use  of  their  property  and,  for  all  I  know,  of  them.  At  any  rate, 
the  President  has  undertaken  to  adopt  them  as  quasi  agents.  I  am 
not  sure  that  "  agents "  is  the  proper  word.  I  undertook  to  carry 
forward  in  this  bill  what  it  set  forth  in  the  proclamation — the  theory 
that  as  a  practical  matter  the  right  of  the  injured  passenger  to  dam- 
ages, or  of  the  injured  shipper  to  be  paid  something  which  should 
be  charged  against  the  operating  expenses  of  that  carrier  system, 
should  be  enforced  by  allowing  them  to  bring  suits  as  of  yore  against 
that  "  agent,"  get  a  judgment — do  everything  except  levy  an  execu- 
tion which  might  interfere  with  the  carrier  property. 

Senator  Watson.  Under  Commissioner  Anderson's  theory  the 
Government  would  be  compelled  to,  because  the  carrier's  money  is 
the  Government's  money. 

Commissioner  Anderson.  It  is. 

Senator  Watson.  Then  the  Government  would  have  to  pay  the 
judgment. 

Commissioner  Anderson.  You  could  provide  machinery  to  get 
that  judgment  through  the  Court  of  Claims,  but  you  might  not  ap- 
propriate money  to  satisfy  their  judgments.  This  is  simply  a  new 
piece  of  legal  machinery  for  determining  the  method  by  which  in- 
jured passengers  or  shippers  shall  get  the  money  to  which  they  are 
entitled. 

Senator  Kellogg.  On  that  point  I  think  you  are  right. 


GOVERNMENT  CONTROL  AND  OPERATION   OF   RAILROADS.        543 

As  you  are  going  to  accede  to  a  redraft  of  that  bill,  I  would  sug- 
gest that  there  are  in  the  States  statutes  varying  in  form  as  to  the 
liability  of  the  railroads  for  fires,  damage  to  property  and  indi- 
viduals. There  are  rights  granted  to  railroads  under  State  laws  of 
condemnation  of  property,  which  condemnation  proceedings  are  now 
going  on  in  many  of  them,  and  it  may  be  necessary  to  prosecute  them 
in  the  future. 

There  are  various  railway  commissions  in  the  States  with  regu- 
latory powers,  such  as  powers  to  compel  the  railroads  to  construct 
stations,  Y's,  and  connections.  There  is  also  the  power  to  fix  rates. 
Why  not  have  a  general  provision  in  the  statute  that  will  continue 
the  powers  of  the  corporation  through  which  the  Government  has 
got  to  act  in  the  management  of  the  physical  property?  The  Gov- 
ernment has  got  to  use  corporate  powers.  The  corporations  have  got 
to  keep  up  their  boards  of  directors  and  officers  and  perform  many 
acts  under  the  laws  of  the  States.  They  have  to  file  returns  and  pay 
taxes  and  a  great  many  things.  Why  not  have  some  comprehensive 
provision  that  these  laws,  these  rights,  and  these  remedies  shall  not 
only  exist,  but  the  rights  of  the  corporations  may  be  enforced  under 
the  State  laws  now  existing.  There  is  only  one  complication  that 
may  be  guarded  against,  and  that  is  the  power  of  fixing  rates.  As 
it  is  now  existing,  of  course  the  States,  through  their  commissions, 
fix  rates,  and  if  they  fix  a  rate,  a  noncompensatory  or  a  confiscatory 
rate,  as  we  call  it,  the  Federal  court  mignt,  on  tlie  suit  of  the  rail- 
road company,  enjoin  the  rate.  That  may  be  necessary,  too,  and 
there  should  be  some  power  to  act  on  that  question.  Generally 
speaking,  all  these  rights  can  be  preserved  and  the  remedies  con- 
tinued in  Government  operation,  because  that  is  the  machinery  you 
have  got  to  use. 

The  Chairman.  And  not  leave  them  the  subject  of  an  order  of  the 
controller  general,  who,  by  virtue  of  this  bill,  may  be  in  control  of 
the  railroads. 

Senator  Gore.  Thev  should  be  made  stable. 

Commissioner  Anderson.  That  is  what  we  have  undertaken  to  do. 
If  we  failed  to  do  it.  we  want  to  complete  the  undertaking.  The 
proclamation  provides: 

Until  and  except  so  far  as  sa'd  director  shall  from  time  to  time  by  general 
or  special  orders  otherwise  provide,  the  boards  of  directors,  receivers,  officers, 
and  employees  of  the  various  transportation  systems  shall  continue  the  opera- 
tion thereof  in  the  usual  and  ordinary  course  of  the  business  of  common  car- 
riers in  the  names  of  their  respective  companies. 

TTntil  and  except  so  far  as  said  director  shall  from  time  to  time  otherwise  by 
treneral  or  special  orders  determine,  such  systems  of  transportation  shall  re- 
main subject  to  all  existing  statutes  and  orders  of  Hie  Interstate  Commerce 
Commiss'on  and  to  all  statutes  and  orders  of  regulating  commissions  of  the 
various  States  in  which  said  systems  or  any  part  thereof  may  be  situated. 
But  any  orders,  general  or  special,  hereafter  made  by  said  director  shall  have 
paramount  authority  and  be  obeyed  as  such. 

Senator  Kellogg.  That  is  the  proclamation;  that  is  not  the  law. 
Commissioner  Anderson.  Let  me  continue  for  a  moment.     Fur- 
ther on  the  proclamation  says : 

Except  with  the  prior  written  assent  of  said  director,  no  attachment  or 
mesne  process  or  execution  shall  be  levied  on  or  against  any  of  the  property 
used  by  any  of  said  transportation  systems  in  the  conduct  of  their  business  as 
common  carriers;  but  suits  may  be  brought  by  and  against  said  carriers  and 
judgments  rendered  as  hitherto  until  and  except  so  far  as  said  director  may 
by  general  or  special  orders  otherwise  determine. 
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Senator  Kellogg.  You  are  talking  about  the  proclamation. 

Commissioner  Anderson.  I  am  telling  you  what  we  undertook  t<> 
deal  with  in  the  act.  It  is  just  exactly  as  you  say.  There  was  not  a 
particle  of  difference  between  the  opinion  that  we  held  and  the 
opinions  that  you  have  expressed. 

In  section  11  of  the  bill  we  sav : 

The  carriers  while  under  Federal  control  shall,  in  so  far  as  is  not  inconsistent 
therewith,  or  with  the  provisions  of  this  act  or  any  other  act  applicable  to  sw:. 
Federal  control,  or  with  any  order  of  the  President,  be  subject  to  all  laws  ain 
liabilities  as  common  carriers — 

You  might  say  there  "  Federal  or  State  laws  " — 

and  suits  may  be  brought  by  and  against  such  carriers  and  judgments  rendered 
as  now  provided  by  law :  Provided,  however,  That  except  with  the  written  assent 
of  the  President,  no  attachment  shall  be  levied  by  mesne  process  or  execution  on 
or  against  any  of  the  property  used  by  any  such  carrier  in  the  performance  of  its 
duties  as  a  common  carrier. 

Now,  if  that  section  does  not  effectuate  your  purpose,  which  is 
exactly  our  purpose,  we  would  be  delighted  to  have  it  restated,  be- 
cause we  have  the  samq  purpose  and  desire  you  have. 

Senator  Underwood.  Haven't  you  limited  the  action  of  the  section 
by  reason  of  the  President's  already  having  issued  an  order?  That 
states  that  existing  rates  shall  hold.  Therefore,  it  takes  away  from 
the  Federal  commission  or  the  State  commission  the  power  to  change 
rates.  He  has  adopted  that  in  his  proclamation.  He  has  made  the 
existing  rate  the  rate.  If  he  had  not  issued  that  order  they  might  go 
ahead  under  your  bill. 

The  Chairman.  In  other  words,  no  modification  can  come  until 
he  modifies  this  by  subsequent  proclamation. 

Commissioner  Anderson.  I  do  not  think  I  quite  get  that. 

Senator  Underwood.  You  say  in  your  bill  that  no  changes  shall  be 
made  except  under  certain  terms  or  by  the  order  of  the  President. 
The  President  has  made  an  order  fixing  the  status,  and  nobody  can 
change  that  until  he  makes  another  order. 

Commissioner  Anderson.  I  do  not  think  you  are  correct  in  stating 
that  he  has  made  an  order,  unless  you  mean  by  that 

Senator  Underwood.  I  am  referring  to  the  proclamation. 

Commissioner  Anderson.  The  proclamation  says  that  the  carrier 
shall  remain  subject  to  all  existing  statutes  and  orders  of  the  Inter- 
state Commerce  Commission  and  to  all  statutes  and  orders  of  regulat- 
ing commissions  until  and  except  so  far  as  said  director  shall  from 
time  to  time  by  general  or  special  orders  otherwise  provide.  I  do  not 
think  he  has  made  any  order  fixing  rates.  I  have  heard  xthat  from 
some  other  source,  but  1  never  did  understand  the  foundation  for  it. 

Senator  Gore.  Would  a  State  or  Federal  commission  have  a  right 
to  change  rates  ? 

Senator  Underwood.  Was  it  not  in  order  No.  1  that  he  said  the  car- 
riers should  be  governed  by  existing  rates? 

Commissioner  Anderson.  I  have  forgotten.    I  drew  order  No.  1. 

Senator  Underwood.  I  think  you  will  find  that  to  be  the  case.  He 
said  the  carriers  should  be  governed  by  the  existing  schedule  of  rates. 
That  fixed  the  existing  schedule  of  rates  as  a  basis  until  he  changes  it. 

Commissioner  Anderson.  Very  likely  you  are  correct  about  that. 
I  had  forgotten  for  the  moment.  I  know  that  in  No.  1,  with  which 
I  had  to  do — I  have  had  nothing  to  do  with  most  of  the  later  orders 
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for  reasons  which  you  can  understand — there  was  an  express  provi- 
sion taking  away  from  the  shippers  the  right  to  select  their  own 
routes  as  being  necessary  for  efficiency.  There  was  an  express  order 
made  to  people  in  charge  of  transportation  that  they  should  route  by 
the  nearest  direct  and  available  route,  without  regard  to  who  got  the 
profits  therefrom.  There  was  something  else  which  ran  right  across 
some  existing  statute  or  order,  it  being  a  modification  that  was  neces- 
sary under  the  unified  and  coordinated  control. 

Senator  Underwood.  It  struck  me  that  in  that  order  he  had  adopted 
as  a  basis  for  the  Government  to  work  on  a  system  of  rates  and  had 
taken  away  power  from  the  local  commissions  or  Federal  commission 
to  change  them  as  long  as  that  order  stood.  I  think  that  is  the  exist- 
ing status. 

Commissioner  Anderson.  There  is  no  doubt  that  the  Federal  con- 
trol vests  rate-making  power  in  the  President.  There  is  also  no 
doubt  that  it  is  the  intent,  so  far  as  possible,  not  to  make  arbitrary, 
unnotified,  and  unnecessary  changes;  and  it  is  also  the  intent  to 
utilize,  so  far  as  practicable,  both  the  Interstate  Commerce  Commis- 
sion and  the  State  commissions  in  working  out  an  orderly  and  satis- 
factory status  under  the  new  regime. 

Senator  Underwood.  If  the  railroads  are  taken  over  and  put  under 
Government  control,  either  temporarily  or  permanently,  two  Gov- 
ernments can  not  operate  in  the  same  sphere  at  the  same  time  about 
the  same  subject  matter. 

Commissioner  Anderson.  We  have  been  trying  it  for  over  a  hun- 
dred years  and  have  had  more  or  less  trouble. 

Senator  Underwood.  When  we  take  them  over,  of  course,  that 
eliminates  State  control,  except  so  far  as  the  Federal  Government 
allows  it  to  be  exercised. 

Commissioner  Anderson.  The  Shreveport  cases  were  very  difficult 
cases.  The  Shreveport  decisions,  as  they  have  come  to  be  called, 
involve  exceedingly  close  and  difficult  questions.  As  long  as  we  have 
a  complicated  system  of  Federal  and  State  laws  we  shall  always  have 
those  questions.  That  is  the  price  we  have  to  pay  for  getting  the 
benefits  of  local  control. 

By  that  I  do  not  mean  to  imply  that  I  am  not  a  hearty  believer  in 
State  rights,  because  I  am.  But  I  do  mean  to  say  that  every  prac- 
tical man  is  constantly  brought  to  an  appreciation  of  the  infinite  dif- 
ficulty of  reconciling  conflicting  rights  in  the  twilight  zone. 

Senator  Kellogg.  Do  you  believe  in  State  rights? 

Commissioner  Anderson.  Yes,  sir. 

Senator  Cummins.  There  is  some  information  that  pertains  to  sec- 
tion 1  that  I  feel  I  must  have  in  order  to  reach  a  just  conclusion  about 
it.  I  am  referring  now  to  the  phrase  "  systems  of  transportation  "  in 
the  act  of  1916  and  again  in  this  act.  It  has  two  aspects.  One  re- 
lates to  the  power  of  the  President  to  take  over  certain  property; 
the  other  relates  to  the  manner  of  reaching  a  standard  of  return. 

Now,  as  to  the  first.  There  is  a  railroad  in  my  State,  not  a  very 
large  oiie,  but  a  very  important  one,  which  was  organized  in  the  usual 
way.  It  is  not  the  result  of  any  combination  or  consolidation  of 
separate  roads.  Its  representatives  came  to  Washington  and  they 
wanted  to  know  of  me  whether  it  had  been  taken  over  by  the  Presi- 
dent I  told  them  the  best  way  to  find  out  was  to  go  to  Mr.  AcAdoo 
or  to  Judflre  Payne  or  to  some  one  who  was  administering  the  procla- 
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mation.  They  did,  and  the  first  thing  that  met  them  was  a  doubt  as 
lo  whether  a  road  of  that  kind  could  be  called  a  system  of  transpor- 
tation, and,  therefore,  a  doubt  with  regard  to  whether  that  particular 
road  was  within  or  under  Federal  control  and  in  Federal  possession 
or  not.  I  suppose  your  opinion  upon  that,  if  you  have  any  at  this 
time,  could  hardly  govern  the  situation,  but  I  call  your  attention  to 
it  in  order  that  you  may  think  about  it,  and  if  that  phrase,  as  used  in 
the  act  of  1916,  and  as  necessarily  used  in  the  proclamation,  does  not 
cover  a  road,  a  single  road  that  has  no  other  relation  with  any  other 
railroad  property,  except  taking  persons  and  property  in  the  course 
of  transportation  from  it  and  delivering  them  at  some  other  point, 
it  may  unquestionably  be  brought  within  the  President's  power,  be- 
cause it  would  be  ruinous  to  this  country  to  have  the  Government  in 
possession  of  the  chief  lines  and  leave  out  these  other  smaller  roads, 
which  may  be  called  not  parts  of  any  system,  as  we  ordinarily  use 
that  word. 

Senator  Poindexter.  Senator,  do  you  have  any  objection  to  de- 
scribing that  road  so  as  to  give  us  an  idea  what  it  is? 

Senator  Cummins.  As  to  that  particular  road,  I  shall  put  aside 
the  question  of  its  being  an  interurban  road.  I  will  assume  it  i> 
an  interurban  road.  It  is  an  electric  road  used  for  the  purpose  of 
carrying  freight.  Its  chief  lines  run  from  Waterloo,  in  Iowa,  to 
Cedar  Falls — from  Waterloo  to  Cedar  Falls,  and  I  believe,  to  Cedar 
Rapids. 

It  takes  freight,  all  that  it  can  take.  A  large  part  of  its  business 
is  freight.  It  is  not  a  very  large  road,  but  it  makes  its  connections 
at  either  end  with  transcontinental  lines.  Of  course,  it  operates  its 
own  road;  it  has  its  own  engines;  it  has  its  own  cars  and  motor 
power.  The  motor  power  is  electricity,  but  that,  I  take  it,  makes  no 
difference.  The  point  is  whether  such  a  road,  no  matter  whether  it 
it  operated  by  steam  or  electricity,  constitutes  a  system. 

Commissioner  Anderson.  I  do  not  think  that  I  should  say  any- 
thing about  it,  if  that  case  has  been  heard  by  someone  who  has  gone 
into  the  facts  and  undertaken  to  determine  on  the  facts  whether  it 
is  a  system  within  the  meaning  of  your  former  act.  I  certainly 
should  not  express  any  opinion. 

Senator  Cummins.  I  think  that  is  correct,  but  if  there  is  any 
doubt  about  the  meaning  of  the  word  "  system  '  as  used  in  the  act  of 
1916,  we  should  at  this  time  remove  the  doubt  and  confer  upon  the 
President  the  power  to  take  such  property. 

Commissioner  Anderson.  Without  undertaking  to  prejudge  thf 
case,  I  should  not  hesitate  to  say  how  I  would  rule  if  I  found  a 
case  where  I  needed  any  part  of  a  carrier  for  the  public  interest, 
or  found  that  I  had  exercised  a  power  in  such  way  that  if  I  did  not 
include  another  piece  of  a  carrier  system  I  should  leave  some  people 
nnjustly  treated. 

Senator  Cummins.  We  could  easilv  enlarge  or  make  it  clear  under 
the  act  of  1916. 

Commissioner  Anderson.  The  present  act  is,  in  my  opinion,  broad 
enough  in  its  provisions  so  that  the  President  may  take  possession 
and  assume  control  of  any  system  or  systems  of  tranportation,  or  any 
part  thereof.    As  I  take  it,  those  words  are  all-inclusive. 

Senator  Cummins.  This  particular  road  is  not  a  part  of  any 
system. 
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Commissioner  Anderson.  Do  you  use  "system"  in  a  technical 
sense? 

Senator  Cummins.  It  is  a  part  of  the  railway  system  of  the 
United  States,  of  course,  and  that  is  what  created  the  doubt  with 
regard  to  the  meaning  of  the  word  "  system."  It  is  used  in  so  many 
different  senses.  I  suggest  to  you — in  fact,  I  make  it  a  request — 
if  you  can  find  it  convenient  to  confer  with  Judge  Payne  upon  that 
subject,  that  you  do  so,  and  if  there  is  any  doubt  which  has  been  re- 
ported to  you  I  would  be  glad  if  you  would  inform  the  committee,  so 
that  we  can  take  care  of  those  properties  which,  otherwise,  would 
simply  be  destroyed  in  the  conflict  between  the  operation  of  other 
lines — the  individual  operation  of  these  lines. 

Commissioner  Anderson.  I  wonder  if  section  10  is  not  broad 
enough  to  meet  that  point: 

That  nothing  herein  contained  shall  be  construed  as  modifying  or  restricting 
the  powers  heretofore  conferred  upon  the  President  to  take  possession  and  as- 
sume control  of  any  or  all  systems  of  transportation;  and  the  President,  in 
addition  to  the  powers  conferred  by  this  act,  shall  have,  and  is  hereby  given, 
certain  other  and  further  powers  necessary  or  appropriate  to  give  effect  to  the 
powers  herein  and  heretofore  conferred. 

Senator  Cummins.  After  all,  it  comes  back  to  the  proper  definition 
of  the  word. 

Senator  Townsend.  What  is  your  definition  ? 

Senator  Cummins.  There  is  no  definition  unless  you  pay  close  at- 
tention to  the  context  in  which  it  may  be  used.  We  speak  of  a  sys- 
tem of  railways  in  the  United  States  with  entire  accuracy.  We  speak 
of  the  Pennsylvania  system  with  equal  accuracy,  or  the  Union  Pacific 
system,  but  just  where  the  word  ceases  to  apply  to  an  individual 
road  I  am  unable  to  say. 

Commissioner  Anderson.  I  rather  think  that  is  broad  enough  to 
cover  it.  Here  it  says  transportation  systems  or  parts  thereof.  I  do 
not  see  how  you  could  use  broader  language  than  that. 

Senator  Cummins.  If  this  refers  to  the  transportation  system  of 
the  United  States  as  a  whole  you  are  right,  but  if  the  word  "  system  " 
is  applied  to  a  particular  part — to  two  or  more  roads — I  do  not  know 
how  to  interpret  it.  I  am  sure  we  all  want  to  reach  the  same  result, 
and  I  wish  you  would  inquire  into  that  particular  matter. 

Commissioner  Anderson.  I  think  it  is  Judge  Payne's  view.  We 
worked  over  that  together,  and  his  idea  was  precisely  the  same  as 
mine. 

Senator  Cummins.  He  did  not  express  any  opinion  about  it.  I 
simply  say  that  these  representatives  were  met  with  doubt  respecting 
the  matter,  and  it  could  not  therefore  be  settled. 

Now,  I  turn  your  attention  to  the  words  "  systems  of  transporta- 
tion," as  affecting  the  standard  return  of  carriers,  and  to  do  so  I  will 
take  a  particular  road.  There  is  no  doubt,  for  instance,  that  the  term 
"  system  of  transportation  "  would  apply  to  the  Union  Pacific  Eail- 
wav  Co.,  is  there? 

Commissioner  Anderson.  No. 

Senator  Cummins.  Now,  the  Oregon  Short  Line — I  take  this  as  an 
illustration — is  operated  independently,  or,  in  a  sense,  independently. 
The  Union  Pacific  being  an  owner  of  substantially  all  the  stock  and 
possibly  the  bonds,  too,  of  the  Oregon  Short  Line,  when  you  come  to 
compute  the  standard  return  for  the  Union  Pacific  Railroad  Co., 
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what  effect  do  you  give  to  the  relation  of  the  Oregon  Short  line  and 
the  Union  Pacific? 

Commissioner  Anderson.  Does  it  make  separate  returns  to  the  In- 
terstate Commerce  Commission  showing  its  own  operation! 

Senator  Cummins.  I  think  it  does.  I  am  not  positive,  but  I  am 
quite  sure  it  does. 

Mr.  Thom.  They  are  operated  separately  and  make  separate  re- 
turns. 

Senator  Cummins.  Every  road  is  operated  separately  that  is  not 
owned  or  leased  to  some  parent  company.  The  relation  which  exists 
between  the  Oregon  Short  Line  and  the  Union  Pacific  is  rather  a 
common  one  in  the  railroad  situation. 

Mr.  Thom.  But  there  are  roads  which  are  not  merged  with  others 
where  the  operating  results  are  all  treated  as  if  they  were  the  oper- 
ating results  of  a  single  company. 

•Senator  Cummins.  That  is  a  difficulty.  I  do  not  know  how  any- 
one, by  simply  employing  the  language  of  the  bill,  can  positively 
tell  what  the  standard  return  is.  If  you  take  the  Union  Pacific  Rail- 
road, you  find  that  it  makes  a  separate  return.  You  arrive  at  its 
operating  income  and  finally  at  its  net  operating  income.  Will  you 
tell  the  committee  what  influence  the  money  that  is  paid  either  in 
dividends  or  interest  by  the  Oregon  Short  Line  to  the  Union  Pacific 
Railroad  Co.  has  in  the  net  operating  income  of  the  Union  Pacific? 

Commissioner  Anderson.  Well,  if  I  understand  your  statement  of 
fact,  it  has  none  whatever.  Let  me  illustrate  by  a  road  that  I  do 
know  something  about.  Take  the  New  Haven  system.  The  New 
Haven  system  includes  a  lot  of  leased  roads — besides  many  con- 
solidated into  one  company  years  ago.  Then  it  owns  all,  or  sub- 
stantially all,  of  the  stock  of  the  Central  Railroad  of  New  England. 
That  road  is  a  separately  operated  road  and  makes  separate  re- 
turns of  its  operating  income  and  expenses.  As  the  New  Haven 
owns  substantially  all  its  stock,  the  dividends  paid  by  it  go  into 
the  New  Haven's  treasury.  The  "standard  return"  of  the  New 
Haven  figured  under  section  1  would  not  include  any  of  the  earn- 
ings of  the  Central  Railroad  of  New  England,  nor  would  it  make 
any  difference  in  the  amount  of  the  standard  return  that  the  New 
Haven  receives  dividends  on  the  Central's  stock.  In  other  words, 
they  are  independent  carriers,  so  far  as  this  bill  is  concerned,  and  th* 
bill  does  not  undertake  to  deal  with  the  investments  of  an  operating 
carrier  whether  in  other  operating  carriers  or  in  outside  properties. 

Senator  Cummins.  So  that  in  reckoning  the  standard  return  in 
section  one  of  the  bill,  the  money  which  all  the  railroads  receive 
from  their  investments  in  the  stock  or  bonds  of  other  railroad  com- 
panies is  not  taken  into  consideration  at  all. 

Commissioner  Anderson.  That  is  right.  I  can  give  you  from 
these  figures  some  illustrations  if  you  care  for  them,  but  I  think 
you  have  the  point  clearly  in  mind  now. 

Senator  Cummins.  That  general  statement,  I  think,  will  clear  it 
up,  and  it  will  make  it  easy  to  apply  a  rule  in  that  regard.  That 
being  true,  I  want  to  call  your  attention  to  another  feature  of  the 
standard  return.  You  know  that  during  the  last  25  years  or  more 
the  railroads  of  the  country,  the  good  railroads  of  the  country,  they 
might  be  called — I  think  you  called  them  the  dividend  payera—hare 
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annually  collected  from  the  people  a  sum  not  only  sufficient  to  oper- 
ate and  maintain  the  roads  and  pay  interest  upon  their  debts,  and  to 
pay  dividends  upon  the  stock,  but  they  have  collected  enough  to 
enable  them  to  add  to  their  roads  in  the  way  of  betterments,  ex- 
tensions, and  additions.  Those  amounts  are  properly  chargeable 
to  capital  account.  Without  inquiring  just  at  this  moment  into  the 
aggregate  sum  that  has  been  so  collected  through  rates  and  which 
has  gone  into  the  betterment  and  enlargement  of  the  properties, 
do  ycu  know  whether  there  has  been  during  all  that  time  an  insist- 
ence upon  the  part  of  certain  economists  as  well  as  people  who  were 
financially  interested  in  the  matter,  that  for  the  additions  to  the 
value  of  the  property  which  have  been  made  out  of  these  earnings, 
the  railroads  were  not  entitled  to  thereafter  take  from  the  public 
through  rates  imposed  upon  the  people  amounts  that  would  return 
a  reward  upon  this  additional  value  to  the  property.  You  have  been 
cognizant  of  that? 

Commissioner  Akderson.  I  have  been  in  that  fight  for  25  years. 

Senator  Cummins.  You  know  of  that  struggle? 

Commissioner  Anderson.  Yes,  sir. 

Senator  Cummins.  You  know  that  the  Interstate  Commerce  Com- 
mission— and  I  am  not  speaking  disrespectfully — has  been  on  Bbth 
sides  of  that  question  and  probably  is  now  on  neither  side. 
[Laughter.] 

Senator  Gore.  Senator,  do  you  know  how  that  would  average? 

Senator  Cummins.  Do  you  know  that  the  Supreme  Court  of  the 
United  States,  when  it  was  called  upon  to  consider  it,  recognizing  it 
to  be  a  question  that  might  well  be  disputed,  reserved  it  for  future 
determination  in  a  case  that  would  more  directly  involve  it  ?  In  that 
situation,  Mr.  Anderson,  why  have  those  who  drew  this  bill  attempted 
to  settle  that  question  now  by  legislation  and  to  provide  that  these 
additions  to  property  out  of  earnings  shall  be  paid  for  in  the  stand- 
ard returns;  that  the  standard  returns  shall  be  increased  by  the 
amount  necessary  to  make  a  proper  reward  upon  the  additions  to 
capital  out  of  the  earnings  of  the  property? 

Commissioner  Anderson.  I  am  very  glad  that  you  raised  that 
question  because  I  forgot  it  in  mv  statement  to  the  committee.  I  de- 
bated that  pro  and  con  as  to  whether  it  would  be  deemed  to  settle 
that  question  or  prejudice  what  I  regard  as  the  ultimate  just  de- 
cision of  that  question.  I  hold  your  view.  I  was  of  the  opinion 
that  it  would  not.  I  am  not  free  from  doubt  on  that  point.  If  you 
or  any  other  sound-thinking  man  thinks  that  provision  in  section  4 
is  going  to  commit  the  American  Congress  or  the  American  people 
to  a  proposition  that  we  should  furnish  our  public-utility  companies 
not  only  a  fair  return  on  capital  that  they  get  from  the  investors 
but  a  return  on  that  part  of  the  capital  and  part  furnished,  I  would 
never  stand  for  it.  I  have  been  in  that  fight  for  20  years,  and  I 
am  not  going  to  give  it  up  now  that  I  have  been  drafted  into  the 
national  service.  If  that  is  the  fair  import,  or  the  necessary  or 
reasonable  import,  of  that  provision  in  section  4, 1  repudiate  it.  I  do 
not  think,  however,  that  it  is.  I  think  this  is  a  provision  for  war 
financing;  that  it  is  a  war  measure  which  should  not  prejudice  the 
ultimate,  just  decision  of  that  question.  But  if  it  is  not  that,  I 
repudiate  it. 

43202—18 36 
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Senator  Cummins*  At  least  all  doubt  should  be  removed  from  it 
by  deducting  the  sums  of  money  which  have  heretofore  been  taken 
from  earnings  and  invested  in  additions  and  extensions  and  given  to 
the  Government,  allowing  the  Government  to  invest,  if  it  was  found 
necessary ;  and  leave  the  matter  to  be  disposed  of  in  the  future  accord- 
ing to  the  policy  of  other  sections  of  the  bill. 

Commissioner  Anderson.  May  be  that  is  the  way  out  of  it  I 
will  say,  by  the  way,  Senator,  that  I  will  send  you,  by  way  of  retort 
or  revenge,  an  article  that  I  wrote  on  that  subject,  in  which  I  came 
to  the  conclusion  that  the  chief  source  of  that  difficulty  had  been  fail- 
ure of  Congress  to  legislate,  so  that  it  was  more  of  a  legislative  fault 
than  a  judicial  fault. 

Senator  Cummins.  I  think  you  are  right  about  that.  I  think  it 
has  been  largely  legislative  negligence  or  dereliction,  but  knowing,  as 
I  did?  in  a  general  way,  your  views  upon  the  question,  I  was  rather 
astonished  to  find  in  this  bill  what  I  regarded  as  a  direct  recognition 
or,  rather,  a  direct  repudiation  of  the  principle. 

Section  4  says  that  the  return  of  any  carrier  shall  be  increased  by 
an  amount  reckoned  at  a  rate  per  cent  to  be  fixed  by  the  President 
upon  the  cost  of  any  additions  and  improvements  made  while  under 
Federal  control,  with  the  approval  of  the  President,  to  the  property 
of  any  carrier,  and  paid  for  by  such  carrier  from  its  own  capital  or 
surplus. 

Commissioner  Anderson.  Yes. 

Senator  Cummins.  There  can  be  no  doubt  with  regard  to  the  effect 
of  that  section,  so  far  as  I  looked  at  it. 

Commissioner  Anderson.  There  can  be  no  doubt  that  you  want 
to  get  the  owners  of  this  surplus  revenue*  to  use  that  surplus  under 
the  existing  Federal  statutes  for  additions  and  improvements; 

Senator  Cummins.  If  the  standard  return  to  these  companies  that 
have  paid  reasonable  dividends  in  the  past  is  reduced  by  the  average 
amounts  which  during  these  three  years  that  have  been  taken  as  a 
standard  have  been  taken  from  your  earnings  and  invested  in  this 
property,  then  the  Government  can  take  the  surplus,  the  excess,  and 
can  use  it  in  enlarging  and  adding  to  the  property,  and  then  when 
we  come  to  turn  the  property  back,  if  we  ever  do,  we  can  establish 
the  status  which  those  additions  and  betterments  shall  bear  to  the 
rates  thereafter  to  be  charged. 

Commissioner  Anderson.  Do  you  mean  by  that  that  the  Govern- 
ment can  take  from  the  carriers  receiving  standard  returns  all  that 
standard  return,  except  the  regular  dividends,  without  paying  a 
return  on  it? 

Senator  Cummins.  I  mean  this.  It  is  entirely  a  question  of 
whether  the  carriers  will  accept  the  offer  or  not,  but  I  mean  that 
we  can  fix  as  a  standard  return  for  those  railroads  their  net  operat- 
ing income  less,  for  these  three  years,  the  amounts  they  have  invested 
from  their  earnings,  and  in  this  way  we  will  not  have  paid  to  them 
during  the  years  of  occupation  that  sum  of  money,  and  we  can 
invest  it  in  the  properties,  if  it  seems  wise,  and  at  the  end  of  this 
time  settle  the  question  in  the  way  some  people  insist  it  shall  be 
settled.  We  can  give  the  property  to  them  and  let  them  charge 
accordingly.  If,  on  the  contrary,  we  believe  it  wise  and  just  that 
these  additions  shall  be  for  the  public  use  or  that  the  public  shall 
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have  beneficial  use  of  those  additions  without  paying  in  the  future 
for  them,  we  can  so  arrange.    That  is  no  injustice  to  them. 

Commissioner  Anderson.  If  I  get  your  point,  you  would  take  the 
surplus  and  dividends — the  surplus  accruing  from  year  to  year — 
and  throw  them  into  a  trust  fund,  the  ultimate  disposition  of  which 
would  await  the  further  act  of  Congress? 

Senator  Cummins.  No.  That  might  be  the  ultimate  effect,  but 
my  point  is  that  the  standard  return  would  be  reduced  by  so  much  ? 

Senator  Kellogg.  By  how  much?     I  do  not  understand. 

Senator  Cummins.  Suppose  in  the  case  of  a  given  railroad  the 
average,  so  far  as  betterments  are  concerned 

Senator  Kellogg.  You  mean  in  the  last  three  years  ? 

Senator  Cummins.  Yes;  in  the  last  three  years.  Suppose  it 
amounted  to  a  million  dollars.  We  would  reduce  the  so-called  stand- 
ard return  by  a  million  dollars.  We  would  give  or  charge  the  same 
rates  and  accumulate  that  surplus,  but  it  would  belong  to  the  Gov- 
ernment, and  the  Government  could  use  it  in  making  necessary  addi- 
tions to  the  property,  and  when  the  roads  were  turned  back  pro- 
vision could  be  made  so  that  in  the  future  you  should  not  be  required 
to  pay  interest  on  that  million  dollars. 

Senator  Kellogg.  To  illustrate  it,  let  us  say  that  the  roads  in  the 
last  three  years  have  earned  an  average  of  $950,000,000  a  year. 
Suppose  they  put  $300,000,000  a  year  into  property.  You  would 
deduct  that  and  give  them  a  standard  return  of  $650,000,000? 

Senator  Cummins.  Yes,  sir;  that  is  the  effect  of  it.  That  would 
apply  only  to  those  roads  that  had 

Commissioner  Andebson.  Let  me  see  if  I  understand  you.  On 
the  standard  return,  as  figured  by  our  accountants,  under  section  1, 
as  it  now  stands,  all  the  carriers  would  receive  about  $935,000,000. 
The  Federal  excess  taxes  out  of  that  will  be  not  less  than  $50,000,000 
and  not  more  than  $90,000,000.  Call  it  $70,000,000.  That  would 
leave  $865,000,000.  The  interest  on  ten  billion  and  odd  of  debts  is 
now  running,  or  did  for  the  last  year — 1916 — at  about  4.34.  Call 
it  4£.  That  gives  you  a  round  figure  of  $450,000,000  for  interest  on 
the  outstanding  debts.  That  will  leave  you  $415,000,000  of  money 
applicable  to  dividends  and  surplus.  That  is  a  pretty  rough  esti- 
mate, but  it  is  somewhere  near  right. 

Senator  Cummins.  How  much? 

Commissioner  Anderson.  $415,000,000. 

The  actual  dividends  paid  last  year  were  $300,000,000  and  odd. 
Let  us  call  it  $350,000,000  for  the  purpose  of  the  present  illustration. 
That  would  leave  $65,000,000  which  would  go  to  surplus. 

Senator  Kellogg.  They  have  put  more  than  $65,000,000  in  the 
property.  They  would  then  take  out  what  they  put  into  the  prop- 
erty and  put  that  into  dividends. 

Senator  Cummins.  I  think  it  was  more  than  $65,000,000. 

Senator  Kellogg.  So  that  the  standard  dividend  would  be  cut 
down. 

Senator  Cummins.  No;  the  standard  dividend  would  not  be  cut 
down,  because  Mr.  Anderson  is  referring  to  the  railroad  situation  as 
a  whole.  I  am  referring  only  to  those  railroads  which  have,  in  the 
last  three  years  or  more,  declared  and  paid  what  is  an  adequate 
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divident  to  reward  their  capital  obligations.  There  are  a  great  many 
railroads  that  have  not  done  so.  They  put  their  earnings  into  their 
property,  but  they  have  been  put  in  at  the  expense  of  making  a  re- 
turn upon  the  capital. 

Commissioner  Anderson.  I  remember  dimly  a  report  in  the  evi- 
dence in  the  15  Per  Cent  Case  that  the  38  carriers,  the  chief  carriers 
in  the  eastern  district  made,  last  year,  I  think  it  was — however,  it  is 
immaterial  whether  I  have  the  date  right — the  report,  as  I  remember 
it,  showed  $125,000,000  in  dividends,  and  about  a  like  amount  of 
surplus  put  back  into  their  property.  It  was  about  one  to  one,  "  the 
Pennsylvania  standard,"  or  which  we  have  heard  for  many  years. 
It  is  "  a  dollar  to  the  stockholders  and  a  dollar  to  the  property." 
What  would  you  do  with  the  "dollar  to  the  property"  on  "the 
Pennsylvania  standard?  " 

Senator  Cummins.  I  am  not  suggesting  that  the  railroads  in  opera- 
tion ought  not  to  collect  from  their  service  more  than  just  sufficient 
to  pay  the  interest  upon  their  debts  and  the  dividends  upon  their 
stock.  I  am  suggesting  that  if  they  do  collect  more  than  enough  to 
maintain  themselves  and  pay  a  proper  reward  upon  their  capital,  and 
they  take  that  surplus  rind  put  it  into  their  property,  thereby  render- 
ing it  more  valuable,  that  they  must  not  charge  the  people  in  the 
future  rates  that  will  return  interest  on  dividends  upon  that  increase. 
That  is  the  point. 

Commissioner  Anderson.  I  agree  with  you  exactly,  but  what  I  am 
trying  to  get  at  is  how  to  fix  it  in  this  bill. 

Senator  Cummins.  It  can  be  fixed,  I  think.  It  can  be  described 
without  much  trouble,  but  I  would  not  want  simply  extemporane- 
ously to  recite  a  form  of  amendment  that  would  bring  about  that  re- 
sult. Having  due  regard  to  the  terminology  of  the  commission,  to 
which  we  must  refer,  it  would  not  be  difficult,  I  think,  to  say  that 
the  standard  return  for  roads  which  have  declared  and  paid  adequate 
dividends  upon  their  stock  should  be  reduced,  or  should  be  the  stand- 
ard return  provided  for  here,  less  the  amount  which  they  have  in- 
vested in  property,  and  coming  from  these  new  sources,  and  that,  to 
me,  would  go  right  to  the  point.  It  would  leave,  assuming  that  the 
rates  are  the  same  and  the  business  is  the  same,  in  the  hands  of  the 
Government,  that  surplus  which  has  been  heretofore  in  the  hands  of 
the  company,  leaving  the  Government  free  to  invest  it  in  such  addi- 
tions to  the  property  as  the  Government  may  see  fit. 

Commissioner  Anderson.  Would  you  make  it  Government  prop- 
erty or  hold  it  in  trust  for  that  carrier? 

Senator  Cummins.  I  would  do  that  exactly  as  you  propose  with 
the  other  relations — leavfc  it  to  be  disposed  of  accodding  to  the  justice 
of  Congress  in  the  future. 

The  Chairman.  Mr.  Anderson,  you  are  through  with  your  testi- 
mony ;  that  is,  as  far  as  discussion  of  the  bill  is  concerned  ? 

Commissioner  Anderson.  I  have  been  wishing  for  many  hours  that 
you  would  invite  me  to  be  through. 

The  Chairman.  I  presume  the  committee  is  through,  and  as  the 
hour  for  adjournment  has  arrived,  I  want  to  call  the  committee  into 
an  executive  session. 
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Senator  Gore.  There  is  a  question  I  would  like  to  ask  unless  Com- 
missioner Anderson  is  going  to  be  here  again. 

The  Chairman.  The  committee  may  at  any  time  call  Commissioner 
Anderson,  and  it  probably  will  call  him  later  with  a  view  to  a  further 
modification  of  the  bill. 

Commissioner  Anderson.  I  am  not  satisfied  with  section  1,  myself. 
I  do  not  know  that  I  am  satisfied  with  section  4  I  want  to  look  it 
all  over  again. 

Senator  Gore.  If  Commissioner  Anderson  is  coming  back,  I  would 
rather  defer  my  questions. 

The  Chairman.  He  will  be  back  again  sometime. 

(Thereupon,  at  5  o'clock  p.  m.,  the  committee  went  into  executive 
session.) 


GOVEENMENTAL  CONTBOL  AND  OPEKATION 

OF  BAILROADS. 


TUESDAY,  JANUARY  15,  1918. 

United  States  Senate, 
Committee  on  Intebstate  Commerce, 

Washington,  u.  C. 

The  committee  met,  pursuant  to  adjournment,  at  10.30  o'clock  a.  m., 
Senator  Ellison  D.  Smith  (chairman)  presiding. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Robinson, 
you  represent  the  short  lines.  Will  you  give  the  committee  your 
official  connection  with  your  road,  also  your  address,  and  your  full 
name? 

Senator  Pomerene.  And  the  full  name  of  the  road,  too. 

STATEMENT  OF  BIBD  M.  ROBINSON,  RECEIVER  OF  THE 
TENNESSEE  RAILWAY  CO.,  TENNESSEE. 

Mr.  Robinson.  My  name  is  Bird  M.  Robinson.  I  nominally  reside 
in  Washington.  I  am  receiver  of  the  Tennessee  Railway  Co.,  a  line 
located  in  the  State  of  Tennessee. 

Senator  Pomerene.  Give  its  terminals,  please. 

Mr.  Robinson.  The  original  point  of  tne  road  is  at  Oneida,  Term., 
on  the  Cincinnati,  New  Orleans  &  Texas  Pacific  Railway  r  and  runs 
east  and  south  into  a  very  large  coal  and  timber  field,  without  any 
definite  terminus,  as  the  line  is  still  under  construction.  I  am  presi- 
dent of  the  American  Short  Line  Railroad  Association,  formerly  the 
Short  Line  Railroad  Association  of  the  South.  That  association  has 
130  members,  consisting  of  that  number  of  railroad  companies  located 
largely  south  of  the  Potomac  and  Ohio  Rivers,  including  Missouri, 
Oklahoma,  and  Texas. 

The  Chairman.  Will  you  suspend  just  a  minute?  I  have  just  re- 
ceived a  message  from  the  Sergeant  at  Arms  of  the  Senate  that  we 
are  requested  to  go  over  at  once,  and  the  committee  will  stand  re- 
cessed for  20  minutes. 

(Recess  was  taken  for  20  minutes  and  reconvened  at  the  expiration 
of  that  time.) 

The  Chairman.  Mr.  Robinson,  you  may  proceed. 

Mr.  Robinson.  In  addition  to  speaking  for  the  members  of  the 
American  Short  Line  Railroad  Association,  I  will  attempt  to  speak 
in  a  general  way  for  the  weaker  lines  throughout  the  country,  regard- 
ing that  as  the  subject  that  the  Congress  has  before  itt  rather  than  the 
question  of  a  short  line  in  mileage.  We  are  of  the  opinion  that  a  line 
may  be  short  in  income  and  earnings,  although  it  may  have  a  longer 
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track.  There  are  some  600  or  700 — I  think  we  can  make  a  list  of 
800— lines  that  might  be  called  short  lines  in  the  country.  A  ma- 
jority of  them  report  to  the  Interstate  Commerce  Commission,  but 
there  are  some  of  them  that  do  not. 

Therefore  the  records  as  to  those  lines  at  large  can  not  be  always 
clearly  presented,  but  we  have  prepared  such  information  for  the 
committee  and  for  Congress  as  we  could.  I  have  had  a  table  prepared 
by  the  Bureau  of  Railway  Economics  showing  the  condition  of  115 
of  the  members  of  my  association,  the  object  being  to  show  not  only 
the  condition  of  the  individual  lines,  but  to  show  the  aggregates,  so 
that  our  interests  may  not  be  pushed  aside ;  and  it  is  said,  "  Oh,  well, 
that  is  a  small  matter,  and  Congress  can  not  attend  to  that."  We  want 
to  show  that  in  the  aggregate  it  amounts  to  a  considerable  sum.  The 
total  mileage  of  the  lines  as  shown  by  this  table — and,  if  the  mem- 
bers care  to  have  it,  I  have  copies  for  distribution — which  includes 
115  members,  is  5,929  miles.  The  total  property  investment  is 
$155,364,000. 

The  Chairman.  You  are  speaking  now  of  the  short  lines,  and  not 
including  what  you  said  a  moment  ago,  the  weaker  roads? 

Mr.  Robinson.  I  am  speaking  now  of  this  list  of  115  members  of 
the  American  Short  Line  Eailroad  Association.  The  capital  stock 
of  those  lines  aggregates  $103,000,000.  I  will  just  treat  it  in  round 
numbers.  The  funded  debt  is  $75,000,000.  The  total  operating  reve- 
nue for  1916  is  $15,826,000.  The  net  operating  income  for  1916  is 
$2,462,000.  The  return  on  the  investment  for  1916  is  1.58  per  cent. 
The  return  on  the  funded  debt  is  3.33  per  cent.  We  selected  the  year 
1 916  for  the  purpose  of  making  this  table,  for  the  special  reason  that 
we  desired  it  to  show  that  under  the  most  favorable  conditions — and 
it  is  generally  thought  and  believed  that  1916  was  the  best  year — that 
taking  the  best  year  for  these  short  lines,  even  under  that  the  return 
as  proposed  in  the  will  would  be  wholly  inadequate  to  take  care  of 
the  corporate  obligations,  the  debts  of  the  companies,  and  that  if 
under  the  most  favorable  conditions  the  bill  as  drawn  was  to  be  the 
basis  of  a  compensation  to  be  paid  the  carriers  for  the  use  of  their 
property  it  would  result  in  immediate  bankruptcy  to  a  very  large 
percentage  of  them.  In  other  words,  they  would  have  to  go  into 
liquidation. 

In  addition  to  this  table,  I  would  say  that  there  are  approximately 
600  roads  more  that  may  be  compared  to  some  degree  with  these. 
In  other  words,  this  is  somewhat  similar  to  the  conditions  of  those 
others.  We  are  having  a  table  made  of  those  additional  ones  just 
as  rapidly  as  it  can  be  done,  so  that  we  can  present  no  calculations  or 
theory,  but  present  a  statement  of  the  facts. 

Assuming  that  this  represents  one-sixth  of  the  weaker  lines,  the 
aggregate  would  be  about  35,000  miles  of  road.  The  aggregate  of  the 
investment  would  be  something  like  $950,000,000  to  a  oillion  dollars. 
The  aggregate  of  the  funded  debt  would  be  something  like  between 
$450,000,000  and  $500,000,000.  So  that  there  is  that  amount  of  in- 
vestment in  these  short  or  weaker  lines  that  will  be  practically  wiped 
out  if  the  compensation  to  be  paid  for  the  use  of  these  properties  is 
based  upon  the  bill  before  the  Congress  now. 

These  reports  have  come  to  me  recently,  and  I  have  not  marked 
them  to  call  your  special  attention  to  individual  cases,  but  I  just  pick 
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out  some  of  them  at  random.  Take  the  Birmingham  &  Southeastern 
in  the  second  group — and  I  may  say  they  are  put  into  three  groups, 
the  first  one  being  those  lines  having  an  operating  revenue  of  more 
than  $500,000  per  annum,  the  second  group  having  an  operating  in- 
come of  $100,000  and  less  than  $500,000,  and  the  last  group  having 
less  than  $100,000.  Taking  the  Birmingham  &  Southeastern,  in  group 
•2,  the  line  is  48.2  miles.  They  have  an  investment  there  of  $1,510,000; 
they  have  a  funded  debt  of  $831,000;  they  had  a  net  income  for  1916 
of  $26,342,  or  they  had  a  return  on  their  investment  of  1.74  per  cent, 
and  on  their  funded  debt  they  had  3.17  per  cent. 

Senator  Gore.  You  mean  that  is  what  they  paid  on  the  funded 
debt? 

Mr.  Robinson.  That  was  their  entire  net  earnings  as  they  made 
their  report  for  the  particular  year.  Their  net  operating  revenue  on 
their  funded  debt  only  equaled  3.17  per  cent 

Senator  Gore.  They  paid  off  their  interest  on  their  debt  ? 

Mr.  Robinson.  No,  sir;  that  is  prior  to  paying  any  interest.  As 
1  understand  the  term,  "  net  operating  revenue,"  it  includes  operat- 
ing expenses  and  taxes  and  it  does  not  include  the  interest  on  in- 
vestment. My  object  in  preparing  this  table  is  to  show  the  members 
of  this  committee  that  if  that  is  to  be  the  basis  of  compensation, 
that  company  could  not  meet  its  obligations  and  it  would  result  in 
bankruptcy. 

Senator  Gore.  Your  point  is  that  their  net  operating  income  was 
equivalent  to  3.17  per  cent  on  their  bonded  debt? 

Mr.  Robinson.  On  their  bonded  indebtedness.  If  their  bonds  bear 
4  per  cent  or  5  per  cent;  because  many  of  these  shorter  lines  pay 
the  high  rate. 

Senator  Gore.  They  default? 

Mr.  Robinson.  They  would  necessarily  default 

Senator  Kellogg.  They  are  defaulting  now,  are  they  not? 

Mr.  Robinson.  Not  necessarily  defaulting;  they  are  not  earning 
their  interest,  but  they  would  default  thereunder  because  they  have 
no  way  to  recouping. 

Senator  Kellogg.  How  can  they  recoup  now ;  they  are  not  making 
any  more  now? 

Mr.  Robinson.  There  are  many  ways  in  which  that  thing  is 
handled  so  as  to  save  the  owners  from  bankruptcy. 

Senator'  Kellogg.  You  mean  refund  their  interest  on  bonds,  or 
what? 

Mr.  Robinson.  Not  necessarily.  The  owners  of  those  bonds  fre- 
quently repay  the  balance  of  the  deficiency,  whatever  that  may  be, 
into  some  future  period,  expecting  the  properties  to  grow  and  to 
improve  and  to  meet  those  obligations  thereafter. 

Senator  Kellogg.  Well,  they  can  do  it  now. 

Mr.  Robinson.  But  if  Congress  takes  it  out  of  the  hands  of  the 
owners,  the  owner  says,  "I  do  not  know  where  that  property  is 
gone;"  you  have  no  longer  any  property  in  your  hands,  and  <4tf 
will  just  proceed  to  foreclose  on  my  holdings,  on  my  bonds,  get 
what  I  can  out  of  it,  because  there  is  no  future  of  that  property." 

Senator  Kellogg.  That  is  one  of  the  vices  of  Government  opera- 
tion. 

Senator  Cummins.  These  properties  have  no  corporate  income  as 
distinguished  from  their  operating  income? 
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Mr.  Robinson.  Practically  none.  It  is  very  seldom  that  any  of 
them  have  an  income  outside  of  their  operating  revenue. 

Senator  Cummins.  So  the  operating  income  represents  practically 
everything  they  get  in? 

Mr.  Robinson.  Their  entire  income,  as  a  rule.  Answering  Senator 
Kellogg  further  I  would  say  that  it  is  quite  common,  in  fact  is 
practically  the  rule,  that  when  these  short  lines  are  built  that  it 
takes  years  for  them  to  come  to  maturity,  to  get  enterprises  estab- 
lished on  their  lines  so  that  they  may  get  sufficient  earnings,  and  so 
long  as  that  is  going  on  in  the  hands  of  the  people  from  whom  the 
bondholder  purchases  his  bonds,  he  goes  along  with  them,  because 
they  contemplated  the  rule  that  that  condition  is  going  to  exist  and 
that  they  are  going  to  be  recouped  afterwards.  But  our  belief  is 
that  if  Congress  takes  from  them  the  property  and  leaves  them  with- 
out anything,  then  the  bondholder  will  say  there  is  nothing  here 
further  and  I  had  better  step. in  and  get  what  I  can.  Now,  that 
will  result  in  the  enforced  liquidation  of  a  very  large  percentage 
of  these  short  lines,  and  we  submit  that  that  result  ought  not  to 
follow.  As  a  rule  these  lines  are  constructed  out  into  new  and  unde- 
veloped territories.  They  reach  the  urban  population;  they  serve 
communities  that  have  no  other  sources  of  transportation;  they 
reach  into  and  aid  in  the  development  and  furnishing  of  raw  ma- 
terial which  is  essential  to  the  general  welfare;  they  are  frequently, 
in  fact  largely,  constructed  by  local  capital.-  At  least,  by  inde- 
pendent capital,  independent  in  the  sense  that  the  larger  lines  and 
the  great  wealthy  class  which  the  public  seems  to  fear  so  much, 
have  not  supplied  the  money — it  is  the  medium  class  that  have  built 
these  roads. 

Senator  Watson.  Could  that  road  be  electrified  and  left  in? 

Mr.  Eobinson.  I  do  not  know  the  local  conditions  at  that  place. 

Senator  Watson.  At  a  rate  of  48  miles  an  hour. 

Mr.  Robinson.  I  fear  to  answer  the  Senator,  because  I  do  not 
know  enough  of  the  conditions  to  answer  that  question. 

Senator  Watson.  Where  would  that  road  be  with  the  years  1916 
and  1917  as  the  deciding  basis  of  compensation,  instead  of  the  years 
1915,  1916,  and  1917? 

Mr.  Eobinson.  Senator,  this  table  is  for  the  year  1916  only.  Our 
organization  is  very  limited  in  its  resources.  We  have  not  a  corps 
of  people  to  enable  us  to  gather  statistics. 

Senator  McLean.  That  would  be  better  than  the  average  of  1916? 

Mr.  Robinson.  I  pointed  that  out,  Senator.  We  selected  it  be- 
cause we  regarded  it  as  better  to  be  selected  under  the  terms  of  the 
best  year  because  of  the  serious  conditions  that  were  going  to  follow, 
and  if  the  average  for  the  previous  years  was  adopted  it  would  be 
worse  than  this  table  indicates. 

Senator  Gore.  You  have  not  been  able  to  get  the  figures  for  1917, 
have  you? 

Mr.  Robinson.  I  have  not. 

Senator  Watson.  I  notice  here  that  one  railroad's  rate  of  return 
on  funded  debt  is  22.18,  another  is  22.16,  another  20.75,  and  another 
20.97.  How  do  you  propose  to  bring  the  weak  ones  up  and  pull  the 
strong  ones  down,  or,  in  other  words,  of  equalizing  their  returns  so  as 
to  make  it  possible  for  the  little  fellow  to  continue  to  exist  without 
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also  adding  to  the  earnings  of  one  who  already  has  such  a  large 
percentage? 

Mr.  Robinson.  I  do  not  think  that  we  can  determine  the  question 
of  the  amount  to  be  paid  for  the  line  that  is  earning  a  large  sum — 
we  ought  not  to  try  to  determine  how  that  shall  be  done,  but  we  do 
feel  that  we  are  entitled  to  present  to  this  committee  and  to  Con- 
gress the  fact  that  a  large  number  of  these  lines  have  a  great,  or 
there  will  be  a  substantial,  deficiency  in  their  earnings,  in  their  re- 
turns. 

The  Chairman.  Mr.  Robinson,  have  you  any  statistics  or  any 
figures  showing  the  age  of  these  roads  or  the  time  of  their  existence? 

Mr.  Robinson.  I  have  not  any  figures  to  show  that,  but  we  will 
present  a  number  of  witnesses  to  you  to  show  that  a  lot  of  them 
are  now  just  being  constructed,  that  many  of  them  have  been  com- 
pleted within  the  three  years,  that  many  of  them  are  now  being 
constructed,  hence  that  the  average  for  three  years  could  not  be 
justly  applied  to  them. 

Senator  Cummins.  Mr.  Robinson,  with  regard  to  such  roads  as 
these,  if  we  would  make  a  minimum  guaranty,  the  interest  on  the 
bonded  debt,  would  that  be  satisfactory? 

Mr.  Robinson.  We  have  an  amendment  to  propose  to  you,  that 
these  special  conditions  shall  be  taken  into  consideration  by  the 
President,  by  the  referees  if  it  goes  to  arbitration ;  but  that  pending 
either  the  adjustment  by  agreement  or  by  arbitration,  or  by  the 
courts,  that  the  payment  made  for  the  use  should  be  equivalent  to 
or  equal  to  the  interest  on  the  company's  actual  debt — not  to  stock- 
holders but  to  debt. 

Senator  McLean.  What  would  that  total  be? 

Mr.  Robinson.  We  would  have  to  have  all  the  figures  before  we 
answered  that  question. 

Senator  Kellogg.  That  would  have  to  apply  to  all  the  railroads 
in  the  country? 

Mr.  Robinson.  Necessarily  have  to  apply  to  all  the  railroads,  and 
our  amendment  would  go  to  that.  Under  the  terms  of  section  2,  as 
we  would  propose  to  amend  it,  if  that  was  advanced — I  think  maybe 
I  should  better  read  the  amendment  there,  or  the  proposed  amend- 
ment. Answering  Senator  Cummins's  question,  the  proposed  amend- 
ment, section  2,  is : 

That  pending  such  agreement,  arbitration,  or  appeal  the  President  shall  pay, 
or  cause  to  be  paid,  to  any  carrier  while  under  Federal  control  an  amount  not 
less  than  90  per  cent  of  such  standard  return,  but  in  no  event  less  than  an 
amount  equal  to  the  accruing  interest  on  its  funded  or  other  indebtedness. 

Then  putting  into  the  bill  as  it  is  printed : 

Remitting  such  carrier  to  its  legal  rights  in  the  Court  of  Claims  for  any 
balance  claimed ;  and  any  amount  thereafter  found  due  above  the  amount  paid 
shall  bear  interest  at  the  rate  of  6  per  cent  per  annum ;  and  any  excess  amount 
hereunder  shall  be  recoverable  by  the  United  States,  with  interest  at  the  rate 
of  6  per  cent  per  annum. 

So  that  that  would  practically  amount  to  an  advance  of  sufficient 
interest  to  meet  the  interest  on  the  obligations  of  the  companies,  and 
if  it  be  found  that  that  was  too  much,  either  by  agreement  or  arbi- 
tration, or  by  the  action  of  the  court,  the  Government  would  have  the 
right  to  recover  the  amount  over  and  above.  If  that  is  not  done  and 
these  properties  are  taken  out  of  the  hands  of  the  owners,  and  they 
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are  left  without  any  way  or  any  device  by  which  they  can  meet  the 
interest  on  their  maturing  obligations,  then  bankruptcy  will  follow, 
and  the  present  owners  will  be  destroyed  in  so  far  as  that  property 
is  concerned. 

Senator  Cummins.  Can  you  tell  me,  Mr.  Robinson,  that  that 
amendment  applies  only  to  those  cases  in  which  this  agreement  is 
made  between  the  carriers  and  the  Government — and  there  ought  to 
be  some  way  in  which  the  President  was  authorized  to  agree  with 
these  roads  upon  a  compensation  and  thus  avoid  the  proceedings  of 
condemnation  ? 

Mr.  Robinson.  Well,  the  question  led  us  into  the  discussion  that 
I  would  have  reversed  if  1  had  been  submitting  it  direct.  We  have 
also  an  additional  amendment  which  precedes  that  which  I  would 
have  submitted  first,  and  which  I  think  goes  to  the  point  the  Senator 
has  in  mind.  It  may  not  meet  his  views,  but  I  find  the  copy  which 
I  have — they  failed  to  supply  me  copies  of  these — may  not  conform 
to  the  Senate  bill  as  to  the  lines  to  be  inserted  in  it.  But  taking  the 
printed  bill,  the  Senate  bill,  beginning  with  line  8  on  page  1,  and 
beginning  with  the  word  "  control,"  we  submit  first  this  suggestion, 
starting  with  the  word  "  control " : 

It  shall  receive  just  compensation  as  a  rental  for  the  use  of  its  property, 
and  in  arriving  at  such  compensation  the  President  is  authorized  to  guarantee 
an  income  at  an  annual  rate  equivalent  to  its  net  average  railway  operating 
income  for  the  three  years  ending  June  30,  1917. 

That  is  but  a  slight  change  from  the  printed  form.  Following 
in  the  same  section,  amend  section  1  by  inserting,  after  the  word 
"  rents,"  in  line  6,  on  page  2,  this  insertion,  Senator,  which  I  think 
goes  to  what  you  have  in  mind : 

Provided,  That  in  case  any  such  carrier  has  been  putting  its  earnings  back 
into  improvements  and  betterments,  or  where  such  carrier  has  not  been 
operating  for  three  years  prior  to  June  SO,  1917,  or  where  the  interest  oblipa- 
iion  of  such  carrier  exceeds  its  said  average  net  railway  operating  income, 
or  where  there  are  other  peculiar  circumstances  which  would  make  such  stand- 
ard annual  rental  unjust  or  inequitable,  the  President  may  agree  with  such 
carrier  on  some  other  just  and  equitable  basis. 

That,  I  think,  goes  to  the  thought  you  had  in  mind. 

Senator  Cummins.  Yes;  it  goes  to  the  thought,  but  that  prac- 
tically gives  the  President  unlimited  discretion. 

Mr.  Robinson.  I  think  it  does. 

Senator  Kellogg.  Why  make  a  standard,  then,  at  all  ?  Why  not 
just  leave  it,  then,  to  the  President? 

Mr.  Robinson.  You  can  not  make  a  standard,  if  I  understand  you 
correctly,  as  to  a  company  which  was  not  in  existence  and  had  no 
earnings  as  to  that  period. 

Senator  Kellogg.  That  leaves  it  open  as  to  any  company. 

Mr.  Robinson.  Let  me  analyze  it  again.  You  did  not  have  a  copy 
before  you.  Let  me  read  it  for  the  purpose  of  getting  it  straight 
before  you : 

In  cases  where  such  carrier  has  been  putting  its  earnings  back  Into  Improve- 
ments and  betterments,  or  where  such  carrier  has  not  been  operating  for 
three  years  prior  to  June  30,  1917,  or  where  the  interest  obligation  of  saeh 
carrier  exceeded  its  said  average  net  railway  operating  income,  or  where 
there  are  other  peculiar  circumstances  which  would  make  such  standard 
annual  rental  unjust  or  Inequitable,  the  President  may  agree  with  such  carrier 
on  some  other  just  and  equitable  basis. 
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If  a  company  had  continued  to  put  every  dollar  of  its  money  back 
into  improvements  and  betterments,  these  small  lines  that  do  not  go 
into  the  niceties  of  bookkeeping  that  the  larger  lines  do,  their  net 
railway  income  will  be  shown  after  they  put  that  money  back,  if 
they  have  followed  that  plan;  then  they  have  reduced  what  would 
be  payable  to  them  under  the  terms  of  this  bill,  and  yet  they  have 
been  building  up  their  properties.  They  had  their  earnings,  but 
they  had  just  simply  kept  their  accounts  in  a  different  way;  and 
under  those  conditions,  if  it  be  demonstrated  to  the  President,  as  he 
ought  to  have  discretion  to  do  it,  and  he  would  only  have  discretion 
as  to  that  character  of  carriers  under  the  particular  section  of 
the  bill. 

Senator  Cummins.  Why  is  it  not  taken  care  of  by  the  use  of  the 
\Vords  in  the  bill  "  net  operating  income "  ?  That  covers  the  sur- 
plus, whether  it  is  put  into  the  property  or  paid  in  dividends  ? 

Mr.  Robinson.  As  I  understand  the  bill  now,  Senator,  it  provides 
that  they  are  going  to  take  the  basis  of  the  reports  of  these  com- 
panies to  the  Interstate  Commerce  Commission  for  the  three  years 
last  past,  and  if  they  have  kept  their  accounts  that  way,  if  they  have 
used  the  money  and  put  it  into  their  property  that  way,  then  they 
would  not  under  the  existing  bill  get  any  profit  under  that  m con- 
dition. 

Senator  Cummins.  I  am  not  speaking  of  those  roads  that  have  not 
made  reports.  I  do  not  know  anything  about  them.  But  if  the 
bill  is  based  on  net  operating  income,  the  roads  would  get  the  benefit 
of  that  net  operating  income,  no  matter  whether  they  put  it  in  divi- 
dends or  whether  they  put  it  in  surplus,  or  profit  and  loss,  or  whether 
they  put  it  in  the  property. 

Mr.  Robinson.  I  do  not  understand,  Senator,  that  you  would  be 
permitted  to  go  back  and  recast  your  accounts  so  as  to  change  the 
figures  and  show  a  larger  net  return.  I  understand  you  are  going 
to  take  the  reports  now  on  file — that  the  die  is  cast. 

Senator  Cummins.  The  net  operating  income  has  nothing  to  do  at 
all  with  the  property,  with  the  money  that  is  taken  from  earnings 
and  put  into  additions  and  betterments  of  the  propertv. 

Mr.  Robinson.  It  may  not,  but  if  the  earnings  have  been  taken  and 
put  into  the  property  and  not  accounted  for,  and  thereby  show  a  less 
earning  than  was  actually  in  existence  then  they  would  not  receive  an 
equitable  and  just  return  on  their  property  under  this  provision,  and 
this  clause  here  would  merely  permit  the  members  to  recognize  that 
condition.  If  you  have  been  doing  that  and  demonstrated  that  then 
you  are  entitled  to  a  larger  sum. 

Senator  Cummins.  The  roads  reported  to  the  Interstate  Com- 
merce Commission,  reported  and  kept  their  books  in  accordance  with 
the  system  established  by  the  commission. 

Mr.  Robinson.  That  is  true  to  a  very  substantial  extent,  but  I 
repeat  the  statement  that  I  made  before,  and  that  is  that  a  large  per 
cent  of  the  smaller  lines  have  been  putting  back  their  earnings,  and 
they  have  not  been  attempting  to  show  net  earnings;  they  have  at- 
tempted to  build  up  their  property  and  have  not  attempted  to  keep 
their  accounts  for  the  purpose  of  showing  a  net  income. 

Senator  Cummins.  Yes;  but  net  earnings  and  net  operating  in- 
fome  are  two  very  different  things,  at  least  as  used  by  the  commission. 
The  net  operating  income  has  a  certain  definite  meaning  according 
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to  the  phraseology  adopted  by  the  Interstate  Commerce  Commission. 

Mr.  Kobinson.  Which  has  only  been  adopted,  as  I  understand, 
within  the  last  few  months. 

Senator  Cummins.  I  am  not  able  to  answer  as  to  that,  but  I  think, 
though,  it  has  been  in  force  much  longer  than  that. 

Mr.  Robinson.  The  forms  sent  out  to  the  class  III  railroads  prior 
to  June  30  last  did  not  have  any  such  title  in  them  or  form  in  them 
as  "  net  operating  income."  I  have  examined  it  with  some  care 
,  and  two  or  three  of  us  have  gone  into  it,  and  so  I  say  it. 

Senator  Cummins.  You  may  be  right  about  that;  I  do  not  know. 

Mr.  Robinson.  I  return  to  this  clause.  There  may  be  special  con- 
ditions. If  the  condition  I  state  exists,  I  think  the  President  ought 
to  have  the  discretion  to  recognize  that  condition  and  to  pay  as  to 
them. 

Second,  where  such  carrier  has  not  been  operating  for  three  years 
prior  to  June  30, 1917,  he  ought  to  have  some  discretion,  or  somebody 
ought  to  have  some  discretion.  They  did  not  make  any  record  in  that 
three  years'  period  on  which  they  were  going  to  average  it. 

Senator  Gore.  There  would  not  be  any  basic  period. 

Mr.  Robinson.  There  would  not  be  any  basic  period  there.  This 
would  give  him  discretion  as  to  lines  of  that  character,  and  there  are 
quite  a  number  of  them  as  we  will  show  you. 

Next,  "  or  where  the  interest  obligation  of  such  carrier  exceeds  its 
average  net  railway  operating  income,"  we  submit  that  if  the  Gov- 
ernment takes  the  properties  from  these  people  that  they  necessarily 
have  got  to  protect  the  corporate  obligations  on  its  debts,  so  that  it 
will  not  be  thrown  into  bankruptcy  and  thereby  deprive  the  owners, 
the  bondholders,  and  the  people  who  advanced  the  money — deprive 
them  of  their  entire  property,  because  many  of  them  carry  those 
bonds  in  banks;  they  have  loans  on  them,  and  so  on,  and  just  as  soon 
as  it  appears  that  the  Government  has  taken  those  properties  and  has 
deprived  the  owners  of  them  there  is  a  fixed  limited  income,  which  i< 
2  per  cent  or  2£  or  3  pei  cent,  and  the  banks  will  call  those  loans  at 
once — bound  to  do  it— and  just  as  soon  as  that  is  done  the  liquida- 
tion takes  place  as  to  that  fellow  and  he  is  wiped  out.  It  is  the  result 
of  the  Government  having  taken  over  and  taking  the  use  of  the 
property. 

I  submit  the  President  ought  to  have  that  discretion  when  you 
couple  it  with  the  fact  that  if  he  does  advance  it  and  it  be  found  by 
arbitration  or  by  the  facts  that  that  was  too  much,  then  that  that  can 
be  recovered,  because  it  is  so  provided  in  the  bill  here  that  if  this  9^ 
per  cent  which  is  proposed  here  is  an  overpayment,  there  is  a  provi- 
sion already  in  the  bill  that  it  can  be  done.  But  pending  the  adjust- 
ment, that  I  submit  is  absolutely  vital  to  the  owners  of  these  prop- 
erties, and  of  the  utmost  importance  to  the  community  at  large,  these 
securities  should  be  protected  so  that  they  will  not  be  destroyed. 

Senator  Gore.  Mr.  Robinson,  would  you  have  the  Government 
guarantee  the  interest  on  the  funded  debt,  whether  or  not  the  net 
operating  income  was  sufficient  to  pay  it  or  not? 

Mr.  Robinson.  I  would,  because  I  do  not  believe  that  that  has  any- 
thing to  do  with  it.  I  believe  those  corporate  obligations  have  got 
to  be  met  in  some  way;  if  you  take  the  property  from  the  owners, 
there  is  no  way  for  them  to  meet  the  obligations. 

Senator  Gore.  They  can  not  shift  about  and  meet  them  ? 
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Mr.  Robinson.  As  they  can  when  they  are  doing  it. 

Senator  Underwood.  What  effect  would  it  have  on  these  railroads 
if  the  Government  did  not  take  them  over  ? 

Mr.  Robinson.  As  to  a  large  part  of  them  it  would  probably  prove 
fatal. 

Senator  Underwood.  Why  ? 

Mr.  Robinson.  Because  they  would  in  the  manner  of  handling  the 
business,  the  concentration  of  things,  the  failure  to  supply  an  ade- 
quate amount  of  cars,  and  things  of  that  kind,  would  dry  them  up 
so  that  they  would  not  be  permitted. 

Senator  Underwood.  Why  would  it  not,  if  the  Government  owned 
these  big  trunk  lines,  supply  these  short  lines  with  the  cars,  and 
why  would  not  the  short  lines  supply  it  with  traffic  just  as  it  is  going 
on  to-day! 

Mr.  Robinson.  The  short  lines  would  be  glad  to  supply  it  with 
traffic  because  it  would  be  their  very  life's  blood  to  keep  supplying  it. 

Senator  Underwood.  Why  should  not  the  Government  continue  the 
present  operation?  They  are  all  feeders  of  main  lines  somewhere, 
and  why  would  not  the  main  line  go  on  feeding  just  as  it  is  now  and 
the  Government  supply  the  power?  Why  should  the  machinery  of 
the  operation  of  these  roads  be  disturbed  by  the  Government  taking 
over  and  operating  the  trunk  lines  under  the  same  management  as 
they  are  now  ?  Why  should  that  disturb  the  condition  of  these  short 
lines? 

Mr.  Robinson.  I  do  not  say  that  would  follow  because  I  do  not 
know  what  will  be  done  in  the  future.  But  the  tendency  would  be 
for  the  Government  to  utilize  the  lines  that  it  had  and  for  which  it 
was  responsible,  and  for  which  it  was  paving  in  every  instance ;  and 
not  have  to  pay  out  something  to  an  outside  company,  not  to  have  to 
use  the  outside  instrument  to  aid  it  when  it  had  an  inside  instrument 
for  that  purpose. 

Senator  Underwood.  As  I  understand  it,  these  short  lines  in  the 
main  are  not  competitors;  they  are  feeders. 

Mr.  Robinson.  They  are  feeders,  but  there  are  many  of  them  in  a 
competitive  situation. 

Senator  Underwood.  Of  course,  I  can  recognize  what  you  say  is 
true  as  to  a  competitive  line,  but  I  can  not  see  where  it  would  apply 
to  a  feeder  at  all,  because  I  do  not  see  any  change  in  the  feeder's 
operation,  whether  it  was  owned  by  the  Government  or  not,  or 
whether  the  main  line  was  owned  bv  the  Government.  I  do  not  see 
that  it  would  make  any  material  difference  to  the  mere  branch  road 
feeding  the  main  line.  They  want  its  business  and  it  wants  their 
business,  and  the  conditions  of  traffic  would  go  along  in  the  same 
way  except  where  it  was  necessary  for  the  Government  to  divert 
cars  and  rolling  stock  for  the  purpose  of  moving  troops  and  Govern- 
ment facilities,  and  then,  of  course,  whether  it  belonged  to  the  Gov- 
ernment or  not  it  would  be  diverted. 

Senator  Robinson.  Do  either  of  you  have  any  apprehension  that 
the  Government  would  not  take  over  the  feeding  lines?  Has  there 
been  any  suggestion  that  it  would  not? 

Senator  Underwood.  Why,  no;  but  I  was  attempting  to  try  this 
case  from  the  viewpoint  of  a  committee. 

Senator  Robinson.  Yes. 

Senator  Underwood.  It  is  a  question  that  addresses  itself  to  us. 
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Senator  Robinson.  The  point  I  had  was  if  the  Government  was 
taking  them  over  it  would  take  them  over  as  a  system  so  far  as  the 
Government  control  is  concerned  just  as  it  would  all  the  roads  which 
contribute  to  that  system. 

Senator  Underwood.  I  do  not  know;  I  had  not  reached  any  con- 
clusion on  it  at  all,  Senator.  I  was  just  asking  my  question  to  draw 
out  the  witness,  to  get  his  view.  T  had  not  reached  any  conclusion, 
but  it  seems  to  me  it  is  entirely  within  the  power  of  legislation,  if  we 
think  we  have  reached  a  point  here  where  we  have  this  taking  as 
temporary.  Of  course,  if  it  is  permanent  taking  I  realize  that  you 
have  to  take  them  all,  but  with  a  temporary  taking,  in  the  position 
of  a  large  number  of  small  roads,  it  would  be  entirely  within  the 
scope  of  this  committee  to  exclude  them  from  the  taking. 

The  Chairman.  What  would  be  the  effect  upon  a  short  line  which 
happened  to  be  located  within  such  a  district  that  the  character  of 
goods  that  it  carried  was  such  that  it  might  not  be  so  essential,  and 
the  trunk  line  that  it  was  a  feeder  of  was  taken  up  and  was  carrying 
certain  goods  that  would  practically  exclude  the  bigger  part  of  the 
freight  carried  by  the  short  line?  What  effect  would  that  have  if 
the  Government  had  no  control,  did  not  have  it  in  its  possession,  and 
was  simply  utilizing  this  other  road  and  leaving  the  small  one  out, 
and  it  still  not  be  a  Government  function? 

Senator  Underwood.  I  take  it  under  Government  control  there 
would  be  less  likelihood  of  discrimination  against  a  short  line  and 
the  people  on  the  short  line  than  there  would  under  a  railroad  hold- 
ing, because  under  Government  control  those  people  would  have  a 
voice  with  the  controlling  management  here  and  probably  would  be 
listened  to. 

Senator  Gore.  A  party  called  my  attention,  Mr.  Chairman,  to  ex- 
actly the  instance  that  you  cite.  I  think  it  was  the  Norfolk  &  South- 
ern, a  system  of  90  miles,  which  is  in  new  territory,  and  its  rolling 
stock  has  gone  out  on  other  roads  and  they  can  not  get  it  back. 
They  have  a  famine  of  rolling  stock  and  cars ;  they  can  not  get  their 
own  stuff  back,  and  they  are  in  hard  lines  on  that  account.  That  is 
a  case  in  point. 

The  Chairman.  If  the  Government  has  taken  charge  of  its  rolling 
stock  ? 

Senator  Gore.  This,  I  think,  occurred  before  it  was  taken  over. 

Senator  Cummins.  There  is  a  question  of  fact  that  I  raised  yes- 
terday which  lies  at  the  bottom  of  this.  Has  the  Government  taken 
either  your  road  or  any  of  the  short  roads? 

Mr.  Robinson.  Senator,  it  is  going  to  be  rather  difficult  to  answer 
all  of  these  questions.  If  I  can  come  to  them  one  by  one  I  will  do 
the  best  I  can.  But  I  want  to  start  with  Senator  Robinson's  ques- 
tion and  Senator  Cummins's.  I  can  not  believe  for  a  moment  that 
there  is  any  question  but  that  the  Government  has  taken  them  over, 
and  I  am  going  to  read  a  paragraph  from  the  presidential  proclama- 
tion: 

Now,  therefore,  I,  Wood  row  Wilson,  President  of  the  United  States,  under 
and  by  virtue  of  the  powers  vested  in  me  by  the  foregoing  resolutions  and  stat- 
ute, and  by  virtue  of  all  other  powers  there  to  me  enabling,  do  hereby,  through 
Newton  D.  Baker,  Secretary  of  War,  take  possession  and  assume  control  at 
12  o'clock  noon  of  the  28th  day  of  December,  1917,  of  each  and  every  system 
of  transportation   and  the  appurtenances  thereof  located  wholly  or  in  part 
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within  the  boundaries  of  the  continental  United  States  and  consisting  of  rail- 
roads and  owned  or  controlled  systems  of  coastwise  and  inland  transportation, 
engaged  in  general  transportation,  whether  operated  by  steam  or  by  electric 
power,  including  also  terminals,  terminal  cars,  and  private  car  lines,  elevators, 
warehouses,  telegraph  and  telephone  lines,  and  all  other  equipment  and  appur- 
tenances commonly  used  upon  or  operated  as  a  part  of  such  rail  or  combined 
rail  and  water  systems  of  transportation. 

Now,  following  that,  the  director  general  gave  notice  in  his  order 
No.  1,  which  was  served  upon  the  various  railroads — and  served 
upon  me,  as  far  as  I  am  concerned — that  he  had  taken  possession  of 
the  Tennessee  Eailroad.  It  is  a  branch  short  line  that  is  out  there, 
and  he  served  that  notice  upon  practically  all  of  the  railroads.  I 
have  not  yet  found  even  a  little  one  that  did  not  receive  the  notice 
that  his  road  had  been  taken  over  by  the  Government. 

Senator  Cummins.  And  have  you  got  the  notice? 

Mr.  Robinson.  I  have  not,  Senator;  but  it  is  published  in  the  form 
of  order  No.  1.    I  have  not  got  it  with  me. 

Senator  Cummins.  That  would  seem  to  settle  the  question  that  he 
has  taken  possession  of  the  road. 

Mr.  Robinson.  I  will  hand  it  in,  if  I  may,  during  the  course  of  the 
afternoon. 

Senator  Cummins.  I  wish  you  would,  because  that  clears  up  a 
point  that  was  discussed  yesterday.  It  seems  definite  that  he  has 
taken  possession  of  the  road. 

Mr.  Robinson.  It  does  seem  definite  that  he  has  taken  the  posses- 
sion of  the  road,  and  I  am  following  the  instructions  that  ne  has 
given  to  me  and  the  things  that  he  has  told  me  to  do. 

Senator  Watson.  Has  he  told  you  to  do  anything? 

Mr.  Robinson.  He  has  not  told  me  as  a  receiver  of  the  Tennessee 
Railwav.  Getting  to  Senator  Underwood's  question  as  to  the  effect 
upon  the  short  lines  if  the  Government  took  a  part  and  left  the 
others  behind,  what  would  be  the  result?  Human  nature  is  the  same, 
whether  it  happens  to  be  a  Government  official,  a  railroad  official,  or 
anyone  else.  Ii  the  main  or  trunk  lines  are  taken  over  and  controlled 
by  the  Government  officers,  and  there  is  a  limited  supply  of  cars 
available  for  use,  and  the  manager  or  Director  General  can  have 
those  cars  loaded  on  lines  that  he  controls  and  which  he  has  rented, 
or  is  paying  a  rental,  and  can  use  those  cars  along  those  lines,  the 
temptation  is  not  to  allow  one  of  those  cars  to  go  off  on  a  branch  line 
or  a  short  line  where  he  will  have  to  pay  a  part  of  the  earnings  or 
the  tariff  received  for  the  handling  of  that  business. 

That  will  be  the  tendency,  and  it  can  not  be  overcome,  and  in 
practice  it  will  soon  be  that  these  branch  lines,  these  feeders,  will 
have  to  starve  to  death.  It  follows,  whether  the  Government  takes 
them  over  or  leaves  them  out,  if  the  starvation  process  follows  it  will 
destroy  the  enterprises  that  are  located  along  those  lines.  Gradually 
this  enterprise  will  stop  and  another  one  will  stop,  and  when  it  comes 
time  for  these  properties  to  be  returned  to  the  owners  a  large  per- 
centage of  their  enterprises  have  been  stopped  and  many  of  them 
have  gone  into  liquidation  and  could  not  meet  their  obligations,  and 
you  start  anew,  having  been  very  seriously  injured.  Whether  you 
have  received  adequate  compensation — I  should  use  the  word  "  just " 
compensation — for  the  use  of  your  property,  there  is  a  great  danger 
of  loss  in  that  side  issue. 

43202—18 37 
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Senator  Underwood.  Mr.  Robinson,  as  a  matter  of  fact,  most  of 
these  side  roads,  the  smaller  roads,  do  not  own  their  rolling  stock, 
or  a  large  amount  of  it,  do  they  ? 

Mr.  Robinson.  As  a  rule  they  do  not :  no ;  not  as  large  a  percentage 
as  the  trunk  lines. 

Senator  Underwood.  And  they  are  dependent  on  the  trunk  lines 
putting  in  their  cars  for  foreign  business — that  is,  business  going  off 
of  the  short-line  railroads — because  it  feeds  the  big  line? 

Mr.  Robinson.  That  is  true  to  a  substantial  extent. 

Senator  Underwood.  That  would  be  the  same  case  whether  the 
Government  was  operating  these  roads  or  whether  the  present  own- 
ers were  operating  the  roads,  would  it  not? 

Mr.  Robinson.  No.  Under  existing  conditions  these  short  lines  are 
suffering,  and  have  been  suffering  during  the  past  three  years,  for 
that  very  reason.  Business  was  congested ;  the  demands  were  greater 
than  the  supply.  The  temptation  has  been,  and  it  has  been  practiced 
among  the  trunk  lines,  to  cut  the  supply  of  cars  of  these  short  lines 
so  that  they  have  not  had  adequate  supply;  they  have  not  had  the 
full  proportion  that  they  used  to  receive,  because  if  we  can  load  that 
car  on  the  short  line  why  give  it  to  somebody  else  ? 

Senator  Underwood.  Then  you  think  if  the  President  takes  them 
over  the  conditions  will  be  better  in  that  regard? 

Mr.  Robinson.  That  may  be  the  result.  But  if  they  measure  our 
compensation  by  a  period  where  we  have  been  suffering  from  that 
condition,  then  the  fact  that  the  Government  may  give  some  addi- 
tional cars  now  would  not  give  additional  compensation.  It  might 
result  in  aiding  the  enterprises  on  the  line  as  against  bankrupting 
them,  but  it  would  not  give  the  owners  of  the  property  any  addi- 
tional revenue  because  of  that  fact. 

Senator  Watson.  Practically,  while  the  Railroad  War  Board  was 
controlling  the  railroads  of  the  country  for  about  six  months  were 
your  lines  helped  or  harmed? 

Mr.  Robinson.  During  that  period  our  earnings  were  gradually 
and  constantly  going  down,  but  I  do  not  charge  it  in  any  sense  to  the 
war  board,  because  it  was  the  general  condition,  which  could  not  be 
overcome.  My  line  should  handle  an  average  of  15  cars  of  lumber 
a  day.  For  some  months  we  have  been  handling  an  average  of  10 
cars  per  week,  the  reason  being  that  there  was  an  embargo  here  and 
there  was  an  embargo  there,  and  we  were  not  permitted  to  load,  so 
that  our  earnings  since  the  European  war  started  have  been  gradu- 
ally sinking  because  as  a  result  we  could  not  get  cars  and  could  not 
ship  things. 

Senator  Watson.  Has  the  Director  General  had  charge  long  enough 
for  you  to  estimate  the  results? 

Mr.  Robinson.  He  has  not.  He  has  not  given  us  any  general  in- 
structions, and  the  operations  so  far  are  wholly  inadequate  to  judge 
of  any  results  that  will  follow. 

Senator  Cummins.  Mr.  Robinson,  have  these  short  lines,  generally 
speaking,  an  equipment  of* cars  proportionate  to  the  business  they  do 
over  their  lines! 

Mr.  Robinson.  As  a  rule  they  have  not. 

Senator  Cummins.  They  depend  very  largely  on  the  cars  of  the 
vxuiik  lines  to  do  their  business? 
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Mr.  Robinson.  They  do.  As  a  rule,  when  these  lines  are  built,  the 
trunk  lines  encourage  them  to  construct  them,  seeking  the  additional 
business  when  the  territory  develops  and  when  the  raw  materials 
are  brought  in.  Some  years  ago,  during  the  period  when  they  were 
being  encouraged,  the  trunk  lines  supplied  the  cars  freely  without 
compensation,  without  a  per  diem  compensation,  without  making  any 
charges  of  that  kind.  The  division  of  rates  was  fixed  upon  that 
basis,  that  they  would  supply  the  cars  and  would  give  the  short  line 
a  division  of  the  rates.  Subsequently  the  rule  was  changed  and  a 
mileage  basis  was  established  for  the  use  of  the  cars,  but  no  change 
in  the  proportions  assigned  to  the  short-line  roads.  Later  on  a  per 
diem  was  established,  which  ranged  from  25  to  75  cents  per  day  per 
car,  and  the  rate  is  now  60  cents — or  was  prior  to  the  taking  over  of 
the  roads.  The  rate  was  60  cents  a  day,  and  the  short  lines  were  hav- 
ing to  pay  that  60  cents  a  day  for  each  car  from  the  time  it  was  de- 
livered to  them  until  the  time  they  returned  it,  and  they  did  not  get 
any  increase  in  their  proportion.  They  thereby  had  an  added  ex- 
pense, which  was  a  very  substantial  one,  and  that  had  the  effect  of 
decreasing  their  net  earnings  to  a  very  substantial  extent.  These  em- 
bargoes have  decreased  their  net  earnings  during  this  three-year 
period.  The  so-called  prosperity  of  the  railroads  since  the  war  has 
not  affected  any  of  the  short  lines  to  any  substantial  extent,  because 
the  trunk  lines  have  been  the  recipients  of  the  great  bulk  of  that 
business.  As  I  said  before,  we  are  getting  a  smaller  and  less  and  less 
supply  of  cars,  hence  our  revenues  were  going  down  as  against  that, 
and  we  are  now  asked  under  the  terms  of  this  bill  to  accept  compensa- 
tion for  roads  under  these  conditions. 

Senator  Kobinson.  Have  you  any  table  showing  what  proportion 
of  the  raw  material,  or  the  necessary  material  required  at  this  time, 
originates  on  your  short  lines? 

Mr.  Kobinson.  No,  Senator ;  I  have  not  any  such  table,  and  I  can 
not  even  make  you  a  guess  as  to  what  that  is. 

Senator  Cummins.  Your  general  proposition,  I  take  it,  then,  is 
this:  With  the  Government  in  possession  of  the  trunk  lines,  if  it 
finds  that  it  has  use  for  the  cars  on  the  large  lines,  it  will  be  slow  to 
give  you  the  proportion  of  cars  that  you  have  heretofore  had  ? 

Mr.  Robinson.  That  will  be  true,  especially  if  the  Government 
has  not  taken  over  our  lines,  if  the  short  lines  or  the  branch  lines 
were  left  in  the  hands  of  the  owners,  and  the  Government  would  be 
very  slow  to  give  us  cars  to  be  loaded  on  our  lines  and  have  to  give 
us  a  proportion  of  the  revenue  if  they  could  load  them  on  their  own 
line.  Our  position  here  as  to  the  necessity  of  our  taking  care  of  our 
obligations  takes  this  legal  proposition  into  view,  and  that  is  a  just 
compensation  which  is  guaranteed  under  the  Constitution.  I  think 
if  these  lines  must  go  to  the  courts  to  obtain  their  just  compensation 
the  courts  will  not  only  take  into  consideration  the  operation  and 
the  maintenance,  which  is  referred  to  in  the  bill,  but  it  will  take  into 
consideration  the  necessities  of  meeting  the  company's  obligations. 

I  think  it  will  take  into  consideration  all  of  these  extraneous  mat- 
ters— for  instance,  if  the  Director  General  has  come  along  and  raised 
the  compensation  of  the  employees.  We  do  not  now  pay  standard 
wages,  because  we  do  not  employ  the  same  class  of  men.  The  engi- 
neers that  we  have  on  our  lines,  as  a  rule,  would  have  to  be  firemen  on 
the  main  lines,  because  they  are  not  well  trained,  as  a  rule,  and  we 
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pay  very  much  less.  If  those  rates  are  raised  by  the  Director  Gen- 
eral— and  he  has  made  some  public  announcements  that  he  contem- 
plated increasing  those — the  wages  are  increased  and  subsequently 
the  properties  are  returned  to  us  without  an  increase  in  freight  rates, 
we  tnen  have  got  a  position  where  we  can  not  meet  our  expenses,  and 
we  will  necessarily  be  damaged  in  that  way. 

Senator  Kellogg.  You  expect  an  increase  in  operating  expenses 
under  the  Government  operation,  do  you  ? 

Mr.  Bobinson.  There  will  be  increases  in  certain  lines,  beyond 
question.  Whether  there  will  be  an  increase  in  the  aggregate  re- 
mains to  be  seen. 

Senator  Kellogg.  It  has  been  the  experience  the  world  over,  with- 
out scarcely  an  exception,  that  Government  operation  immediately 
means  an  increase  of  expenses,  has  it  not? 

Mr.  Robinson.  I  understand  it  to  be,  and  firmly  believe  that  to  be 
so ;  but  I  wanted  to  say  I  did  not  know  the  fact. 

Senator  Robinson.  What  were  your  hopes,  Mr.  Robinson,  for  the 
future  of  these  roads,  had  not  this  war  occurred  and  the  Govern- 
ment taken  them  over?  You  have  been  running  them  at  a  loss  gen- 
erally, have  you  not  ? 

Mr.  Robinson.  Some  of  them  have,  and  some  of  them  have  been 
running  at  a  substantial  profit.  A  very  large  percentage  of  them 
have  plans  mapped  out  for  the  future  and  are  planning  some  addi- 
tional extension,  the  location  of  additional  enterprises  on  their  lines, 
the  opening  of  a  mine,  and  things  of  that  kind,  all  of  which  they  are 
working  up  to,  and  firmly  believe  that  in  the  end  there  will  be  a  sub- 
stantial increase  in  their  business,  in  their  revenue,  and  their  profits. 

The  Chairman.  You  have  no  figures  showing  the  length  of  time 
of  the  operation  of  these  roads,  so  that  the  committee  could  get  an 
idea  of  the  business  they  have  been  doing  over  a  period  of  years? 

Mr.  Robinson.  The  only  figures  I  have  here,  Mr.  Chairman,  are 
in  this  table,  which  does  not  touch  that  question  at  all.  We  have  no 
figures.  We  have  not  attempted  to  ascertain  that  fact,  because  to-day 
is  the  first  time  I  have  had  that  question  raised. 

The  Chairman.  You  said  a  moment  ago  that  these  roads  in  1916. 
as  I  took  it,  which  was  a  prosperous  year,  had  aggregate  earnings, 
and  the  total  net  of  your  return  on  investment  was  1.58  per  cent, 
while  your  road  on  return  on  the  funded  debt  was  3.33.  That  was 
your  prosperous  year,  and  that  takes  in  all  of  these  roads — the  155 
on  this  table.  Now,  I  think  the  committee  would  like  to  know  what 
length  of  time  these  roads  have  been  running— at  least,  put  them 
into  such  groups  or  give  them  individually,  the  length  of  time  they 
have  been  operating,  so  that  we  might  get  some  idea  of  what  has  been 
the  return  for  the  vears  previous  to  the  one  you  designate  here. 

Mr.  Robinson.  ]&r.  Chairman,  I  have  evidently  failed  to  make  my 
statement  clear  as  to  1916  being  a  prosperous  year.  I  intended  to  say, 
and  thought  I  said,  that  I  selected  1916  because  it  was  generally 
said  that  it  was  a  prosperous  year.  I  do  not  think  it  was  a  prosperous 
year  for  the  short  lines.  It  was  more  prosperous  than  1916,  but  it  was 
not  a  prosperous  year.  Previous  years  have  been  more  prosperous, 
and  I  do  not  regard  1916  as  a  prosperous  year  at  all.  But  I  selected 
the  last  year  for  which  we  could  obtain  the  reports  from  the  Inter- 
state Commerce  Commission,  and  I  regarded  that  as  the  year  which 
had  been  stated  in  testimony  here  as  the  most  prosperous  year. 
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Senator  Gore.  You  were  unable,  as  I  understand,  to  get  the  1917 
reDorts  ? 

Mr.  Robinson.  They  have  not  been  furnished.  They  are  not  avail- 
able as  yet. 

Now,  Mr.  Chairman,  as  to  supplying  the  data  as  to  the  length  of 
time  or  the  period  during  which  these  roads  have  been  in  existence, 
we  can  obtain  that  fact  from  the  reports  of  the  commission  as  to  those 
in  this  list  here,  and  if  it  is  desired  we  will  undertake  to  do  it.  As 
to  many  of  these  questions,  we  have  other  witnesses  here  who  will 
give  specific  cases  as  to  the  future  of  the  properties,  the  fact  that 
extensions  are  being  made,  that  mines  are  being  developed,  that  the 
conditions  are  different  from  what  they  were  during  that  three-year 
period,  and  so  we  will  present  that  information  to  you  by  other  wit- 
nesses. 

Senator  Kellogg.  About  the  only  importance  to  the  committee  is 
that  there  are  many  such  cases.  As  far  as  I  am  personally  concerned, 
it  does  not  seem  as  though  it  is  going  to  be  possible  for  us  to  consider 
every  railroad  in  the  United  States  and  frame  this  bill  to  meet  that. 
The  bill  has  got  to  be  framed  to  meet  the  general  conditions,  and  the 
fact  that  there  are  such  cases  is  about  the  only  thing  of  benefit  I  can 
see  the  committee  can  get  from  it. 

Mr.  Robinson.  Some  basis  of  classification? 

Senator  Kellogg.  As  to  each  individual  railroad,  we  could  not  do 
it  in  a  year. 

Mr.  Robinson.  Senator,  I  had  not  thought  to  do  that,  but  I  thought 
I  should  present  the  witnesses  to  show  special  cases.  Take,  for  ex- 
ample, a  line  that  has  just  been  built  and  has  just  gone  into  operation 
within  four  months.  I  think  a  statement  as  to  that  would  illuminate 
the  situation  very  much.  So  I  thought  we  would  present  just  a  num- 
ber of  witnesses  to  show  the  different  conditions  as  to  each  and  then 
we  present  a  general  statement  as  to  the  extent  to  which  that  goes, 
and  you  have  Defore  you  then  a  billion  dollars  of  investments  here, 
and  here  is  the  condition  that  applies  here. 

Senator  Kellogg.  Of  course  we  knowr  that  there  are  roads  which 
have  been  built  within  the  last  six  months,  the  last  two  years,  the  last 
three  years,  and  the  last  six  years;  we  know-there  are  many  of  such 
cases.  Personally  I  have  no  objection  to  it,  but  it  does  not  seem  to  be 
necessarv. 

Mr.  Robinson.  Now,  in  connection  with  the  requests  that  we  make, 
the  amendment  that  we  proposed  here,  we  have  been  relying  upon 
this  particular  clause  in  the  President's  proclamation : 

Nothing  herein  contained,  expressed  or  implied,  or  hereafter  done  or  suffered 
hereunder,  shall  be  deemed  in  any  way  to  impair  the  rights  of  the  stockholders, 
bondholders,  creditors,  and  other  persons  having  interests  in  said  systems  of 
transportation  or  in  the  profits  thereof,  to  receive  just  and  adequate  compensa- 
tion for  the  use  and  control  and  operation  of  their  property  hereby  assumed. 

We  think  that  under  that  the  bill  proposed  does  not  give  that  as- 
surance that  protection,  to  the  bondholders.  We  are  not  asking 
that  this  bill  make  any  specific  provision  to  the  stockholders;  we 
are  proposing  that  that  be  left  to  the  President,  to  arbitration,  or 
to  the  courts,  where  it  may  have  to  go  in  the  end. 

Senator  KeujOGG.  As  I  understand  it,  it  is  not  your  idea  that  be- 
cause these  railroads  have  been  unable  to  make  their  interest,  that 
the  Government  should  step  in  and  correct  that  situation? 
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Mr.  Bobinson.  Our  position  is  that  when  the  Government  takes 
them  it  should  take  such  obligations  and  meet  such  obligations  as 
must  be  met  to  protect  the  bondholders,  the  people  who  put  their 
money  into  it,  until  such  time  as  the  adjudication  of  the  rights  of 
both  parties  shall  be  determined. 

Senator  Kellogg.  But  not  permanently  ? 

Mr.  Robinson.  But  not  permanently.  If  this  fund  is  advanced 
and  it  was  found  afterwards,  as  it  is  provided  in  this  bill  as  drawn, 
then  the  surplus  or  the  overpayment  would  be  recovered.  There 
would  be  a  charge  against  the  property  and  it  would  be  recovered 
from  the  property,  but  our  position  is  that  you  should  not  take  the 
property  and  expose  it  to  ruin  and  loss,  and  wait  until  the  courts 
have  finally  adjudicated  it.  Suppose  you  take  a  property  of  that  kind 
and  the  courts  finally  determine  that  the  Government  ought  to  have 
paid  not  only  that  but  more,  and  you  had  not  paid  that,  and  it  had 
gone  into  liquidation,  the  bondholders  and  creditors  had  lost  their 
money,  that  would  be  a  very  serious  injustice.  Now,  we  think  the 
Government  ought  not  to  expose  those  people  to  that  condition,  that 
the  Government  can  protect  itself  by  advancing  the  necessary  amount 
to  meet  those  interest  obligations,  and  can  provide  that  in  the  event 
it  was  too  much,  it  shall  be  repaid  to  the  Government,  and  the  prop- 
erty can  be  made  liable  therefor  because  it  is  now  a  lien.  If  it  is 
coupons  on  bonds,  those  coupons  are  a  lien  on  the  property ,  and  if  the 
Government  takes  them  up  it  can  step  into  the  place  of  those  holders 
and  can  be  repaid. 

Senator  Kellogg.  Take  the  case  of  these  roads  that  are  paying  a 
good  liberal  income ;  do  you  think  the  Government  should  take  part 
of  that  away  from  them  to  make  up  the  loss  in  the  others? 

Mr.  Robinson.  No,  sir ;  I  do  not  think  it  ought  to  take  it  away  for 
that  purpose. 

Senator  Kellogg.  Ought  it  to  take  it  away  at  all ! 

Mr.  Robinson.  I  do  not  think  it  ought  to  take  it  away  at  all,  be- 
cause I  do  not  think  this  interest  we  are  talking  about  is  a  final  de- 
termination, and  we  have  not  determined  whether  that  is  just 
compensation  or  not.  But  I  think  you  have  no  right  to  take  away 
from  one  and  give  to  the  other. 

Senator  Kellogg.  Have  we  a  right  to  take  it  away  from  one  at  all? 

Mr.  Robinson.  I  doubt  it. 

Senator  Kellogg.  If  its  averaged  earnings  for  a  number  of  years 
were  10  per  cent,  should  we  cut  it  down  to  5? 

Mr.  Robinson.  Not  at  all.  We  are  only  seeking  to  protect  these 
weaker  members  until  this  adjudication  takes  place. 

Senator  Kellogg.  But  that  suggestion  is  involved  here,  because 
some  of  your  lines  are  earning  an  average  of  11,  12,  and  15  per  cent— 
20  per  cent,  some  of  them.  Now,  should  the  Government  cut  that 
down  to  5  ? 

Mr.  Robinson.  I  think  not.  But  I  think  it  was  our  duty  in  pre- 
senting that  to  you  not  to  pick  out  the  worst  examples,  but  that  we 
should  pick  out  full  and  complete  information  and  examples  as  far 
as  we  had  them.  I  do  not  think  you  have  the  right  to  take  it  from 
one  and  give  it  to  the  other. 

Senator  Gore.  There  is  no  suggestion  in  the  bill,  or  anything  that 
you  have,  that  that  should  be  done  ? 
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Mr.  Robinson.  No  ;  the  Senator  was  asking  me  the  question  whether 
that  ought  to  be  done  or  not. 

The  Chairman.  Your  suggestion  is  to  insert  some  amendment  or 
something  in  this  bill  to  take  care  of  the  roads  whose  standard  is  not 
showing  a  net  return  to  the  road. 

Mr.  Robinson.  Sufficient  to  take  care  of  the  interest  on  its  matur- 
ing obligations.  My  opinion  is  it  should  take  care  of  them  in  the 
meantime,  and  when  it  is  adjudicated  just  compensation  will  be 
greater  or  less,  and  then  it  can  be  adjusted. 

The  Chairman.  But  has  no  reference  to  those  short  roads  which 
have  ample  income  to  take  care  of  their  obligations  ? 

Mr.  Robinson.  The  bill  would  apply  and  the  President  would  be 
at  liberty  to  make  agreement  with  them  if  he  wanted  to,  just  as  now 
exists.  If  he  did  not  want  to  make  an  agreement  with  them  on  a  10 
percent  basis  or  a  6  per  cent  basis,  he  would  not  make  any  agreement; 
he  would  send  it  to  the  court  and  let  the  court  determine  whether 
that  is  proper  or  improper. 

Senator  IJobinson.  Are  you  familiar  with  the  Kentucky,  Tennes- 
see &  Northern  Railroad  up  there? 

Mr.  Robinson.  To  some  extent.  The  principal  owner  of  it  is  not 
here,  but  the  receiver  is  here  and  wants  to  testily  to  it.  You  said  the 
Tennessee,  Kentucky  &  Northern  ? 

Senator  Robinson.  Yes;  the  Kentucky,  Tennessee  &  Northern 
Railroad. 

Mr.  Robinson.  I  am  not. 

Senator  Robinson.  I  noticed  the  rate  of  return  on  its  investment 
is  366.49  per  cent,  with  no  return  on  the  funded  debt.  Does  that 
mean  it  has  no  funded  debt  ? 

Mr.  Robinson.  They  did  not  report  any  funded  debt  at  all.  There 
are  a  great  many  of  them.  Every  one  o{  them  that  has  that  "  dash  " 
line  in  there  is  supposed  to  have  no  funded  debt.  The  stockholders 
put  up  the  money  and  built  the  roads  and  did  not  bond  their  prop- 
erty. 1  ut  they  have  their  stock  which  represents  it. 

Senator  Robinson.  Is  that  a  large  rate,  366  per  cent,  on  its  invest- 
ment ? 

Mr.  Robinson.  They  only  show  an  investment  of  $2,200,  and  they 
show  a  return  of  $8,000  net  operating  income. 

Senator  Robinson.  I  see  the  small  capital. 

Mr.  Robinson.  They  have  17  miles  of  road.  The  probability  is 
that  that  is  a  reorganized  road,  the  original  cost  having  been  charged 
to  other  reorganization  proceedings,  and  they  just  have  got  a  nomi- 
nal capital  oi  $2,000  on  17  miles  oi  road. 

Commissioner  Anderson.  May  I  ask  a  question,  Mr.  Chairman? 

The  Chairman.  Certainly. 

Commissioner  Anderson.  Mr.  Robinson,  as  I  understand  it,  your 
chief  claim  is  that  a  number  of  these  short  lines  which  are  new, 
developing,  and  embryonic,  will  not  have  their  just  compensation 
even  approximately  measured  by  their  return  in  the  last  three  years? 

Mr.  Robinson.  That  is  our  position  as  to  those  and  to  some  others. 

Commissioner  Anderson.  Is  it  not  clear  that  under  section  3. 
under  hearing  by  auditors  or  referees  therein  provided,  that  all 
evidence  admissible  for  any  legitimate  purpose  throwing  li^ht  upon 
what  just  compensation  is,  whether  it  be  evidence  concerning  pas! 
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earnings  or  future  prospects,  must  be  admitted  by  the  referees  and 
made  a  part  of  the  basis  of  their  report? 

Mr.  Robinson.  Mr.  Chairman,  in  answer  to  that  I  would  say  that 
the  previous  sections  of  this  bill  propose  a  standard  return,  per- 
haps a  measure  of  compensation  for  the  use  of  the  roads,  and  our 
theory  is  and  our  belief  is — we  are  convinced — that  these  so-called 
auditors  will  feel  bound  when  they  come  to  consider  these  questions 
by  the  basis  fixed  as  net  operating  railway  income,  and  that  they 
will  not  feel  at  liberty  to  advance  the  funds  necessary  to  pay  the 
interest  on  the  obligations  outstanding,  that  they  will  say  we  do  not 
do  that  in  other  cases  and  we  won't  do  it  here.  And  beyond  that  we 
are  of  the  opinion  that  that  is  an  arbitration,  we  feel  that  the  arbi- 
tration ought  to  be  an  impartial  one,  that  the  parties  in  interest 
ought  to  have  some  opportunity  of  participating  in  that  arbitration, 
and  that  it  is  a  Government  instrument  wholly  without  any  oppor- 
tunity of  the  party  in  interest  to  take  a  part  in  its  arbitration.  We 
therefore  think  that  Congress  ought  to  throw  out  and  afford  neces- 
sary protection  to  these  obligations,  these  bonds,  and  so  on,  other- 
wise you  will  destroy  to  a  very  great  extent  just  the  minute  the  bill 
is  passed  the  value  of  these  holdings  in  the  hands  of  the  people  who 
have  put  up  the  money  to  build  the  roads. 

Commissioner  Anderson.  Let  me  interrupt  you,  Mr.  Robinson. 
You  are  a  little  bit  in  error.  If  you  will  look  at  page  3,  line  13,  you 
will  find  "said  auditors" — and  you  better  change  that  to  referees, 
because  they  do  not  appear  to  understand  auditors  down  here  as  well 
as  we  do  up  in  New  England — "  shall  give  a  full  hearing  to  such 
carrier  and  to  the  United  States  and  shall  report  to  the  President 
the  amount  due  such  carrier  as  just  compensation."  Do  not  those 
lines  give  you  every  right  for  a  full  hearing,  adducing  all  competent 
and  material  evidence  that  you  could  ever  have  before  any  tribunal? 

Mr.  Robinson.  I  do  not  doubt  that  that  would  afford  an  oppor- 
tunity to  present  anything  that  you  wanted  to  do,  or  that  the  car- 
riers wanted  to  do ;  but  I  am  of  the  opinion  that  these  auditors,  being 
mere  representatives  of  the  Interstate  Commerce  Commission,  ana 
not  being  in  any  sense  of  the  word  a  judicial  body,  will  say,  "  Well, 
we  are  bound  here  by  this  provision  tnat  this  standard  return  is  the 
measure,  and  we  can  not  go  beyond  that  measure." 

Senator  Kellogg.  That  is,  you  think  that  body  should  be  a  body 
of  impartial  men  of  the  highest  business  ability  and  technical  knowl- 
edge as  to  railroads,  appointed  by  the  President? 

Mr.  Robinson.  I  think  the  biggest  men  in  the  country  and  the 
strongest  men  in  the  country  ought  to  compose  that  arbitration 
board. 

Senator  Kellogg.  You  do  not  think  it  ought  to  be  composed  of 
clerks  in  the  office  of  the  Interstate  Commerce  Commission? 

Mr.  Robinson.  I  do  not.  I  think  it  ought  to  be  the  very  biggest. 
If  I  understand  the  object  of  this  legislation,  it  is  to  arrange  for  the 
adjudication,  the  adjustment  of  these  matters,  and  avoid  litigation 
and  avoid  clogging  up  the  Court  of  Claims  and  tying  these  things 
up  year  after  year.  The  object  is  to  get  it  so  that  these  men  may 
exercise  their  discretion  and  the  President  may  act  thereupon,  and 
>ve  feel  that  the  biggest  and  strongest  and  best  men  in  the  country 
ought  to  compose  that  board. 
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Senator  Underwood.  The  real  substance  of  the  contention  of  the 
weaker  roads  in  the  end  is  this,  is  it  not:  That  under  the  basis  of  the 
Government  order  taking  them  over,  either  under  past  earnings  or 
the  immediate  future  prospect  of  earnings,  they  will  not  be  able  to 
meet  their  obligations,  and  no  longer  being  going  concerns  as  cor- 
porations they  can  not  continue  to  finance  for  the  future ;  that  simply 
means  bankruptcy  unless  the  Government  makes  some  exception  to 
these  railroads  in  taking  them  over.    Is  not  that  it? 

Mr.  Robinson.  That  is  our  point  of  view. 

Senator  Underwood.  It  is  not  that  you  are  contending  against  the 
auditors  or  the  referees  finding  a  fair  verdict,  but  it  does  not  include 
in  their  verdict  the  possibilities  that  could  be  considered  as  long  as 
the  railroad  is  a  going  concern  and  operating  itself;  that  you  take 
away  from  the  railroad  the  opportunity  to  finance  itself,  for  the 
owners  of  it  to  invest  more  capital  to  pull  it  through,  and  that  would 
not  be  an  item  that  the  auditors  would  consider.  Is  that  not  the  real 
trouble  ? 

Mr.  Bobinson.  That  is  our  view  of  the  situation. 

Senator  Gore.  Is  it  your  idea,  Mr.  Robinson,  that  as  to  these  roads 
whose  operating  income  has  not  been  sufficient  to  pay  the  interest  on 
their  indebtedness,  and  where  the  Government  should  advance  the 
money  to  pay  this  interest,  that  should  constitute  a  charge  in  favor 
of  the  Government  and  against  the  property. 

Mr.  Robinson.  That  is  true,  and  I  fear  the  Senator  was  not  here 
when  I  read  the  proposed  amendment  which  specifically  here  fixes  it. 
This  is  practically  an  advance.  It  is  not  settling  the  auestion  of  the 
compensation,  and  when  it  says  that  they  shall  make*  tnis  account,  it 
says: 

*  *  *  Remitting  such  carriers  to  its  legal  rights  in  the  Court  of  Claims 
for  any  balance  claimed;  and  any  amount  thereafter  found  due  above  the 
amount  paid  shall  bear  interest  at  the  rate  of  6  per  cent  per  annum ;  and  any 
excess  amount  paid  hereunder  shall  be  recoverable  by  the  United  States  with 
interest  at  the  rate  of  6  per  cent  per  annum. 

Senator  Gore.  That  is,  interest  over  any  rates  that  were  finally 
decided  to  be  just  compensation  ? 

Mr.  Bobinson.  Yes,  sir. 

Senator  Gore.  That  is,  if  the  amount  of  interest  paid  by  the  Gov- 
ernment on  the  indebtedness  exceeded  what  was  finally  ascertained 
to  be  just  compensation,  the  Government  would  be  entitled  to  recover 
it? 

Mr.  Bobinson.  Our  amendment  leaves  that  in  the  bill,  so  that  if 
the  Government  has  made  this  advance,  protected  these  properties, 
protected  the  corporations,  protected  the  bondholders  during  this 
period,  if  it  be  found  that  that  was  an  overpayment,  then  it  is  re- 
coverable by  the  United  States  with  6  per  cent  interest. 

Senator  Gore.  I  want  to  ask  you  a  question,  Mr.  Bobinson,  if  you 
can  not  obtain  the  data  now  and  can  find  it,  as  to  how  many  of  these 
roads  make  reports  to  the  Interstate  Commerce  Commission  of  these 
115. 

Mr.  Bobinson.  All  of  them. 

Senator  Gore.  How  many  of  them  come  under  Class  I  ? 

Mr.  Bobinson.  None  of  them. 

Senator  Gore.  How  many  come  under  class  II,  then? 
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Mr.  Robinson.  That  I  will  have  to  ascertain,  Senator. 

Senator  Gore.  How  many  in  the  next?  I  am  just  asking  the  ques- 
tion in  order  to  get  it  in  the  record. 

Mr.  Robinson.  I  have  not  divided  them,  so  I  will  have  to  ascertain 
it  for  you. 

Senator  Gore.  How  many  of  these  roads  have  been  constructed, 
either  entirely  or  practically,  since  January  1,  1900? 

Mr.  Robinson.  I  will  have  to  ascertain  that  information. 

Senator  Gore.  I  wish  you  would  and  put  it  in  the  record. 

The  Chairman.  That  was  the  question  that  I  asked  him  a  moment 
ago. 

Senator  Gore.  Yes. 

The  Chairman.  If  he  could  get  any  data  showing  the  life  of  these 
different  roads,  so  that  we  would  have  a  basis  on  which  to  judge  their 
future  prospects  by  their  past  experience. 

Senator  Gore.  Yes;  I  noticed  that  question  on  the  part  of  the 
chairman,  and  they  are  material.  I  wanted  to  get  them  altogether 
so  that  Mr.  Robinson  could  answer  them  in  a  series.  Can  you  tell 
me  how  many  of  these  roads  are  less  than  100  miles  in  length  ? 

Mr.  Robinson.  I  can  give  you  that  by  making  the  calculation. 

Senator  Gore.  Yes;  and  put  all  of  this  in,  and  then  also  state  how 
many  exceed  100  miles  and  are  less  than  200  miles. 

Mr.  Robinson.  Yes. 

Senator  Gore.  This  is  a  matter  of  common  knowledge,  but  we  want 
to  get  it  in  the  record.  At  least  promoters  very  often  figure  on  a 
series  of  years  in  which  they  have  to  take  a  loss ;  is  not  that  so? 

Mr.  Robinson.  Yes,  sir.  * 

Senator  Gore.  Which  they  call  the  pioneering  period? 

Mr.  Robinson.  Yes,  sir. 

Senator  Gore.  And  to  take  compensation  out  of  that  pioneering 
period  would  not  be  just;  it  is  not  the  way  experience  goes  and  is  not 
the  wav  business  men  calculate. 

Mr.  Kobinson.  That  is  true. 

Commissioner  Anderson.  Mr.  Chairman,  may  I  ask  Mr.  Robinson 
one  question  ?  Will  you  look  at  page  3,  the  end  of  line  3.  Would  it 
meet  what  you  think  are  the  equitable  claims  of  the  new  and  develop- 
ing lines  to  have  the  President  consider  their  outstanding  bonds  as  a 
special  class  rf  you  added  after  the  word  "claimed"  something 
substantially  like,  "Provided,  Jwwever,  That  the  President  may  au- 
thorize the  payment  or  advance  of  larger  sums,  if  necessary,  to  meet 
interest  accruing  during  Federal  control  on  valid  outstanding  in- 
debtedness incurred  on  property  used  for  carrier  purposes  "  ? 

Mr.  Robinson.  That  would  be  a  substantial  improvement,  appar- 
ently, over  the  bill,  but  I  am  not  sure  that  it  would  meet  all  of  the 
conditions,  and  therefore  would  have  to  consider  it  before  giving 
a  final  approval.  But  I  am  sure  it  would  be  a  substantial  improve- 
ment over  the  bill  as  printed. 

Senator  Gore.  Mr.  Robinson,  I  wish  you  would  answer  those  ques- 
tions, not  only  as  to  the  115  members  but  as  to  the  600  others,  so  far 
as  you  can. 

Mr.  Robinson.  I  am  undertaking  to  have  that  table  made  and  we 
will  apply  it  to  the  whole  list  as  far  as  we  get  it. 
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• 

Senator  Gore.  Yes,  sir.  One  other  question:  If  a  policy  was 
adopted  which  did  not  render  a  sufficient  return  on  these  new  prop- 
erties, would  that  tend  to  discourage  railroad  development,  do  you 
think? 

Mr,  Robinson.  I  was  going  to  come  to  that  as  soon  as  the  question 
should  have  been  finished. 

Senator  Gore.  That  is  all  I  wanted  to  ask  you. 

Mr.  Robinson.  Mr.  Chairman,  there  are  large  sections  of  this  coun- 
try that  are  undeveloped.  The  development  so  far  has  been  made  by 
the  construction  of  these  short  lines  and  they  have  been  added  on  and 
absorbed  into  the  systems,  and  so  on.  It  is  becoming  more  and  more 
difficult  to  get  money  to  build  one  of  them.  It  is  impossible  and  has 
been  impossible  to  go  out  and  sell  bonds  in  the  ordinary  way  to  build 
or  to  get  people  to  subscribe.  You  have  got  to  find  an  individual  here 
or  there  who  will  want  to  come  into  a  railroad  before  you  can  get  any 
construction.  Hence  the  amount  of  construction  has  decreased  won- 
derfully, and  yet  we  have  a  vast  section  of  the  country  that  ought  to  be 
developed. 

If  the  Government  now  takes  over  these  properties  and  does  not 
make  adequate  provision  for  their  operation,  does  not  protect  the 
people  who  have  advanced  this  money,  it  will  become  an  absolute 
bar  to  any  future  development.  If  the  Government  does  not  take 
over  and  own  the  railroads  it  will  be  an  obstacle  in  the  way  of  any 
future  construction  work,  and  that  will  last  a  very  long  period.  We 
will  have  to  have  another  generation  of  people  before  we  will  be«ible 
to  get  any  money  to  build  any  additional  railroads,  and  therefore  we 
will  be  deprived  of  the  vast  quantities  of  raw  material  that  are  now 
waiting  for  use.  So,  I  feel,  from  that  point  of  view  alone,  it  is  of 
the  utmost  importance  for  the  Government  now  to  take  care  of  and 
protect  the  interests  of  the  people  that  have  built  these  railroads 
and  who  have  not  had  any  return  thereon,  or  practically  any.  I  do 
not  think  I  need  take  more  time  of  the  committee. 

There  are  a  great  many  things  I  might  say.  We  have  a  great  num- 
ber of  witnesses  here  having  special  lines  and  cases.  Mr.  Chairman, 
may  we  present  some  of  them?  These  people  who  invested  their 
money  and  who  have  got  properties  feel  that  they  are  being  sacrificed. 

Senator  Gore.  Would  you  select  one  or  two  of  the  typical  cases, 
Mr.  Robinson,  and  present  those  ?  We  would  not  want  to  go  through 
a  long  proceeding.  We  want  to  get  something  that  typifies  the  situ- 
ation. 

The  Chairman.  I  would  suggest,  Mr.  Robinson,  as  suggested  by 
Senator  Gore,  that  you  get  one  or  two  witnesses  that  might  be  typical 
and  leave  the  committee  to  suggest,  or  another  member  of  the  com- 
mittee, going  into  these  special  cases. 

Mr.  Robinson.  Then  I  will  retire,  Mr.  Chairman,  and  I  will  in- 
troduce Col.  Dean,  of  Georgia. 

Commissioner  Anderson.  Mr.  Chairman,  may  I  say  a  word  about 
that  question  that  I  asked  last? 

The  Chairman.  Yes. 

Commissioner  Anderson.  I  do  not  think  there  will  be  the  slightest 
objection  on  the  part  of  the  Government,  whom  I  represent,  in  in- 
serting in  section  2,  probably  after  the  word  "  claimed,"  a  proviso 
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reading  substantially  like  this,  and  you  may  find  that  you  can  im- 
prove it: 

Provided,  however.  That  the  President  may  authorize  the  payment  or  advance 
of  larger  sums,  if  necessary,  to  meet  interest  accruing  under  Federal  control 
on  valid  outstanding  debt  obligations  incurred  for  property  used  for  carrier 
purposes. 

That  would  put  it  within  the  discretion  of  the  carrier  president,  if 
there  are  some  of  these  embryonic  roads  that  have  got  debts  that  would 
not  be  taken  care  of  out  of  90  per  cent  of  the  figured  standard  return 
that  ought  to  be  taken  care  of,  to  do  it.  We  have  no  objection  to  it. 
That  power  is  vested  in  the  President,  and  there  is  no  doubt  that  sec- 
tion 3,  as  it  now  stands,  covers  every  possible  aspect  for  just  compensa- 
tion whether  based  on  the  past  or  on  the  future. 

Mr.  Robinson.  Mr.  Chairman,  I  will  introduce  Col.  Dean,  repre- 
senting the  Gainesville  Northwestern  Railway  of  Georgia. 

The  Chairman.  You  may  take  the  chair,  Mr.  Dean,  and  give  your 
name. 

Mr.  Dean.  I  would  rather  stand.  I  am  a  lawyer,  and  used  to 
speaking  on  my  feet. 

The  Chairman.  Please  give  your  name  and  address  and  official 
connection. 

STATEMENT  BY  MB.  H.  H.  DEAN,  GENEBAL  COUNSEL  OF  THE 
GAINESVILLE  MIDLAND  RAILWAY  AND  THE  GAINESVILLE  4 
NORTHWESTERN  RAILWAY. 

Mr.  Dean.  My  name  is  H.  H.  Dean,  and  I  am  general  counsel  of 
the  Gainesville  Midland  Railway  and  of  the  Gainesville  North- 
western Railway,  both  in  the  State  of  Georgia. 

Gentlemen,  I  understand  from  the  questions  I  have  heard  asked 
and  having  read  the  bill  and  discussed  the  matter  in  caucus  with  the 
members  of  the  short  lines  here,  and  with  my  general  information 
with  reference  to  short-line  railroads  that  I  should  undertake  to 
touch  upon  what  I  understand  are  the  general  fundamental  ques- 
tions that  you  want  to  hear — what  you  might  call  typical  cases.  I 
will  come  just  as  quickly  as  I  can  to  what  I  think  would  be  just  com- 
pensation, because,  as  I  understand,  under  the  Constitution  that  is  a 
matter  that  must  oe  finally  arrived  at  in  order  to  take  over  or  con- 
demn or  appropriate  private  property  for  public  purposes. 

If  you  are  going  to  take  permanently,  there  would  not  be  any 
question  at  all,  because  the  Constitution  would  just  simply  say  that 
the  price  would  be  just  compensation  to  the  owners  of  the  property 
based  upon  the  value  of  the  property.  Then  if  you  are  going  to 
take  for  a  shorter  term  than  complete  and  absolute  taking,  tne  ques- 
tion would  be  what  is  just  compensation  for  that  length  of  time, 
and  it  would  be  in  the  nature  of  a  rental.  Generallv  speaking,  the 
mind  of  a  lawyer  goes  at  once  to  the  proposition  that  that  means 
interest  on  the  investment  in  the  way  of  rent.  We  discussed  the 
matter  in  the  House  yesterday,  and  the  House  committee  gave  us 
a  very  full  and  fair  hearing  and  shot  a  good  many  questions  into 
us;  but  that  is  where  we  finally  landed.  It  seemed  to  be  the  con- 
sensus of  opinion  that  that  would  be  the  proper  way  to  arrive  at  it. 
Now,  you  are  treating  a  short  line,  apparently,  here  as  a  permanent 
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institution.  I  just  want  to  liken  it,  if  jou  are  going  to  have  a  meet- 
ing, to  adjust  the  value  of  a  man's  services  and  then  take  up  the  ques- 
tion of  the  value  of  a  lot  of  boys'.  You  would  certainly  not  fix 
the  value  of  those  boys'  services  except  for  a  limited  time,  because 
some  day  they  would  be  men.  If  you  had  any  experience  at  all  in  the 
building  up  of  railroads,  and  if  you  will  go  back  to  the  history  of 
every  railroad  we  have  got  in  the  United  States  to-day,  you  will  find 
that  they  are  all  composed  of  original  short  lines.  They  began  in  one 
town  and  crept  into  another  and  then  connected  up  and  linked  up 
and  were  consolidated,  had  receivers  and  everything  of  the  sort,  and 
finally  it  became  a  long  line  and  a  big  line. 

You  take  the  roads  I  represent  in  connection  with  other  lines  that 
are  projected.  We  have  a  direct  line  from  Savannah.  Ga.,  to  Knox- 
ville,  Tenn.,  and  reaching  from  the  ocean  to  the  coal  fields  in  the 
great  West,  because  a  great  number  of  those  come  into  Knoxville. 
It  would  be  a  hundred  miles  nearer  the  ocean  than  any  other  line, 
via  Atlanta,  or  any  other  way.  We  have  got  now  what  is  known  as 
a  Knoxville  road,  running  from  Knoxville  to  Murphy,  N.  C.  From 
Savannah,  Ga.,  over  the  Bimson  line  to  Camak;  then  there  is  a  gap, 
perhaps  60  miles,  to  Athens.  When  you  reach  Athens,  which  is  one 
of  the  larger  of  the  small  cities  of  Georgia — it  is  a  place  of  learning; 
a  good,  substantial  place — you  strike  there  the  Illinois  Central,  the 
Southern  Railway,  the  Seaboard  Air  Line — the  three  big  trunk  lines 
that  go  into  Georgia.  Also  the  Louisville  &  Nashville — four  big 
trunk  lines.  The  Gainesville  Midland  begins  there  at  Athens  and 
goes  to  Gainesville,  which  is  40  miles.  The  Gainesville  Northwestern 
begins  at  Gainesville  and  goes  directlv  toward  Robertstown,  to  a  point 
now  which  is  40  miles  from  Gainesville,  and  that  is  at  the  foot  of  the 
Blue  Ridge  Mountains — as  far  as  you  can  go  without  more  money. 
It  is  like  the  man  who  said  that  he  had  three  reasons  why  he  could 
not  do  a  thing;  one  was  he  did  not  have  enough  money  and  the 
second  was — but  the  other  man  said,  "  Stop,  you  nave  stated  reason 
enough." 

You  begin  at  the  other  end,  at  Murphy,  and  there  is  a  short  line  run- 
ning through  Blue  Ridge  and  to  Haysville,  N.  C,  right  directly  to- 
ward Helen  or  Robertston,  where  the  road  has  been  graded,  and  they 
fell  down  because  they  did  not  have  the  rails  and  crossties.  But  the 
road  is  graded.  Then  22  miles  more,  and  you  reach  Helen  or  Rob- 
ertston, the  terminus  of  the  Gainesville  &  Northwestern  Railroad. 
Thus  you  have  only  a  jgap  of  40  miles  from  Athens  to  Murphy,  N.  C, 
but  direct  long  line  irom  Knoxville,  Tenn.,  to  Savannah.  So  the 
present  short  lines  are  all  on  the  direct  line  from  Knoxville  to 
Savannah. 

You  will  take  the  Gainesville  Midland  that  I  represent,  and  antici- 
pating that  some  day  these  lines  would  be  through  lines,  this  road 
was  constructed,  first  answering  the  chairman's  question,  in  1882, 
practically  by  a  donation.  The  city  of  Gainesvile,  for  instance,  do- 
nated $50,000  and  other  people  did  the  same  thing,  and  Congressman 
Candler,  who  was  the  president  of  it  and  whom  I  suppose  you  knew. 
He  originated  it.  It  broke  in  1897,  went  through  the  hands  of  the 
receiver,  and  was  in  litigation.  The  Louisville  &  Nashville  owned 
it,  but  they  had  got  their  bonds  in  such  shape,  and  I  made  such  a 
hard  fight  as  representing  the  stockholders  and  investors  there,  that 
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they  gave  us  an  option  on  it  that  they  would  cut  loose  and  sell  it  out 
at  $3,000  a  mile.  They  sold  out  for  that  and  we  bought  it,  and  I 
went  to  Savannah  and  organized  a  company  of  Savannah  people 
almost  entirely ;  in  fact,  all  Georgia  money. 

They  put  in  the  money,  which  aggregated  $165,000,  increased  it  to 
$661,000,  and  broadened  its  gauge  and  extended  it  to  Athens.  At 
that  time  it  had  not  reached  Athens.  We  extended  it  to  Athens  and 
made  it  a  broad  gauge.  They  then  had  a  little  narrow-gauge  branch 
to  Monroe,  Ga.,  a  short  branch  to  a  point  named  Monroe.  They  ran 
on  for  a  number  of  years  and  saw  great  prospects.  They  then 
pledged  and  put  up  $661,000  worth  of  bonds,  syndicated  them  and 
pledged  them,  and  issued  what  is  known  as  coupon  notes,  $325,000 
of  them,  and  borrowed  that  much  money  to  broaden  the  Monroe 
branch,  and  buy  terminals,  and  they  are  now  paying  interest  on  the 
$325,000  regularly.  But  they  agreed  that  for  three  years  they  would 
suspend  interest  on  the  original  investment  of  $661,000.  This  was 
in  1913.  In  1916  they  suspended  interest  on  $661,000  for  another 
three  years,  to  1919,  and  suspended  interest  on  the  $661,000,  paving 
interest  on  the  $325,000. 

Now,  anticipating  that  some  day  this  would  be  one  of  the  big  lines, 
a  big  trunk  line  from  the  west  to  the  ocean  or  to  the  coast,  they  went 
into  the  heart  of  Gainesville,  a  town  of  10,000,  and  established  termi- 
nals within  300  feet  of  the  public  square.  The  Southern  Railway  is 
a  mile  out.  It  is  the  only  short  line  tapping  the  Southern  Railway 
from  the  South  Carolina  line  to  Atlanta  that  does  not  belong  to  the 
Southern.  Everything  else  in  our  section,  as  Senator  Underwood 
said  a  little  while  ago,  was  merely  a  feeder  to  the  Southern  Railway. 
The  Southern  does  not  do  anything  except  just  let  the  people  build 
up  as  they  see  fit  along  their  lines  and  run  it  down  to  the  main  lines. 

The  Chairman.  I  will  state  that  the  hour  of  12  o'clock  is  the  hour 
at  which  the  committee  recesses,  and  the  committee  understands,  or 
the  majority  of  them  have  decided,  that  we  will  recess  until  to-mor- 
row morning  at  10  o'clock,  at  which  time  you  can  finish  your  state- 
ment to  the  committee. 

(Accordingly,  at  12  o'clock  noon,  the  committee  adjourned  until 
January  16, 1918,  at  10  o'clock  a.  m.) 


GOVERNMENT  CONTROL  AND  OPERATION  OF  RAILROADS. 


WEDNESDAY,  JANUARY  16,  1918. 

United  States  Senate, 
Committee  on  Interstate  Commerce, 

WaMngton,  D.  C. 

The  committee  met  at  10  o'clock  a.  m.,  pursuant  to  adjournment, 
Senator  Smith  of  South  Carolina  (chairman),  presiding. 

STATEMENT  OF  ME.  H.  H.  DEAN— Continued. 

The  Chairman.  The  committee  will  come  to  order. 

Mr.  Dean.  I  am  used  to  speaking  standing,  and  I  do  not  think  I 
understand  just  exactly  how  to  navigate  sitting. 

Gentlemen,  without  repeating  anything  that  I  said  yesterday,  I 
was  just  on  the  point  of  explaining  the  system  which  had  been  built 
up  here,  looking  forward,  of  course,  to  a  trunk  line  some  day,  and 
that  the  Midland  had  prepared  and  had  purchased  these  terminals 
at  all  these  points — the  one  at  Athens  for  about  $225,000.  They  put 
the  terminal  right  there  in  the  heart  of  the  city,  and  organized  a  ter- 
minal company  called  the  Athens  Terminal  Co. 

The  Seaboard  joined  them  with  that,  and  the  two  owned  half  of 
it,  exactly  half  and  half  of  the  bonds,  perhaps  placed  the  bonds 
outstanding.  I  presume  the  bonds  are  in  the  hands  of  the  public,  but 
the  stock  is  owned  jointly  by  those  companies. 

The  Louisville  &  Nashville  Railroad  comes  in  at  a  separate  station, 
the  Central  Railroad,  which  is  now  the  Illinois  Central  Railroad, 
comes  in  at  a  separate  station,  and  the  Southern  Railroad  comes  in 
at  a  separate  station.  If  they  unionize  the  roads  why  undoubtedly 
the  freight,  if  not  both  the  freight  and  the  passengers,  would,  1 
think,  as  a  matter  of  economv  and  expediency,  adopt  and  consolidate 
at  this  terminal  station. 

The  same  would  be  true  in  Gainesville.  The  two  roads  now — the 
Gainesville  Midland  and  the  Gainesville  Northwestern — use  the  Mid- 
land's terminal,  which  is  right  in  the  heart  of  the  town  and  within 
a  stone's  throw  of  the  biggest  hotel  there.  The  Southern  Railroad 
is  about  a  mile  away.  If  they  unionize  that  you  would  come  into  the 
Midland's  depot  yards  certainly  for  freight,  but  perhaps  not  for 
through  passengers. 

The  same  is  true  at  Winder.  The  Seaboard  Air  Line  road  passes 
Winder,  which  is  a  town  of  a  population  of  somewhere  around  5,000 
people.  About  a  mile  out  of  town  is  built  the  terminal,  and  the 
Midland  is  right  in  the  heart  of  the  town.  They  have  plenty  of 
facilities  there,  and  if  you  were  to  unionize  you  would  use  that. 
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So,  you  will  see  the  necessity,  even  if  that  has  not  been  done,  as 
we  believe,  of  course,  it  has,  and  it  would  be  necessary  to  take  the 
Midland  into  the  system.  The  Midland  was  built  up  for  the  purpose 
of  competition,  purely.  The  Southern  Eailroad,  running  from  New 
York  to  Atlanta — or  rather  from  Atlanta  to  New  York,  to  get  it  in 
New  York — the  Seaboard  Air  Line,  running  from  Atlanta  to  New 
York,  and  the  L.  &  N.  Railroad,  running  from  Atlanta  to  Charleston, 
run  just  like  three  fingers  from  the  hand,  or  like  three  spokes  from  the 
hub  of  the  wheel,  and  this  road  about  50  miles  out  of  town  plays 
right  across  them  and  plays  the  traffic  back  and  forth.  It  handles 
the  cars  that  are  shipped  in,  and,  of  course,  they  have  been  soliciting 
traffic  with  the  help  of  the  Seaboard  traffic,  shipping  it  into  Winder, 
to  Athens,  and  up  to  Gainesville;  the  L.  &  N.  Railroad,  from 
Athens  up  to  Gainesville;  the  Illinois  Central  Railroad  from 
Athens  up  to  Gainesville;  the  Southern  Railroad  playing  back  the 
other  way  and  taking  the  southern  traffic,  carrying  it  down  to  Monroe 
and  Winder  and  to  the  intermediate  points. 

The  Southern  Railroad  has  a  branch  line  to  Athens.  But  at  all 
other  points  it  gets  its  traffic  there.  The  Gainesville  &  Northwestern 
at  these  present  times,  you  might  say,  is  practically  a  Government 
enterprise. 

The  two  main  businesses  that  were  expected  to  supply  the  railroad, 
to  and  fro,  were  the  large  timber  tracts  in  the  Blue  Ridge  Moun- 
tains. There  is  a  concern  that  is  now  operating  the  mill  up  there, 
the  name  of  which  is  the  Morse  Bros.  Lumber  Co.,  a  company  of 
Rochester,  N.  Y.,  or  from  there.  They  own  a  hundred  and  some  odd 
thousand  acres  of  the  timberland,  and  they  built  a  $250,000  mill  at  the 
terminus  of  this  Gainesville  &  Northwestern  Railroad,  and  they  are 
now  supplying  hardwood  timber  to  the  Government  for  ships. 

Of  course,  originally  it  was  built  without  any  thought  of  the  war. 
It  was  commenced  in  1913,  to  be  used  for  general  commercial  busi- 
ness; but  at  the  present  time,  as  Mr.  Morse  told  me  the  other  day. 
they  laid  an  embargo  on  every  bit  of  his  goods  except  what  the  Gov- 
ernment would  take.  He  was  selling  what  the  Government  would 
take,  and  what  the  Government  would  not  take  he  was  stacking  up 
in  his  yards  until  the  time  that  the  war  was  over,  and  he  could  sell 
it.  He  just  got  started,  and  that  railroad  was  constructed  for  that 
purpose.  There  were  some  voluntary  contributions  to  it,  but  the  men 
who  owned  the  timber  tracts  put  up  practically  all  of  the  money  for 
the  railroad. 

The  next  is  what  we  call  the  pyrites  mine.  They  are  now  begin- 
ning the  construction  of  a  branch  road  to  this  mine. 

They  have  had  a  number  of  Government  experts  down  there,  and 
it  has  been  estimated  that  there  are  at  least  20,000,000  tons  of  this 
ore.  It  assays  at  least  46  per  cent  of  sulphur,  and  out  of  that  they 
expect  to  get  some  sulphur  for  munitions,  and  also  for  fertilizer, 
which  is  now  quite  as  important  a  product  as  anything  else  in  this 
war. 

The  Government  came  down  there  and  it  looked  like  such  an  im- 
possibility to  have  the  branch  railroad  constructed  in  time  on  account 
of  the  difficulty  of  getting  the  rails,  that  they  actually  stated  to  the 
county  there  that  they  would  pay  half  of  the  expense  of  building  a 
dirt  road,  and  said,  "  If  you  construct  a  dirt  road  for  this  ore  until 
the  railroad  is  completed,  we  will  pay  half  the  expense  until  the 
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railroad  is  completed,"  and  so  they  put  their  first  money  in  Georgia 
on  that  road,  and  they  are  now  working  on  that  road. 

Senator  Townsend.  You  say  the  Government  has  done  that? 

Mr.  Dean.  Yes;  the  Government  is  paying  half  of  the  expense 
for  the  construction  of  this  dirt  road,  simply  to  reach  this  one  prod- 
duct,  and  the  county  pays  the  other  half.  The  railroad,  I  think,  will 
te  completed  in  about  a  month,  and  probably  before  the  dirt  road  is, 
because  they  can  work  in  worse  weather  on  the  making  of  the  rail- 
road than  they  can  constructing  dirt  road. 

Just  as  quick  as  that  was  done,  they  bought  engines  and  cars  to 
run  a  tram  from  the  mine  to  the  Gainesville  &  Northwestern.  Now, 
the  tram  road  does  not  belong  to  the  Gainesville  &  Northwestern, 
but  it  belongs  to  the  mine.  The  mine  owners  themselves  paid  for 
that  railroad,  and  all  they  do  is  just  simply  to  haul  the  cars,  and  the 
Gainesville  &  Northwestern  is  expected  to  haul  the  cars;  they  take 
them  out  and  load  them,  and  the  Gainesville  &  Northwestern  will 
pick  them  up.  They  tap  the  Gainesville  &  Northwestern  at  a  point 
about  a  mile  out  from  Gainesville. 

When  it  gets  there,  the  Gainesville  &  Northwestern,  in  order  to 
keep  this  independent  line,  which  I  stated  yesterday  was  the  only 
independent  line  between  Grainesville  and  Atlanta,  ^oing,  they  take 
the  cars  and  they  carry  them  down  to  the  Seaboard  in  Georgia,  and 
divide  the  freight  with  the  Midland,  delivering  it  to  the  other  roads 
to  carry  it  in  to  its  destination. 

We  have  at  Gainesville,  though  it  is  a  comparatively  small  town, 
with  a  population  of  about  10,000,  which  include  the  cotton-seed 
mills 

Senator  Cummins.  I  want  to  get  my  mind  straightened  out  on 
what  you  were  discussing.  You  are  speaking  not  of  the  compensa- 
tion, but  of  the  taking  of  the  property  away  from  these  short  roads? 

Mr.  Dean.  That  is  one ;  yes,  sir ;  because  I  thought  I  was  reaching 
up  directly  to  some  statement  of  that.  I  saw  Mr.  Fayne;  I  met  him 
yesterday,  and  there  was  some  doubt  as  to  whether  some  of  the 
branch  lines  had  been  taken  over. 

The  Chair  stated  yesterday  to  Mr.  Robinson,  when  he  was  making 
this  preliminary  statement,  that  the  committee  wanted  to  obtain  a 
line  on  the  situation  as  to  the  small  roads,  as  it  would  apply  to  a 
large  number,  perhaps,  of  small  roads,  and  then  wanted  a  statement 
of  some  specific  instances  as  to  which  it  was  desired  we  should  take 
up  a  discussion  of  amendments  and  compensation,  and  I  was  just 
now  explaining  the  situation  of  these  two  roads,  their  physical  situ- 
ation, and  coming  now  to  their  indebtedness.  Then  I  want  to  dis- 
cuss these  amendments. 

Senator  Cummins.  And  you  will,  please,  before  you  finish,  point 
out  to  us  how  we  can  have  the  President  take  over  any  roads  that 
he  does  not  want  to. 

Mr.  Dean.  Of  course,  my  position  is  that  he  has  already  taken 
them  over. 

Senator  Townsend.  Have  you  received  any  notice  from  the  Gov- 
ernment? 

Mr.  Dean.  Yes,  sir ;  we  received  notice.  As  I  understand  it,  every 
railroad  man  in  the  State  of  Georgia  and  in  the  United  States  has 
received  instructions  to  unify  all  the  railroads  and  to  adopt  this 
new  demurrage  law,  with  a  recital  prepared  in  Secretary  McAdoo's 
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office,  reciting  that,  whereas  the  President  had  taken  over  all  of  the 
railroads  in  the  United  States 

The  Chairman.  Have  you  a  copy  of  the  order  that  was  served 
on  you? 

Mr.  Dean.  I  have  a  copy  of  two  orders,  and  we  are  prepared  to 
file  those  this  morning  with  the  committee. 

The  Chairman.  I  would  like  to  have  vou  put  them  in. 

Mr.  Dean.  Yes ;  I  would  like  to  put  them  in  this  morning. 

Senator  Cummins.  It  seems  to  me  that  the  first  thing  that  ought 
to  be  done  is  to  have  the  Director  General  make  perfectly  clear  what 
roads  he  is  taking  over  and  what  roads  he  is  not. 

Mr.  Dean.  If  you  will  allow  me  to  digress,  I  will  go  into  that 
question  first. 

Senator  Kellogg.  I  do  not  see  any  object  in  our  discussing  whether 
Mr.  McAdoo  has  or  has  not  taken  them  over.  He  is  the  man  who 
should  decide  whether  he  has  done  that  or  not. 

Senator  Cummins.  Now,  assuming  that  the  act  of  1916  is  broad 
enough  to  authorize  him  to  take  these  roads  over,  then  it  is  a  ques- 
tion first  whether  he  has  taken  them  over? 

Senator  Kellogg.  I  do  not  see  the  reason  for  the  witnesses  coming 
here  and  showing  why  he  is  taking  them  over  and  not  taking  others. 

The  Chairman.  I  thought  it  would  be  well  for  this  order  to  go 
into  the  record,  so  the  committee  could  be  informed  of  the  attitude 
of  the  Director  General. 

Senator  Pomerene.  I  agree  with  Senator  Kellogg,  that  the  Di- 
rector General  himself  can  state  that  very  quickly,  and  there  might 
be  a  conflict  of  opinion  here  between  witnesses,  in  which  case  we 
would  be  diverted  here  to  a  discussion  of  somewhat  immaterial  points. 
This  witness  might  take  the  view  of  it  that  he  has  been  taken  over 
and  other  witnesses  might  take  the  view  that  they  have  not.  We 
would  then  have  an  issue  here  that  is  not  of  the  greatest  materiality 
and  which  could  be  stated  by  the  Director  General  in  a  very  few 
minutes,  I  take  it.     I  assume  he  knows  what  roads  he  has  taken  over. 

Senator  Cummins.  I  do  not  suppose  we  will  determine  for  the 
President  what  roads  he  will  take  over  and  what  he  shall  not. 

Senator  Pomerene.  No. 

Senator  Kellogg.  That  is  what  prompted  my  remarks. 

Senator  Cummins.  All  we  are  interested  in  is  seeing  that  he  has 
the  authority  to  take  them  over  or  not,  as  his  discretion  may  lead  him 
to  do. 

Senator  Townsend.  Is  there  not  another  point  involved?  I  agree 
with  you  on  that  abstract  proposition;  whether  he  has  taken  them 
over  or  not  does  not  amount  to  very  much.  But  the  witness  here  is 
describing  a  condition  of  the  roads  which,  if  they  are  taken  over. 
will  involve  a  basis  of  compensation  that  may  be  different  from  the 
general  rule. 

Senator  Kellogg.  That  is  quite  right  as  to  that  point,  I  admit,  but 
he  is  not ;  he  is  discussing  here  why  they  should  be  taken  over. 

Senator  Townsend.  I  do  not  think  we  are  particularly  interested 
in  that. 

Commissioner  Anderson.  Mr.  Chairman,  will  it  illuminate  the 
proposition  at  all  if  I  state  one  or  two  historic  facts  which  led  up  to 
the  proclamation  ? 
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The  Chairman.  We  would  be  glad  to  hear  you,  Commissioner 
Anderson. 

Commissioner  Anderson.  What  happened  was  that  it  then  ap- 
peared there  was  something  like  1,800  railroads,  and  there  was  some 
discussion  with  the  Director  General  as  to  what  ought  to  be  done. 
It  was  the  opinion  reached  that  notice  ought  to  be  sent  by  telegraph 
to  the  various  lists  of  roads,  so  that  there  could  be  no  doubt  in  the 
mind  of  any  responsible  railroad  manager  that  any  order  issued, 
which  properly  affected  that  road,  was  operative  on  that  road. 
Thereupon  a  general  order  was  made  by  the  Director  General,  who. 
of  course,  had.  no  knowledge  of  the  details  of  many  of  the  roads; 
lists  were  furnished  by  the  Secretary  of  the  Interstate  Commerce 
Commission,  drawn  from  our  records,  and  typical  telegrams  were 
sent  bv  the  clerks  to  the  lists  thus  selected. 

In  the  proclamation  itself  is  language  which  intimates  that  we 
prevised  this  situation  of  doubt,  that  it  was  seen  certain  properties 
would  be  taken  in  that  would  not  be  necessary  in  the  public  interest, 
and  therefore  it  was  stated  that  they  might  be  hereafter  relinquished 
to  their  owners.  It  was  also  stated  that  certain  properties,  having 
intern rbans  particularly  in  mind,  might  hereafter  be  found  necessary, 
and  that  suspended  purpose  was  indicated. 

Now,  I  am  informed  that  this  question  of  what  properties  ought 
to  be  taken  in  in  order  to  make  efficient  the  national  unified  control 
for  war,  and  the  national  purposes,  is  under  almost  constant  exami- 
nation in  the  offices  of  the  Director  General.  Undoubtedly  they  are 
there  considering  not  merely  that  which  is  essential  as  a  transporta- 
tion facility  but  that  which  ought  to  be  taken  in  lest,  being  left  out, 
the  owners  thereof  may  be  unjustly  treated.  That  sifting  process  is 
going  on  hour  by  hour  and  day  by  day  now  in  the  office. 

The  Chairman.  There  is  no  doubt  in  the  minds  of  those  who  are 
drafting  this  legislation,  from  the  administration's  standpoint,  that 
the  act  of  1916  includes  all  railroads  under  the  term  "  system ''? 

Commissioner  Anderson.  No,  sir;  I  do  not  understand  there  is 
any  doubt.  I  think  we  could  even  take  in  a  jitney  system  if  it  was 
necessary  in  the  national  defense,  and  run  it  down  to  a  cantonment 
or  a  shipyard — anything  which  is  transportation  and  which  is  found 
essential. 

Senator  Cummins.  You  do  not  look  upon  the  proposed  legislation 
as  affecting  that  question  at  all  ? 

Commissioner  Anderson.  The  proposed  legislation? 

Senator  Cummins.  The  proposed  legislation. 

Commissioner  Anderson.  No,  sir. 

Senator  Cummins.  This  bill  neither  enlarges  nor  diminishes  from 
your  point  of  view  the  authority  of  the  President  to  take  over  such 
railroads  as  he  desires  to  take  over? 

Commissioner  Anderson.  Precisely. 

Senator  Cummins.  I  think  therefore  that  unless  some  one  has  an 
idea  of  changing  the  authority,  or  making  it  mandatory  in  some 
respect,  that  testimony  in  regard  to  whether  a  road  ought  to  be 
taken  over  or  not  will  give  us  very  little  light  upon  the  duty  we  are 
about  to  perform. 

Commissioner  Anderson.  I  think  you  will  listen  at  great  length 
and  get  very  little  illumination,  judging  from  what  I  have  been 
told  is  going  on,  with  reference  to  the  same  problem  in  the  offices  of 
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the  Director  General.  I  may  add  this,  Senator,  that  it  is  our  belief, 
certainly  it  is  our  desire,  that  under  section  3  every  person  or  cor- 
poration injured  in  this  taking  over  shall  have  his  or  its  just  rights 
to  just  compensation  fully  protected. 

Mr.  Bird  M.  Robinson.  Mr.  Chairman,  this  situation  as  it  is  now 
developing  places  us  in  this  position :  We  have  received  notice  that 
the  Director  General  has  taken  charge  of  our  properties.  We  are 
receiving  directions  as  to  what  to  do,  and  we  are  now  tolcj  that  some 
five  or  six  hundred  of  our  lines  are  not  included.  Under  those  con- 
ditions we  may  not  be  interested  directly  in  this  bill,  but  I  think 
that  this  committee  ought  to  ascertain  in  some  way,  if  it  be  possible, 
what  that  status  is  before  we  present  our  proof.  Because  if  we  are 
to  present  our  proof  wTe  have  only  one  or  two  angles  to  present  it 
from,  and  if  there  is  any  disposition  to  say  that  these  roads  have 
not  been  taken  over  then  we  want  to  show  this  committee  the  injus- 
tice which  will  be  done  if  they  are  not  taken  over,  the  serious  effect 
upon  a  very  large  mileage  and  a  very  large  amount  of  bonded  indebt- 
edness; and  as  far  as  I  am  concerned  I  do  not  think  we  ought  to 
present  our  proof  here  until  we  know  the  angle  from  which  we  should 
address  the  committee. 

Senator  Cummins.  Do  you  think,  Mr.  Robinson,  until  the  Gov- 
ernment reaches  the  conclusion — I  mean  the  Executive  branch  of  the 
Government — that  it  does  not  want  to  take  your  road,  that  you 
should  ask  us  to  make  some  provision  for  compensation  because  the 
Government  does  not  wTant  to  take  it? 

Mr.  Robinson.  If  we  can  demonstrate  to  you  that  it  is  going  to  be 
seriously  detrimental  to  us  and  that  we  are  thereby  going  to  be  in- 
jured, we  ought  to  be  permitted  to  show  that  fact  to  you.  so  that  you 
can  take  it  into  consideration  in  whatever  action  you  aetermine  to 
take. 

Senator  Cummins.  Then  wre  are  put  in  this  position:  We  are 
asked  to  declare  or  to  determine  a  standard  of  compensation,  because 
the  Government  does  take  one  road  and  find  another  standard  of 
compensation  because  it  does  not  take  another  road. 

Mr.  Robinson.  That  is  assuming,  Senator,  that  we  are  asking  for 
compensation.  I  ask  you  to  take  that  into  consideration  in  what- 
ever action  you  take,  so  that  you  might  be  informed  as  to  the  full 
effect  of  any  act  you  pass. 

Senator  r omerene.  In  brief,  how  do  you  claim  these  certain  roads 
will  be  injured  if  they  are  not  taken  over? 

Mr.  Robinson.  In  the  first  place,  the  Government  will  have  leased 
certain  tracks  and  certain  roads  which  it  owns,  so  far  as  the  use  of  it 
is  concerned ;  it  has  a  large  volume  of  equipment ;  it  has  the  cars  and 
things  of  that  kind,  and  it  will  necessarily  proceed  to  utilize  those 
tracks  and  those  cars  just  as  far  as  it  is  possible,  and  not  giving  any- 
thing to  any  branch  line,  because  when  they  do  give  anything  to  the 
branch  line  they  must  give  that*  branch  line  a  portion  of  the  revenue, 
whereas  if  they  can  handle  it  on  their  own  tracks,  they  will  pay 
nothing,  and  thereby  they  take  from  the  branch  line  the  revenue  that 
it  has  to  a  very  considerable  extent.  If  it  be  a  competitive  line,  Sen- 
ator, the  Director  General  has  already  directed  all  of  the  lines  to  dis- 
continue solicitation  of  business  or  competing  in  any  way,  and  when 
the  two  lines  exist,  one  is  the  Government  line  and  the  other  is  the 
little  independent  line,  they  are  going  to  have  no  privilege  of  solici- 
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tation,  and  the  result  will  be  the  shipment  by  the  Government  line 
and  absolute  starvation  of  the  little  lines. 

Senator  Pomereke.  In  other  words,  you  want  every  road  and  every 
business  institution  to  be  reimbursed  lor  any  loss  that  they  sustain, 
directly  or  indirectly x  because  of  this  war? 

Mr.  Kobinson.  If  it  is  the  result  of  the  act  of  the  Government,  I 
think  that  follows.  But  our  position  is  this :  If  we  are  not  included, 
then  the  proof  that  we  are  going  to  present  to  you  here  is  not  appli- 
cable and  does  not  go  to  the  point. 

Senator  Kellogg.  Can  you  tell  me  how  we  can  find  out  whether 
you  are  included  or  not  f 

Mr.  Robinson.  We  say  we  are,  and  we  are  offering  here  the  order 
of  the  President  or  the  proclamation  to  show  that  we  are  already  in. 
But  the  committee  was  indicating  that  they  did  not  regard  this  as 
evidence,  and  if  they  do  not  regard  those  orders  of  the  President  as 
evidence,  they  might  call  the  Director  General  to  tell  what  the  situa- 
tion is.  And  if  he  does  not  tell  them,  we  can  not  tell  them.  We  are 
not  able  to  learn  under  existing  conditions. 

Senator  Cummins.  It  is  an  unsatisfactory  problem,  I  agree,  but  I 
do  not  see  how  we  can  solve  this  question,  whether  you  can  not  take 
any  unless  you  take  them  all. 

Senator  Underwood.  The  main  purpose  of  this  bill  is  not,  of  course, 
to  fix  the  damages  for  the  taking  over,  because  that  is  for  the  court 
to  determine,  but  to  work  out  the  problem,  by  the  President,  through 
his  agent,  in  order  to  reach  an  understanding  with  the  roads  as  to 
what  a  fair  compensation  is.  No  matter  what  we  put  in  here  about 
it,  if  the  executive  committee  of  the  Government  decides  to  take  over 
certain  roads,  they  will  reach  an  understanding  as  to  what  is  fair 
compensation,  and,  of  course,  if  you  are  not  taken  over,  you  have  no 
standing  in  the  courts. 

Mr.  Kobinson.  We  might  have  a  standing  in  the  courts,  might 
we  not,  Senator? 

Senator  Undebwood.  I  do  not  see  how  you  can. 

Mr.  Robinson.  I  do  not  think  I  have  made  myself  quite  clear. 

Senator  Underwood.  I  see  your  point. 

Senator  KELiiOGG.  It  is  absolutely  impossible  for  the  Government 
to  pay  damages  to  a  railroad  that  is  incidentally  injured  because 
some  other  railroad  is  taken  over. 

Mr.  Robinson.  My  position,  as  I  submitted  it  to  the  committee,  is 
this :  That  the  proof  which  we  are  going  to  submit  other  than  by  the 
introduction  of  these  orders  of  the  commission  would  not  be  ap- 
plicable to  the  situation,  because,  if  we  are  not  taken  over,  the  proof 
that  we  are  going  to  submit  to  you  would  not  be  of  any  interest  to 
you,  and  therefore  I  suggested  that  we  do  not  proceed  to  present 
additional  proof  before  this  committee,  or  evidence,  until  we  get  some 
line  on  that  fact  so  that  we  might  direct  our  attention  directly  to 
the  points  for  the  committee  to  consider. 

The  Chairman.  It  would  apply  to  some  of  the  roads  that  he  does 
take  over,  as  suggested  by  Senator  Underwood. 

Mr.  Robinson.  The  announcement  was  made  before  the  committee 
of  Representatives  of  the  House  that  some  600  roads  were  probably 
not  taken  over,  and  therefore  a  very  large  per  cent  of  the  roads  we 
represent  would  necessarily  be  included  in  that. 
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Senator  Cummins.  The  difficulty  of  your  program  is  this,  that 
long  before  you  know  this  bill  is  reported  it  will  be  passed,  and 
therefore  you  might  not  have  the  opportunity  that  you  have  in  mind. 

Mr.  Robinson.  I  had  some  thought  that  this  committee  could 
ascertain  from  the  director  general  without  material  delay. 

Senator  Underwood.  Is  not  the  practical  question  that  confronts 
us  the  fact  that  we  are  not  buying  the  railroads?  There  is  no  pro- 
vision in  the  legislation  here,  Air.  Robinson,  to  take  them  over,  and 
the  question  whether  you  ought  to  be  taken  over  or  not  seems  to  rest 
with  the  director  general  and  with  the  President,  and  not  with  us. 
In  the  event  that  you  are  taken  over,  you  want  legislation  that  will 
fairly  protect  your  interests.  It  seems  to  me  that  you  can  address 
yourself  to  that  question,  and  we  can  prepare  the  bill  so  that  if  you 
are  taken  over  your  interests  will  be  properly  protected.  But  I  do 
not  know  where  we  can  handle  the  problem  whether  you  are  to  be 
taken  over  or  are  not  to  be  taken  over.  We  are  not  working  on  that 
question. 

Mr.  Robinson.  I  thought  the  committee  could  determine  that  ques- 
tion, and  it  is  its  duty  to  determine  that  question,  in  view  of  the  fact 
that  the  Government  has  already,  as  we  believe,  actually  done  so. 
But  if  the  committee  wants  to  hear  our  proof,  we  will  present  it. 

Senator  Town  send.  I  am  not  clear,  Mr.  Chairman,  as  some  of  the 
Senators  are,  that  the  Government  would  not  be  liable  for  damages 
for  taking  over  of  one  railroad  and  not  taking  another,  with  which 
there  existed  certain  vested  rights,  rights  that  had  been  established 
under  the  laws  of  the  Congress  as  to  tnat  second  road,  whereby  that 
road  was  damaged.  I  am  inclined  to  believe  that  they  would  have  a 
standing  and  that  if  they  show  that  by  the  taking  over  of  a  part  of 
the  railroads  of  the  country  another  portion  of  them  was  damaged 
in  the  rights  which  the  Government  had  established  itself  or  per- 
mitted, that  the  second  party  would  not  be  entitled  to  a  hearing. 

Senator  McLean.  Your  idea  is,  Senator  Townsend,  that  they  will 
be  compelled  to  compete  with  the  Government? 

Senator  Townsend.  Yes. 

Senator  McLean.  And  it  might  be  decidedly  unfair? 

Senator  Townsend.  Under  those  suggestions,  it  might  be  borne  in 
mind  that  the  country  will  be  routing  freight  and  directing  freight 
to  go  over  a  Government  line  which  would  otherwise  go  over  a  non- 
controlled  line,  and  in  that  way  that  the  Government  could  deprive 
the  noncontrolled  line  of  any  freight  whatever,  except  such  classes 
of  freight  which  it  did  not  want  to  handle,  if  it  chose  to  operate  that 
way? 

Mr.  Robinson.  We  have  statutes  against  unfair  competition. 

Senator  Townsend.  I  think  that  is  much  broader  than  the  question 
to  be  determined  in  this  connection.  My  idea  is  that  these  short-line 
railroads,  if  they  claim  a  different  standard  should  be  fixed  for  the 
compensation  of  such  of  them  as  may  be  taken  over,  should  go  ahead 
and  present  their  views  as  to  what  that  standard  is,  because  that  is 
the  question  immediately  under  consideration. 

Senator  Cummins.  I  want  to  get  it  clear.  Is  there  any  question 
that,  if  the  short  line  is  taken  over  and  the  Government  sees  fit  to 
divert  traffic  from  that  line  to  some  other  line  where  it  thinks  it  can 
be  moved  more  cheaply  and  more  expeditiously,  there  is  a  vested  right 
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• 

in  the  short  line  to  the  traffic  and  that  our  law  must  provide  some  com- 
pensation for  the  diversion  of  that  traffic? 

Senator  Townsend.  No;  I  never  suggested  anything  of  that  kind 
and  never  even  thought  of  it,  but  I  do  suggest  this,  that  the  taking 
over  of  these  roads  will  necessitate  the  Government  compensating 
them.  Of  course,  that  if  fundamental ;  and  if  the  standard  which  is 
provided  in  the  bill  is  not  the  proper  standard  for  these  roads,  they 
ought  to  present  their  case  and  give  us  all  the  information  they  have 
on  the  suoject.  Many  of  them  will  be  taken  over,  and  what  we  are 
particularly  interested  in  is  fixing  a  fair  standard,  so  that  litigation 
may  be  avoided  and  the  situation  not  unnecessarily  complicated.  I 
do  not  think  it  could  be  said  that  the  right  of  a  road  to  receive  ship- 
ments of  freight  might  be  regarded  as  a  vested  right,  because  I  do 
not  understand  that  the  principle  of  vested  right  applies  to  inatters 
of  that  kind.  The  right  of  a  road,  however,  to  do  business  and  to 
exercise  its  franchise  or  the  privileges  of  its  franchise,  the  guaranties 
which  are  conveyed  to  it  in  its  charter,  might  be  a  vested  right  and 
probably  is  a  vested  right.  So  I  think  that  is  a  very  broad  question. 
I  am  interested  in  hearing  what  these  short  lines  have  to  say  about 
this  standard  of  compensation  which  should  be  provided. 

The  Chairman.  You  can  address  yourself  to  that  point  and  as  to 
whether  or  not  the  Government  will  include  or  will  exclude  any  of 
these  short  lines,  and  we  will  try  to  cross  that  bridge  when  we  come 
to  it. 

Senator  Gore.  I  do  not  think  it  is  as  much  a  question  of  the  vested 
rights  on  the  part  of  the  roads  as  it  is  a  matter  of  equity.  It  is  my 
idea  that  we  should  see  whether  there  is  a  state  of  facts  that  distin- 
guishes those  roads  from  the  roads  taken  by  the  Director  General. 
If  it  is  a  different  road,  it  is  to  be  treated  altogether  differently. 

The  Chairman.  To  show  that  the  status  of  the  short  lines  is  differ- 
ent from  the  others  and  therefore  should  receive  different  treatment  ? 

Senator  Gore.  That  is  the  point. 

Mr.  Dean.  Gentlemen,  if  you  will  excuse  me,  I  would  like  to  in- 
troduce in  evidence  the  record  of  the  situation  applying  to  these 
short  lines.  Of  course,  the  act  of  1916  is  the  law  and  therefore  not 
necessarily  to  be  put  in  evidence,  but  will  be  considered  in.  Next,  we 
want  to  put  in  the  proclamation  of  the  President  of  the  United  States, 
where  he  says  he  has  taken  the  control  of  certain  systems  of  trans- 
portation. 

The  first  is  a  telegram  which  has  been  addressed  to  each  of  the 
roads,  and  is  in  this  language  : 

Office  of  the  Director  General  of  Railroads, 

Washington,  December  28,  1917. 

To  the  presidents  and  directors  of  all  railroad  companies : 

Having  assumed  the  duties  imposed  upon  me  by  and  in  pursuance  of  the 
proclamation  of  the  President,  dated  December  26,  1917,  you  will,  until  other- 
wise ordered,  continue  the  operation  of  your  road  in  conformity  with  said  proc- 
lamation. You  are  requested  to  make  every  possible  effort  to  increase  effi- 
ciency and  to  move  traffic  by  the  most  convenient  and  expeditious  routes. 

I  confidently  count  on  your  hearty  cooperation.  It  is  only  through  united 
effort,  unselfish  service,  and  effective  work  that  this  war  can  be  won  and 
America's  future  be  secured. 

W.  G.  McAdoo, 
Director  General  of  Railroads. 
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Senator  Townsend.  Was  this  sent  directly  to  you  ? 

Mr.  Dean.  This  is  one  that  has  been  handed  to  me  by  Mr.  Kobin- 
son,  and  which  was  sent  directly  to  his  road.  But  each  road  had 
one  directed  to  it ;  yes. 

The  Chairman.  Was  this  given  to  your  road  directly  ? 

Mr.  Dean.  I  have  not  got  mine  here.  Mr.  Barker  did  not  bring  it 
with  him ;  but  every  road  got  it. 

Senator  Robinson.  I  understood  that  the  order  came  through  your 
State  commission? 

Mr.  Dean.  No  ;  this  came  directly  in  the  shape  of  a  telegram. 

Here  is  another  one,  dated  January  5,  1918,  from  the  Interstate 
Commerce  Commission,  Washington,  D.  C,  to  the  president  of  the 
Gainesville  &  Northwestern  Railroad  Co. 

Interstate  Commerce  Commission. 

Washington,  January  5, 19 IS. 

To  the  President  of  Gainesville  &  N.  W.  R.  R.  Co. 

Dear  Sir:  By  direction  of  the  Director  General  of  Railroads  you  will  let 
me  have  by  not  later  than  January  15  the  following  information : 

First.  A  statement  showing  the  amount  of  capital  your  company  will  require 
to  raise  during  the  calendar  year  1918,  and  also  separately  for  the  first  six 
months  of  that  calendar  year  (1)  to  meet  all  maturing  bonds  and  note  issues 
which  have  not  already  been  provided  for  or  which  are  not  to  be  paid  out  of 
the  cash  resources  of  your  company,  showing  dates  of  such  maturities;  (2)  to 
pay  for  improvements,  betterment,  and  construction  work  already  contracted 
for  and  partially  finished  (this  statement  should  show  what  portion,  if  any. 
of  such  work  can  be  stopped  now  without  detriment)  ;  (3)  an  approximate  esti- 
mate of  the  capital  which  may  be  imperatively  important  to  provide  for  other 
construction  work,  improvements,  and  betterments,  including  additional  ter- 
minals and  new  equipment,  showing  equipment  separately:  (4)  an  approxi- 
mate estimate  of  the  capital  which,  in  the  judgment  of  the  management  of  your 
company,  it  is  desirable  to  provide  for  the  above  purposes,  but  for  which  the 
demand  is  not  absolutely  necessary  for  the  protection  of  the  property  or  for  the 
maintenance  of  its  earnings. 

Second.  A  statement  as  to  the  character  of  stocks,  bonds,  or  notes  with  which 
your  company  expects  to  be  able  to  raise  the  capital  so  required. 

The  above  information  is  to  be  immediately  transmitted  and  may  be  supple- 
mented later  with  such  additions  as  become  only  later  available. 
Very  truly,  yours, 

W.  M.  Daniels,  Commissioner. 

Senator  Cummins.  Mr.  Daniels  is  a  member  of  the  Interstate  Com- 
merce Commission. 

Mr.  Dean.  Here  is  another  order,  of  date  January  7,  1918,  which 
reads : 

ORDER. 

At  a  general  session  of  the  Interstate  Commerce  Commission  held  at  its 
office  in  Washington,  D.  C,  on  the  5th  day  of  January,  A.  D.  1918. 

In  the  matter  of  railway  operating  and  financial  returns  for  the  year  ending 
June  30,  1917. 

It  is  ordered,  That  all  common  carriers  by  steam  railroad  subject  to  the  pro- 
visions of  the  act  to  regulate  commerce,  as  amended,  and  the  owners  of  all 
railroads  engaged  in  interstate  commerce  as  therein  defined,  be,  and  they  are 
hereby,  severally  required  to  submit  to  the  Interstate  Commerce  Commission  the 
statements  specified  hereunder,  prepared  by  primary  and  general  accounts  or 
other  indicated  detail  for  the  designated  year  only,  in  accordance  with  the 
itemization  and  forms  of  statements  of  like  character  included  in  the  forms 
respectively  prescribed  for  the  annual  reports  of  steam-railway  companies  to 
the  said  commission  for  the  year  ending  June  30,  1916,  suitably  modified  as  to 
dates : 

(1)  A  statement  of  operating  revenues  for  the  year  ending  June  30, 1917. 

\2)  A  statement  of  operating  expenses  for  the  year  ending  June  30,  1917. 
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(3)  A  statement  of  income  account  for  the  year  ending  June  30,  1917. 

(4)  A  statement  of  profit  and  loss  account  for  the  year  ending  June  30,  1917. 
15)  A  statement  of  general  balance  sheet  as  of  June  30,  1917. 

(6)  A  statement  of  the  following  items  of  railway  mileage  (single  track) : 

(a)  Number  of  miles  of  road  owned  on  June  30,  1917. 

(b)  Number  of  miles  of  road  operated  on  June  30,  1917. 

(c)  Average  number  of  miles  of  road  operated  during  year  ending  June 
30,  1917. 

It  is  further  ordered,  That  if  the  entries  appearing  upon  the  books  of  a  re- 
spondent do  not  fully  show  the  transactions  for  the  period  of  the  report  herein 
required,  appropriate  explanation  shall  be  made  In  said  report. 

It  is  futher  ordered,  That  the  aforesaid  report  shall  be  mailed  in  duplicate 
to  the  Bureau  of  Statistics,  Interstate  Commerce  Commission,  Washington, 
D.  CM  by  January  25,  1918,  and  shall  be  attested  under  oath  after  the  following 
form: 

OATH. 

State  of .     1     . 

County  of  —  >89' 


-.}■ 


makes  oath  and  says  that  he  is  of  ,  and  that 

he  has  carefully  examined  the  annexed  report,  and  to  the  best  of  his  knowledge 
and  belief  the  entries  contained  in  the  said  report  have,  so  far  as  they  relate 
to  matters  of  account,  been  accurately  taken  from  the  said  books  of  accounts 
and  are  in  exact  accordance  therewith;  that  he  believes  that  all  other  state- 
ments of  fact  contained  in  the  said  report  are  true,  and  that  the  said  report 
is  a  correct  and  complete  statement  of  the  business  and  affairs  of  the  above- 
named  respondent  In  relation  to  the  matters  and  things  herein  set  forth. 


Subscribed  and  sworn  to  before  me,  a  ,  in  and  for  the  State  and 

county  above  named,  this  —  day  of ,  1918. 

My  commission  expires  . 

By  the  Commission: 

[seal.]  George  E.  McGinty,  Secretary. 

Senator  Robinson.  How  do  you  connect  those  with  the  Govern- 
ment ownership2  regulation,  and  control  of  the  roads  ? 

Mr.  Dean.  I  just  gave  what  we  had  received.  There  were  quite  a 
number  of  rules  and  orders  received. 

Senator  Pomerene.  That  does  not  relate  to  Government  control; 
that  is  simply  a  demand  upon  the  Interstate  Commerce  Commission 
under  the  existing  law  for  information  that  it  has  a  right  to  require 
from  the  carrier  anyway. 

Mr.  Dean.  We  have  others  here. 

Senator  Pomerene.  What  are  the  dates  of  those  telegrams? 

Mr.  Dean.  The  first  is  dated  December  28,  1917,  the  others  are 
stamped  received  January  9  and  dated  January  7, 1918. 

Senator  Pomerene.  Do  you  mean  to  say  that  that  telegram  from 
Mr.  Daniels  was  suggested  as  a  result  of  this  proclamation  issued  by 
the  President? 

Mr.  Dean.  Yes,  sir. 

Senator  Pomerene.  Was  it  simply  a  matter  of  routine  administra- 
tion by  the  Interstate  Commerce  Commission,  without  any  reference 
to  the  President's  proclamation? 

Mr.  Dean.  Well,  we  presumed  that  it  was  in  pursuance  of  that 
proclamation.     Of  course  we  could  not  tell  what  was  in  their  minds. 

Senator  Pomerene.  That  was  the  same  date  that  the  proclamation 

was  issued? 

Mr.  Dean.  No,  sir ;  that  is  December  28,  and  the  others  followed 
and  they  were  dated  January  5.  This  is  signed  by  Mr.  McAdoo ;  the 
proclamation  is  signed  by  Mr.  McAdoo. 
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Senator  Cummins.  The  first  telegram  is  signed  by  Mr.  McAdoo 
and  the  other  two  by  the  Interstate  Commerce  Commission? 

Mr.  Dean.  Yes,  sir. 

Senator  Watson.  Commissioner  Anderson  says,  Senator,  that 
that  statement  was  issued  by  the  Interstate  Commerce  Commission 
at  the  request  of  the  Director  General. 

The  Chairman.  These  telegrams  from  the  Interstate  Commerce 
Commission,  they  were  sent  out  at  the  instance  of  the  Director 
General. 

Commissioner  Anderson.  The  Director  General  requested  various 
members  of  the  Interstate  Commerce  Commission  to  address  them- 
selves to  various  lines  of  inquiry  and  report  to  him. 

Senator  Robinson.  That  related  to  information  which  he  probably 
wanted  in  order  to  inform  himself  so  as  to  determine  whether  it 
was  necessary  for  him  to  take  over  certain  of  the  lines.  That  was 
in  connection,  probably,  with  the  preliminary  investigation  that  he 
was  making. 

Commissioner  Anderson.  Partly  with  reference  to  that  and  partly 
with  reference  to  the  financing  burden  which  would  fall  upon  the 
Government. 

Senator  Robinson.  In  the  event  that  it  did  take  them  over? 

Commissioner  Anderson.  Yes. 

Mr.  Dean.  Now,  gentlemen,  I  want  to  give  you  something  more. 
Here  is  order  No.  2  now,  dated  December  29, 1917,  sent  from  Director 
General  of  railroads.  It  is  quite  a  long  order,  and  is  signed  by  Mr. 
McAdoo,  Director  General  of  Railroads. 

(The  order  referred  to  is  as  follows:) 

general  obdeb  no.  2. 

Office  of  the  Director  General  of  Railroads, 

Washington,  D.  C,  December  29,  1917. 
To  the  Chief  Executives  of  Railroads: 

Pursuant  to  the  authority  vested  in  me  by  the  President  of  the  United 
States  in  his  proclamation  of  December  26,  1917,  wherein  it  was  stated  that 
for  purposes  of  accounting,  possession,  and  control  of  the  railroads  shall  date 
from  12  o'clock  midnight  on  December  31,  1917,  your  are  notified  that,  until 
otherwise  directed,  no  changes  in  the  present  methods  of  accounting  as  pre- 
scribed by  the  Interstate  Commerce  Commission  will  be  required.  The  ac- 
counts of  your  respective  companies  shall  be  closed  as  of  December  31,  1917, 
and  opened  as  of  January  1,  1918,  in  the  same  manner  as  they  have  here- 
lofore  been  handled  at  the  close  of  one  fiscal  period  and  the  beginning  at 
another,  and  in  the  same  manner  that  you  should  have  handled  your  accounts 
had  the  Government  not  taken  possession  and  control.  •        * 

William    G.   McAdoo, 
Director  General  of  Railroads. 

Senator  Townsend.  Did  you  receive  copies  of  all  of  those? 
Mr.  Dean.  We  received  copies  of  all  of  them. '  I  have  here  also 
order  No.  3,  and  it  is  signed  by  Mr.  McAdoo,  and  dated  January  8. 
(The  order  referred  to  is  as  follows:) 

ORDER  NO.  3. 

Januaby  7,  1918. 

All  carriers  by  railroad,  subject  to  the  jurisdiction  of  the  undersigned,  are 
hereby  ordered  and  directed  forthwith  to  publish  and  file  ,and  to  continue  in 
effect  until  further  order,  tariffs  effective  January  21,  1918,  wherein  demurrage 
rules,  regulations,  and  charges  shall  be  changed  so  as  to  provide: 

A.  (1)  Forty-eight  hours  (two  days)  free  time  for  loading  or  unloading  on 
all  commodities. 
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i'2)  Twenty-four  hours  (one  day)  free  time  on  cars  held  for  any  other  pur- 
pnM>  iiermitted  by  tariff. 

B.  Demurrage  charges  per  car  per  day  or  fraction  of  a  day  until  car  is  re- 
leased, as  follows :  Three  dollars  for  the  first  day,  $4  for  the  second  day,  and  for 
each  succeeding  additional  day  the  charge  to  be  increased  $1  in  excess  of  that  for 
the  preceding  day  until  a  maximum  charge  of  $10  per  car  per  day  shall  be 
reached  on  the  eighth  day  of  the  detention  beyond  free  time,  the  charge  there- 
after  to  be  $10  per  car  per  day  or  fraction  thereof.  These  charges  will  supersede 
all  those  named  in  existing  tariffs  applicable  to  domestic  freight,  and  specifically 
contemplate  the  cancellation  of  all  average  agreement  provisions  of  existing 
tariffs. 

No  change  is  authorized  hereby  to  be  made  in  demurrage  rules,  regulations, 
and  charges  applying  on  foreign  export  freight  awaiting  ships  at  export  points. 

Upon  my  request,  the  Interstate  Commerce  Commission  has  issued  fifteenth 
section  order  No.  225  authorizing  the  filing  of  tariffs  to  accord  with  this  order 
to  become  effective  January  21,  1918,  on  one  day's  notice. 

Carriers  shall  Immediately  file  said  tariffs  with  appropriate  State  commis- 
sions or  other  State  authorities. 

Dated  at  Washington,  this  fifth  day  of  January,  1918. 

W.  G.  McAdoo, 
Director  General  of  Railroads. 

There  is  another  letter  to  all  railroad  officers  and  employees,  which 
I  will  read : 

Director  General  of  Railroads, 
Interstate  Commerce  Commission  Building, 

Washington,  January  8,  19 IS. 
To  all  railroad  officers  and  employees: 

The  Government  of  the  United  States  having  assumed  possession  and  control 
"f  the  railroads  for  the  period  of  the  present  war  with  Germany,  it  becomes 
loore  than  ever  obligatory  upon  every  officer  and  employee  of  the  railroads  to 
apply  himself  with  unreserved  energy  and  unquestioned  loyalty  to  his  work. 

The  supreme  interests  of  the  Nation  have  compelled  the  drafting  of  a  great 
army  of  our  best  young  men  and  sending  them  to  the  bloody  fields  of  France  to 
fight  for  the  lives  and  liberties  of  those  who  stay  at  home.  The  sacrifices  we 
are  exacting  of  these  noble  American  boys  call  to  us  who  stay  at  home  with 
an  irresistible  appeal  to  support  them  with  our  most  unselfish  labor  and  effort 
in  the  work  we  must  do  at  home,  if  our  armies  are  to  save  America  from  the 
serious  dangers  that  confront  her.  Upon  the  railroads  rests  a  grave  respon- 
sibility for  the  success  of  the  war.  The  railroads  can  not  be  efficiently  operated 
without  the  whole-hearted  and  loyal  support  of  everyone  in  the  service  from 
the  highest  to  the  lowest. 

I  earnestly  appeal  to  you  to  apply  yourselves  with  new  devotion  and  energy 
to  your  work,  to  keep  trains  moving  on  schedule  time,  and  to  meet  the  demands 
upon  the  transportation  lines,  so  that  our  soldiers  and  sailors  may  want  for 
nothing  which  will  enable  them  to  fight  the  enemy  to  a  standstill  and  win  a 
zlorlous  victory  for  United  America. 

Every  railroad  officer  and  employee  is  now,  in  effect,  in  the  service  of  the 
TnitHl  States,  and  every  officer  and  employee  is  just  as  important  a  factor  in 
winning  the  war  as  the  men  in  uniform  who  are  fighting  in  the  trenches. 

I  am  giving  careful  consideration  to  the  problems  of  railroad  employees,  and 
esery  effort  will  be  made  to  deal  with  these  problems  justly  and  fairly  and  at 
the  earliest  possible  moment.  There  should  be  a  new  Incentive  to  everyone  in 
railroad  service  while  under  Government  direction  to  acquit  himself  with  honor 
and  credit  to  himself  and  to  the  country. 

W.  G.  McAdoo, 
Director  General  of  Railroads. 

X.  B.—The  Director  General  of  Railroads  requests  that  the  above  statement 
te  posted  by  all  railroads. 

Senator  Pomerene.  That  might  apply  to  all  citizens  as  well? 
Mr.  Dean*  Yes,  sir. 

Senator  Kellogg.  I  understand  that  those  orders  were  sent  to  every 
single  railroad  in  the  United  States  ? 
Stp.  Dean.  Yes,  sir. 
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Senator  Kelixxsg.  What  is  the  use  of  going  on  and  detailing  t*a«  i 
railroad  that  they  were  sent  to? 

The  Chairman.  It  was  clearly  in  the  mind  of  the  Director  General 
that  he  was  taking  over  all  the  railroads,  taking  the  word  u  systems " 
to  mean  all  railroads.  That  point,  as  we  have  already  said,  need  tint 
be  discussed  here.  We  will  just  assume  that  they  are  all  in  now  for 
the  purposes  of  this  committee,  and  ^ou  can  address  yourself  now  u> 
the  question  of  what  treatment  you  think  you  are  entitled  to  under  the 
order. 

Mr.  Dean.  If  you  will  permit  me,  I  will  just  introduce  one  niorv 
paper  now. 

Senator  Underwood.  Did  you  introduce  those  orders? 

Mr.  Dean.  Yes,  sir ;  we  are  introducing  these  into  the  record.  This 
clipping  from  the  Constitution,  of  Atlanta,  Ga.,  came  in  yesterda) 
and  is  signed  by  C.  M.  Candler^  as  chairman  of  the  State  railroad 
commission.    I  would  like  to  put  that  in  evidence. 

NEW  DEMURRAGE  RATES  IN  EFFECT  JANUARY  21 — CHAIRMAN   CANDLER  ISSUES  FUOT 
ORDER    UNDER   DIRECTION    OF   DIRECTOR   GENERAL   M'ADOO. 

Chairman  C.  M.  Candler,  of  the  State  railroad  commission,  has  just  issued 
the  commission's  first  order  under  direction  of  the  Federal  Director  General  «f 
the  railroads. 

This  order  was  jto  put  into  effect  in  Georgia  the  new  scale  of  demurrage  rate* 
recently  promulgated  by  the-  Director  General.  Chairman  Candler  ordered  ti* 
new  charges  to  take  effect  in  Georgia  January  21. 

The  order  is  as  follows: 

"  SPECIAL  EMERGENCY  ORDER  NO.   1. 

"  Whereas  the  President  of  the  United  States  in  the  exercise  of  authority 
vested  in  him  issued  his  proclamation,  bearing  date  December  26.  1917,  direct- 
ing the  taking  possession,  asssumption,  and  control  of  every  system  of  trans- 
portation in  the  United  States;  and 

"  Whereas  said  proclamation  provided  as  follows : 

" '  Until  and  except  so  far  as  said  director  shall  from  time  to  time  otherwise 
by  general  or  special  orders  determine,  such  systems  of  transportation  shall 
remain  subject  to  all  existing  statutes  and  orders  of  the  Interstate  Commerce 
Commission  and  to  all  statutes  and  orders  of  regulating  commissions  of  th+ 
various  States  in  which  said  systems  or  any  part  thereof  may  be  situated.  But 
any  orders,  general  or  special,  hereafter  made  by  said  director  shall  have  para- 
mount authority  and  be  obeyed  as  such ' ;  and 

"  Whereas  the  Director  General  of  railroads  has  issued  his  order  No.  3,  dated 
January  5,  1918,  effective  January  21,  1918.  so  as  to  provide  as  follows: 

" '  1.  Forty-eight  hours  (two  days)  free  time  for  loading  or  unloading  ou  a'l 
commodities. 

"*2.  Twenty-four  hours  (one  day)  free  t'me  on  cars  held  for  any  other  pur 
pose  permitted  by  tariff.  Demurrage  charges  per  car  per  day  or  fraction  of  a 
day  until  car  is  released,  as  follows:  Three  dollars  for  the  first  day.  $4  for  tb* 
second  day,  and  for  each  succeeding  additional  day  the  charge  to  be  increased 
$1  in  excess  of  that  for  the  preceding  day  until  a  maximum  charge  of  $10  per 
car  per  day  shall  be  reached  on  the  eighth  day  of  detention  beyond  free  time, 
the  charge  thereafter  to  be  $10  per  car  per  day  or  fraction  thereof.  Th«*e 
charges  will  supersede  all  those  named  in  existing  tariffs  applicable  to  domestic 
freight  and  specifically  contemplate  the  cancellation  of  all  average  agreement 
provisions  of  existing  tariffs. 

"  •  No  change  is  authorized  hereby  to  be  made  in  demurrage  rules,  regulations 
and  charges  applying  on  foreign  export  freight  awaiting  ships  at  export  point* 
It  is 

14  Ordered,  That  the  carriers  in  Georgia  are  hereby  authorized  to  file  tariff* 
providing  for  the  above  prescribed  demurrage  charges,  to  be  effective  January 
21,  1918,  applicable  to  Georgia  intrastate  freight  traffic 
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"  The  demurrage  charges  and  rules  of  this  commission  in  conflict  with  the 
nlHive-mentioned  general  order  No.  3  of  the  Director  General  of  railroads  are 
horehy  suspended  until  the  further  order  of  this  commission. 
"  By  order  of  the  commission. 

"G.  M.  Candler,  Chairman. 
"  Albert  Collier,  Secretary" 

Mr.  Dean.  Now  we  come  to  the  question  of  compensation.  The 
two  roads  I  represent  propose  amendments  which  would  cover  a 
very  large  number  of  all  the  short  lines  in  the  United  States.  The 
Midland  is  a  bond-issue  road.  The  Gainesville  &  Northwestern  owes 
nothing.  It  is  the  one  road  in  Georgia,  and  the  only  road  in' Geor- 
gia, that  has  not  any  bonds  on  it:  it  has  preferred  stock  and  com- 
mon stock.  The  Gainesville  Midland  originally  cost,  as  a  narrow- 
gauge  railroad,  something  like  half  a  million  dollars.  It  was  sold 
out  oy  a  receiver  and  was  purchased  in  1905  bv  the  present  owners, 
was  reorganized  and  bought  at  public  outcry  ior  $165,000.  A  bond 
issue  was  put  on  for  that,  which  was  afterwards  merged  in  a  re- 
funding bond  issue,  and  $661,000  of  those  bonds  were  sold,  and  are 
owned  by  citizens,  mostly  of  Savannah  and  some  in  Augusta.  They 
paid  interest  awhile  on  it. 

Senator  Pomerene.  What  was  the  purpose  of  the  bond  issue? 

Mr.  Dean.  It  was  for  broadening  the  gauge  of  the  road  and  ex- 
tending it  to  the  town  of  Athens.  When  they  bought  it  it  was  a 
narrow-gauge  fork,  running  down  10  miles  and  then  forking  to  the 
right  and  going  to  Monroe,  Ga.,  then  going  to  the  left  and  thence 
to  Jefferson,  Ga. 

Senator  Pomerene.  This  was  for  betterments? 

Mr.  Dean.  Yes,  sir;  they  broadened  the  gauge  of  the  road  and 
extended  it  to  Athens,  a  new  road,  18  miles  of  it,  and  spent  every 
dollar  of  that  money  in  broadening  the  gauge  from  Gainesville  to 
Jefferson;  building  the  new  road  from  Jefferson  to  Athens  and 
making  it  a  broad-gauge  road  from  Gainesville  to  Athens.  They 
spent  all  of  that  money.  That  made  the  road  from  Belmont  to 
Monroe,  about  35  miles  of  road,  still  narrow  gauge,  and  they  op- 
erated several  years  that  part,  the  narrow  gauge,  and  the  other  part 
the  broad  gauge.  They  saw  there  were  good  earnings  there,  and 
the  country  was  building  up  very  rapidly,  and  so  they  said,  "  Now, 
we  will  just  simply  borrow  the  money  and  broaden  the  rest  of  it." 
So  they  made  a  Tbond  issue  and  a  trust  issue — here  is  the  paper — in 
which  they  pledged  those  $661,000  worth  of  bonds,  or  most  of  them, 
issued  $325,000  of  coupon  notes  drawing  6  per  cent  interest,  and 
they  took  that  money  and  broadened  the  rest  of  the  road  to  a  broad- 
gauge  road  to  Monroe,  giving  for  all  practical  purposes  about  a 
million  dollar  bond  issue  on  the  road. 

Senator  Pomerene.  Let  me  see  if  I  understand  your  statement. 
The  bonds  were  issued,  and  you  say  they  put  up  some  collateral  ? 

Mr.  Dean.  In  other  words,  the  owners  of  the  road  simply  signed 
the  note. 

Senator  Pomerene.  The  bonds  were  put  up  a£  collateral  for  this 
note? 

Mr.  Dean.  The  bonds  were  put  up  as  collateral  for  the  note;  the 
money  was  borrowed,  and  the  men  who  owned  the  bonds  pledged 
them  as  collateral  to  the  note.    But  the  note  was  signed  by  the  rail- 
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road,  you  understand,  and  became  the  indebtedness  of  the  railroad, 
with  the  bondholders'  bonds  as  security. 

Senator  Pomerene.  How  much  money  was  realized  out  of  the 
sale  of  those  bonds  and  from  this  note  issue  that  you  speak  of  ? 

Mr.  Dean.  Well,  the  bonds  were  sold  at  par,  the  $325,000 — perhaps 
not  the  whole  of  it,  but  $325,000  was  sold. 

Senator  Pomerene.  You  mean  the  purchasers  of  the  bonds  then 
put  them  up  as  collateral  for  the  loan  the  railroad  made? 

Mr.  Dean.  The  road  made  a  loan  and  issued  stock  certificates  or 
trust  notes  and  borrowed  the  money  to  build  the  road.  They  could 
not  get  the  money  without  making  it  a  first  mortgage.  The  only 
way  they  could  make  it  a  first  mortgage  would  be  for  the  first  mort- 
gage bondholders  to  agree  to  it  and  pledge  their  bonds  until  that 
money  was  first  paid,  making  the  $325,000  a  first  issue,  and  that 
money  then  broadened  the  rest  of  the  gauge  down  to  Monroe,  making 
it  all  a  broad-gauge  road.  That  was  completed  in  1914.  They  agreed 
to  waive  interest  for  three  years,  or  until  1916,  and  when  1916  came 
they  agreed  to  extend  it  for  another  three  years,  to  1919. 

The  earnings  now  for  12  years,  beginning  in  1905,  are  $88,000. 
$25,000,  $138,000,  $160,000,  $156,000,  $168,000,  $173,000,  $162,000, 
$187,000,  $168,000,  $195,000,  and  in  the  last  year  $207,000. 

Instead  of  declaring  a  dividend,  except  paying  the  interest  on 
these  coupon  notes,  they  have  been  putting  the  reist  of  that  money  back 
into  improvements  and  betterments.  The  $325,000  did  not  absolutely 
complete  it,  and  they  have  been  building  that  road  up  until  they  have 
gotten  a  fine  system  of  railroad.  It  has  been  built  purely  on  the  com- 
petitive line,  under  the  protection  of  the  Sherman  Act,  so  that  they 
could  go  into  Atlanta  and  go  into  the  West  and  trade  with  these 
roads  to  carry  freight  over  their  lines  and  deliver  it  across  the  lines 
of  the  other. 

The  L.  &  N.  would  deliver  freight  on  the  Southern's  tracks,  and 
the  trade  with  the  Southern  was  to  deliver  freight  on  the  L.  &  X.'s 
track,  and  the  same  with  the  Seaboard. 

If  the  Government  takes  over  those  roads,  those  main  lines,  and 
shoots  everything  direct  to  these  various  towns,  the  Midland  would 
be  absolutely  useless  except  to  carry  the  little  local  freight  back  and 
forth  to  these  intermediate  towns.  It  never  could  haul  a  whole  car 
of  freight,  practically;  they  would  just  simply  carry  the  little  stuff 
back  and  forth. 

Senator  Keixogg.  All  these  little  local  towns  are  served  bv  the 
railroad,  are  they  ? 

Mr.  Dean.  All  the  roads  of  the  State  go  to  Athens.  Two  roads  go 
to  Winder,  don't  you  see  ?  They  take  those  big  lines,  and  all  we  have 
is  those  intermediate  towns,  with  a  thousand  or  fifteen  hundred  peo- 
ple in  them.   They  would  assassinate  the  little  roads. 

Senator  Cummins.  I  do  not  believe  in  the  standard,  but  then  your 
compensation,  according  to  the  bill,  is  fixed  on  the  basis  of  what  you 
have  done,  not  what  may  happen. 

Mr.  Dean.  I  understand  that,  sir.  We  come  now,  gentlemen,  to 
what  would  be  fair  compensation.  You  see,  now,  for  the  Midland. 
we  have  a  road  there  of  practically  a  million  dollars,  somewhere 
between  $950,000  and  a  million  dollars,  of  actual  issue,  without  any 
water  in  it  at  all.  It  is  worth  that.  It  has  cost  a  lot  more  than  that. 
because  of  parties  buying  it  in  at  the  receiver's  sale.    It,  so  far  as  the 
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books  would  show,  paid  an  average  dividend,  or  average  net  earn- 
ings, during  the  last  three  years  of  $22,000  or  $25,000 ;  one  earning 
shows  $28,000  and  the  last  one  $22,000.  Of  course,  perhaps  they  do 
not  keep  their  books  as  systematically  as  they  should  do.  But  it 
really  went  into  betterments  and  improvements  and  the  building  up 
of  trestles  and  the  putting  in  of  dirt  trestles,  ballasting  the  road, 
putting  in  new  crossties,  balancing  it  up,  putting  in  new  rails. 

As  l  understand,  the  only  system  of  just  compensation  known  to 
the  Constitution,  ii  you  take  properties  as  a  whole,  is  the  value  of 
the  property  taken.  That  is  fixed  by  the  Constitution,  it  is  not  neces- 
sary to  go  any  further  than  that ;  that  is  the  limit.  If  you  go  to  take 
it  ior  a  temporary  use,  I  do  not  know  that  there  is  any  other  rule 
on  this  except  what  would  be  a  rental  value  of  the  property.  Sup- 
pose you  take  two  stores,  for  instance,  and  one  is  occupied ;  suppose 
a  man  gets  a  hundred  dollars  a  month  for  it  and  is  satisfied  with  it. 
Suppose  the  other,  which  is  vacant,  and  perhaps  by  bad  management 
or  because  of  the  fact  that  it  is  not  completed,  etc.  But  it  is  as  good 
a  stand  as  the  other,  and  you  come  along  and  want  it,  and  it  is  said, 
"  Jones  gets  a  hundred  dollars  for  his  store,  and  it  is  just  the  same  kind 
of  a  place,  just  as  good  for  trade,  and  I  want  $100  a  month."  But 
the  argument  is  advanced  that  you  are  getting  nothing  now;  or  you 
might  let  it  out  for  a  peanut  stand,  or  something  of  that  kind,  but 
this  is  all  I  will  pay  you.  The  law  would  say  that  he  is  entitled  to 
the  rental  of  that  property  which  would  be  the  fair  value  based  on 
the  value  of  the  property.""  If  you  confiscate  a  vacant  lot  and  take 
it  for  three  years  you  can  not  say  the  rental  would  be  the  rental  as 
occupied  for  a  peanut  stand,  but  it  would  be  the  rental  value  for  the 
time  that  it  is  token. 

Suppose  we  go  a  step  farther,  and  say  that  I  am  in  the  hardware 
business;  you  come  along  and  say,  "I  want  your  hardware  store  for 
three  years,  what  are  you  going  to  get  out  or  it?"  And  suppose  the 
amount  is  $500  a  month  and  it  is  all  right,  "  I  will  pay  you  $500  a 
month,"  as  an  illustration.  You  take  it  for  three  years  and  you  sell 
out  all  the  hardware  stock  and  get  in  a  stock  to  be  used  as  a  drug- 
store and  run  it  for  three  years.  In  the  meantime  the  other  hard- 
ware stores  get  the  trade  of  that  store  for  the  three  years,  and  when 
you  turn  that  store  back  as  a  hardware  store  it  is  useless. 

Senator  Kellogg.  That  is  one  of  the  beauties  of  Government  own- 
ership. 

Mr.  Dean.  You  may  call  it  a  beauty. 

Senator  Cummins.  No  ;  if  it  was  Government  ownership,  you  know, 
you  would  get  the  full  value  of  your  property  right  from  the  start. 

Mr.  Dean.  The  Government  should  not  do  an  unjust  thing.  Gen- 
tlemen, we  come  here  in  a  spirit  of  loyalty  and  we  dow  submissively 
to  the  demands  of  the  Government.  We  are  willing  to  surrender  our 
property  without  litigation,  but  we  do  not  think  the  Government 
should  confiscate  us  and  take  the  money  and  pay  two  and  three  and 
four  times  the  price  for  everything  else  that  it  gets.  If  they  want  to 
build  a  ship  they  will  spend  everything  they  possibly  can  spend  on 
it,  plus  10  per  cent.  The- more  the  contractor  spends  the  bigger  the 
per  cent  he  cets  out  of  it. 

Senator  Cummins.  That  same  plan  is  pursued  in  the  building  of 
the  cantonments,  is  it? 
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Mr.  Dean.  Yes ;  the  more  he  spends  the  more  he  gets,  because  it  is 
the  amount  he  spends,  the  cost  plus  10  per  cent. 

Senator  Pomerene.  That  is  hardly  fair  to  make  that  statement  It 
is  not  cost,  plus  10  per  cent.  There  are  certain  other  limitations  on 
that.  The  Government  does  not  deal,  perhaps,  justly,  but  it  does  not 
become  us  to  make  an  unjust  statement. 

Mr.  Dean.  I  wanted  to  state  what  I  understood  as  to  Camp  Gor- 
don— I  do  not  know  about  the  others  at  all.  The  man  who  got  the 
contract  got  the  cost  plus  10,  and  with  the  proviso  that  in  no  event 
should  he  receive  more  than  $150,000.  And  that  man  had  never 
received  more  than  $50,000  in  his  life  before.  I  saw  the  happiest 
man  that  I  ever  saw  in  my  life  up  at  the  Raleigh  Hotel  last  night 
and  he  was  happy  because  he  got  a  two-million-dollar  contract  from 
the  Government  to  complete  some  improvements,  and  I  said,  "  I  un- 
derstand you  get  half,  don't  you  ?  "    He  said,  "About  that." 

Senator  Cummins.  What  do  you  think  it  ought  to  be? 

Mr.  Dean.  I  think  it  ought  to  be  the  interest  on  the  value  of  the 
property.  Suppose  you  take  our  road  now  and  occupy  those  ter- 
minals and  throw  the  road  away.  The  terminals  are  valuable,  and 
we  are  looking  forward  to  building  up  some  time.  That  is  worth 
the  interest  on  the  bonds.  If  you  do  not  pay  the  interest  on  the 
bonds,  it  means  a  trail  of  receiverships. 

Senator  Cummins.  The  latter  is  a  proposition  that  could  be  easily 
determined,  but  the  former  is  one  that  will  take  us  five  or  six  years 
to  determine  if  we  did  nothing  else;  but  we  have  all  the  railway 
property  in  the  United  States. 

Mr.  Dean.  Let  me  address  myself  to  the  amendment  that  we 
offered  here,  and  I  think  I  can  show  that  it  would  not  take  that 
language. 

Senator  Cummins.  It  would  not  take  that  language  for  your  road, 
but  if  applied  to  all  the  roads  of  the  United  States  it  might. 

Mr.  Dean.  I  do  not  think  it  would  take  that  language  for  any  of 
them.  The  first  four  lines  of  the  bill,  which  we  understand  and  call 
the  Anderson  bill,  and  which,  if  they  will  just  take  my  amendments 
in  there,  we  feel  is  a  very  excellent  bill. 

Strike  out  the  first  four  lines  there  of  the  first  page  and  put  this  in : 

It  shall  receive  just  compensation  as  a  rental  for  the  use  of  its  property,  and 
in  arriving  at  such  compensation  the  President  is  authorized  to  guarantee  an 
Income  at  an  annual  rate  equivalent  to  its  average  net  railway  operating 
income  for  three  years  ending  June  30,  1917. 

You  might  say  that  there  was  not  enough  difference  there  to  war- 
rant changing  it.  The  bill  has  a  coloring  which,  if  passed,  gives  it  a 
congressional  sanction  that  the  net  railway  earnings  is  just  compen- 
sation. We  do  not  think  that  Congress  should  so  adjudicate  it.  We 
think  that  Congress  should  give  it  a  basis,  but  not  say  here  that  it  i? 
an  adjudication. 

Senator  Underwood.  That  might  direct  itself  to  the  President  de- 
ciding the  case  on  the  broad  temporary  control,  but  it  would  not  tie 
the  hands  of  the  court. 

Mr.  Dean.  No,  sir ;  but  just  to  enlarge  the  bill.  We  might  like, 
to  have  it  impartial,  "  It  shall  receive." 

Commissioner  Anderson.  May  I  have  that  amendment  read  again 
to  me? 
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Mr.  Dean.  Certainly,  sir.  It  is  after  the  word  "  control,"  on  line 
8.    Take  the  reading  of  it  from  the  word  "  control." 

*  *  *  that  during  the  period  of  such  Federal  control  it  shall  receive  just 
compensation  as  a  rental  for  the  use  of  its  property,  and  in  arriving  at  such 
compensation  the  President  is  authorized  to  guarantee  an  income  at  an  annual 
rate  equivalent  to  its  average  net  railway  operating  income  for  three  years  end- 
ing June  30,  1917. 

That  is  with  this  proviso : 

Provided,  That  in  cases  where  any  such  carrier  has  been  putting  its  earnings 
back  into  improvements  and  betterments,  or  where  such  carrier  has  not  been 
operating  for  three  years  prior  to  June  30, 1917,  or  when  the  interest  obligations 
of  such  carrier  exceed  its  average  net  railway  operating  income  earnings,  or 
where  there  are  other  peculiar  circumstances  which  would  make  such  standard 
annual  rental  unjust  or  inequitable  the  President  may  agree  with  such  carrier 
upon  some  other  just  and  equitable  basis. 

Now,  gentlemen,  that  just  simply  does  nothing  more  nor  less  than 
give  the  President  a  little  wider  discretion  to  treat  with  the  roads  on 
a  fair  and  just  and  equitable  basis  if  he  wishes  to.  It  does  not  compel 
him  to  do  it;  it  does  not  direct  him  to  do  it;  it  just  simply  says  if 
that  is  right,  why  you  are  authorized  to  do  it. 

But  for  that  the  President  might  say:  "Now,  Mr.  Road,  we  are 
anxious  to  settle  with  you."  That  bill  is  not  sufficient,  it  does  not 
provide  just  compensation.  But  he  would  say,  "I  am  nelpless;  my 
hands  are  tied;  I  can  not  do  it;  I  will  write  a  letter  to  the  Court  of 
Claims  and  say  that  you  ought  to  have  this  money,  but  you  have  to 
go  to  the  Court  of  Claims  to  get  it."  You  might  have  800  lawsuits 
to  get  things  which  the  President,  with  one  stroke  of  his  pen,  could 
settle — every  one  of  them. 

Senator  Cummins.  Don't  you  think  that  covers  every  railroad  in 
the  United  States? 

Mr.  Dean.  Yes,  sir. 

Senator  Cummins.  And  you  might  simply  say  to  the  President, 
"You  may  enter  into  any  agreement  that  in  your  judgment  ought  to 
be  made  with  the  railroads  ,  you  might  say  that  in  a  few  words  by 
just  limiting  the  authority  conferred  upon  him  to  make  any  agree- 
ment that  he  sees  fit. 

Mr.  Dean.  This  is  only  a  temporary  agreement,  as  I  understand 
it,  and  it  is  only  a  temporary  use,  and  as  an  emergency  measure, 
Senator,  it  ought  to  be  allowed.  If  you  have  not  got  the  confidence 
in  the  President,  put  it  in  some  one  else  in  whom  you  have  the  con- 
fidence, but  to  have  800  lawsuits,  there  is  not  anyone  of  us  who  has 
a  grandchild  who  will  see  the  last  one  settled. 

oenator  Cummins.  Don't  you  see  there  that  it  has  as  a  basis  that 
it  is  not  to  exceed  the  earnings  of  the  roads  during  the  last  quarter 
of  1917  * 

Mr.  Dean.  Suppose  it  never  made  any  earnings;  can  you  take  it 
for  nothing? 

Senator  Cummins.  You  take  it  for  nearly  nothing,  I  presume. 

Mr.  Dean.  If  you  do  you  will  see  the  worst  panic  that  ever  came  off 
in  the  United  States.  The  railroad  will  go  first,  then  the  bank  that 
has  the  bonds  as  collateral  will  call  on  the  owners  of  the  bonds  to 

ay  the  notes,  your  credit  is  no  longer  good,  because  your  collateral 

as  been  destroyed ;  so  he  will  sell  the  bonds  out  at  the  best  price ; 
the  owner  of  the  bonds  will  go,  and  then  the  bank  will  go,  and  every 
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depositor  of  the  bank  will  go — you  will  have  a  trail  of  receiver- 
ships. 

Senator  Cummins.  If  it  did  not  have  any  income  at  all  the  Govern- 
ment does  not  need  it  and  the  Government  might  take  it  without  any 
injustice,  might  it  not? 

Mr.  Dean.  You  might  just  as  well  try  to  operate  a  rural  free-de- 
livery route  in  a  sparsely  settled  community  as  to  try  to  run  one  of 
these  short-line  roads  in  opposition  to  the  Government's  main  line, 
when  it  has  issued  an  order  to  give  no  freight  and  no  box  cars  or 
anything  to  any  but  the  Government's  line. 

Senator  Cummins.  I  see  the  point  of  that  suggestion,  but  suppose 
it  was  not  receiving  any  operating  income  to  start  with  ? 

Mr.  Dean.  You  know,  all  these  roads  begin  by  help  from  the  com- 
munity. They  donate  it,  and  then  the  lands  build  up  and  the  towns 
grow.  The  boy  comes  to  be  21  before  he  is  worth  anything  to  you. 
Are  you  going  to  cut  him  down  in  the  prime  of  his  life  just  because 
he  is  not  making  a  hundred  thousand  dollars  a  year,  and  then  take  a 
man  in  his  old  age  and  give  him  a  handsome  pension  for  all  time  to 
come,  at  $10,000,  and  cut  the  boy  down  when  he  is  21  ?  He  might  be 
an  Interstate  Commerce  Commissioner  if  he  lived  a  few  years. 

Senator  Pomerene.  It  is  your  view,  then,  that  if  a  skilled  promoter 
goes  out  and  succeeds  in  getting  a  given  amount  of  money  and  suc- 
ceeds in  building  the  road,  that,  in  the  judgment  of  any  fair-minded 
man,  should  be  a  success,  the  Government  should  take  that  road  over 
and  pay  for  it  1 

Mr.  Dean.  No,  sir.  I  say  if  that  road  is  not  worth  anything  to 
the  Government  the  Government  should  not  pay  anything  for  it. 

Senator  Gore.  That  is  what  I  am  thinking. 

Mr.  Dean.  When  it  comes  to  the  test,  and  my  roads  are  no  good,  say 
so,  and  we  will  simply  take  our  losses  and  go. 

Senator  McLean.  All  you  want  is  the  fair  value? 

Mr.  Dean.  We  want  the  fair  value  that  the  Constitution  gives 
us,  if  we  can  ever  get  to  it,  and  pending  that  time  we  want  a  fair 
man — and  we  take  the  President  to  be  a  fair  man — he  is  put  in  the 
bill,  and  we  are  not  excepting  to  that.  He  can  treat  us  fair  if  he 
wants  to. 

Commissioner  Anderson.  If  we  amend  section  2,  as  was  proposed 
yesterday,  that  instead  of  limiting  the  President's  rights  so  as  to  say 
not  exceeding  90  per  cent  of  a  standard  return,  because  some  of  these 
roads  may  not  have  any  standard  return,  by  providing  that  the  Presi- 
dent may  authorize  the  payment  or  advance  of  larger  sums,  if  neces- 
sary, to  meet  interest  accruing  during  Federal  control  on  valid  out- 
standing debt  obligations  incurred  on  property  used  for  carrier  pur- 
poses, and  if  you  take,  in  connection  with  that  amendment,  into  con- 
sideration the  power  of  the  President  under  section  7  to  advance  to 
any  railroad  corporation  for  maturing  obligations  or  for  other  legal 
and  proper  expenditures,  or  for  reorganizing  railroads  in  receiver- 
ships, any  such  sums  as  may  be  requested,  have  you  not  put  back  of 
these  weaker  roads  the  great  financial  power  of  the  United  States 
Treasury,  in  every  instance  in  which  the  President  may  determine 
that  it  is  just,  and  that  in  the  public  interest  it  should  be  put  back  of 
them,  so  that  they  are  infinitely  stronger  than  they  have  been  in  other 
years? 

Mr.  Dean.  Commissioner  Anderson,  to  answer  that,  that  amend- 
ment comes  pretty  near  to  what  we  want.    I  will  meet  it  by  a  few  sug- 
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gestions,  and  then  you  could  not  tell  the  difference  between  this  and 
mine. 

Senator  Cummins.  Although  I  do  not  quite  agree  with  the  sug- 
gestion of  Mr.  Anderson,  the  difference  is  that  you  take  away  the 
standard  for  all  railroads,  and  I  think  that  if  you  would  prepare  an 
amendment  that  would  be  applicable  to  the  roads  you  really  repre- 
sent, namely,  the  short  lines  and  the  weaker  lines,  that  we  could 
understand  it  a  great  deal  better.  I  agree  that  this  compensation 
as  provided  here  for  these  short  lines  may  be  in  many  instances  very 
inadequate,  and  I  think  they  will  have  to  be  put  in  a  class  by  them- 
selves, but  your  amendment  proposes  a  change  in  the  whole  structure 
of  the  bill. 

Mr.  Dean.  Well,  we  were  afraid,  Senator,  that  if  we  came  up  with 
just  that  other  line  that  you  would  think  we  were  rather  niggardly 
and  were  not  taking  any  line  into  consideration  except  a  short  line, 
when  there  might  be  a  long  line.  There  might  be  a  long  line  in  ex- 
actly the  same  condition. 

The  Chairman.  It  is  not  a  question  of  a  long  or  short  line ;  it  is 
a  question  of  the  condition. 

Senator  Kellogg.  Is  it  not  a  fact  that  there  are  hundreds  of  these 
small  roads  all  over  the  country  which  have  been  built  because  manu- 
facturing and  industrial  concerns  have  been  obliged,  practically,  to 
build  their  own  outlet? 

Mr.  Dean.  There  may  be  a  few  of  them. 

Senator  Kellogg.  Or  to  acquire  their  own  material? 

Mr.  Dean.  There  may  be  a  few  of  them. 

Senator  Kellogg.  And  a  good  many  roads  are  built  to  accommo- 
date communities  where  the  main-line  roads,  the  big-line  roads,  would 
not  build  them,  and  the  Government  in  taking  over  these  roads  is 
practically  going  to  stop  the  entire  enterprise  of  the  country  of  build- 
ing small-line  roads  for  the  accommodation  of  small  communities. 

Mr.  Dean.  Yes,  sir;  if  you  pass  this  bill  as  it  is  every  short-line 
railroad  in  the  United  States  will  hire  one  of  these  dollar-a-year  men 
to  kick  him.    If  he  knew  his  duty  he  would  earn  his  dollar. 

Senator  Gore.  The  Government  operation  is  going  to  stop  all  that 
enterprise? 

Mr.  Dean.  Yes,  sir ;  absolutely.  Most  of  these  did  not  go  to  meet 
the  enterprises,  the  enterprises  came  afterwards.  The  roads  are  con- 
structed for  the  purpose  of  ultimately  reaching  some  object.  They 
may  never  attain  it,  out  it  is  like  a  good  many  of  our  poets  and  law- 
yers and  others  that  start  out  at  the  top  to  be  President  and  don't 
ever  come  there.  Most  of  these  short  lines  that  have  proved  failures 
have  been  absorbed  and  the  big  roads  now  own  them?  and  you  will 
find  a  vast  number  of  these  short  lines  owned  by  the  big  roads,  with- 
out any  disrepect  to  them.  They  buy  up  all  the  stock  because  the 
road  fails,  but  they  keep  a  corporate  entity  so  that  they  can  get  an 
extra  charge  for  any  freight  over  its  main  line. 

You  will  find  a  lot  of  these  short  lines  owned  by  the  trunk  lines 
and  a  few  independent  lines  that  have  not  yet  been  absorbed.  If 
this  bill  passes  as  it  is,  at  the  end  of  the  three  years  some  big  line  will 
own  everyone  of  them,  and  then  the  man  that  builds  another  short 
line— I  want  to  see  him. 

I  want  to  read  my  section  2,  Commissioner  Anderson,  and  ask  you 
if  you  will  kindly  criticize  it :  "  That  pending  such  agreement,  ar- 
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bitration;  or  appeal  the  President  may  pay  or  cause  to  be  paid  to 
any  carrier  while  under  Federal  control  an  amount  not  less  than  90 
per  cent  of  such  standard  return,  but  in  no  event  less  than  an  amount 
equal  to  the  accruing  interest  on  its  funded  or  other  indebtedness." 

The  remainder  of  the  bill  should  be  retained.  It  goes  on  and 
says :  "  *  *  *  remitting  such  carrier  to  its  legal  rights  in  the 
Court  of  Claims  for  any  balance  claimed,  and  any  amount  thereafter 
found  due  above  the  amount  paid  shall  bear  interest  at  the  rate  of  6 
per  cent  per  annum,  and  any  excess  amount  paid  hereunder  shall  be 
recoverable  by  the  United  States,  with  interest  at  the  rate  of  6  per 
cent  per  annum." 

Commissioner  Anderson.  In  the  first  part  of  that  section,  did  vou 
read  "may  "or  "shall"? 

Mr.  Dean.  "  Shall." 

Commissioner  Anderson.  We  shall  never  agree  that  there  shall  be 
a  mandate  issued  by  the  President  of  the  United  States  to  that  effect 
on  a  lot  of  veryprosperous  railroads. 

Mr.  Dean.  We  are  beggars,  not  choosers. 

Senator  Pomerene.  Let  us  assume  that  the  interest  on  the  bonded 
indebtedness  is  $500,000. 

Mr.  Dean.  Yes,  sir. 

Senator  Pomerene.  And  that  the  road  for  several  years  had  only 
been  earning  $5,000  to  apply  on  that  $500,000.  Do  vou  think  the 
Government  ought  to  pledge  itself  to  pay  the  $500,000? 

Mr.  Dean.  If  it  does  not  do  it,  it  means  a  receivership  for  the  road. 

Senator  Pomerene.  It  means  that  anyway,  does  it  not  ? 

Mr.  Dean.  Not  necessarily,  because  they  can  refund  and  reor- 
ganize. And  here  is  what  they  will  do  now :  If  the  carriers  of  that 
road  see  they  could  not  do  anything  with  it  they  would  go  to  the 
Southern  Railroad  or  to  the  L.  &  N.  and  say  such  and  such  is  our 
condition,  and  we  will  sell  you  that  road;  we  will  cut  our  bonds  in 
half  and  take  50  cents  on  the  dollar,  and  we  will  take  the  other 
$250,000  in  stock  and  let  you  take  and  operate  the  railroad. 

Senator  Pomerene.  But  they  have  an  option  to  do  that:  you  are 
not  giving  the  Government  any  option  in  that. 

Mr.  Dean.  Then  put  the  word  "  may  "  in  there.  If  we  came  in 
here  with  the  word  "may"  you  certainly  would  not  substitute  the 
word  *  shall." 

Senator  Cummins.  I  do  not  understand  whether  you  asked  Com- 
missioner Anderson  to  "  kindly  criticize  it "  or  to  "  criticize  it  kindly." 

Mr.  Dean.  What  I  meant  was  to  criticize  it  kindly.  I  might  have 
been  inapt  in  the  use  of  my  words. 

Commissioner  Anderson.  Perhaps,  Mr.  Chairman,  I  may  shorten 
it  if  I  added  that  we  have  no  objection  to  putting  in  at  the  end  of 
section  1  something  to  this  effect:  "Provided,  however.  That  any 
carrier  which  was  not  in  operation  or  was  in  the  hands  of  a  receiver 
during  any  portion  of  the  period  of  standard  return,  or  in  respect 
to  which  the  President  shall  find  that  conditions  are  so  exceptional 
that  the  basis  above  mentioned  would  not  constitute  just  compensa- 
tion, he  is  authorized  to  make  with  such  carrier  such  agreement  as  he 
shall  find  just  in  that  particular  case."  That  is  dangerously  near 
cutting  down  your  standard  and  leaving  it  as  a  pure  matter  of  dis- 
cretion. You  might  almost  as  well  say  that  the  President,  having 
taken  over  certain  railroads,  is  hereby  authorized  to  trade  with  them. 
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but  if  the  committee  is  prepared  to  grant  a  power  as  broad  as  that 
we  do  not  object. 

The  Chairman.  You  propose  that  to  go  as  a  provision  to  section  1  ? 

Commissioner  Anderson.  Yes ;  probably  it  would  go  there  better. 
And  then  I  will  put  into  section  2,  which  I  do  think  is  a  proper 
power,  that  authority  to  make  advances  to  meet  interest  accruing  in 
excess  of  the  standard  return  wherever  he  thinks  it  is  just.  I  think 
that  is  a  proper  power. 

Senator  Cummins.  If  that  were  limited  to  the  roads  whose  net 
operating  income  was  not  enough  to  pay  the  interest  upon  the  bonded 
debt  there  might  be  less  objection  to  it,  but  if  it  is  broad  enough  to 
cover  any  case,  I  think  one  may  be  entirely  unwilling  to  give  the 
President  or  anybody  else  any  such  unlimited  authority. 

Mr.  Dean.  I  think  there  is  the  90  per  cent  which  probably  saves 
that,  Senator :  "  That  pending  such  agreement,  arbitration,  or  appeal 
the  President  shall  pay,  or  cause  to  be  paid,  to  any  carrier  while  under 
Federal  control  an  amount  not  less  than  90  per  cent  of  such  stand- 
ard return,  but  in  no  event  less  than  an  amount  equal  to  the  accruing 
interest  on  its  funded  or  other  indebtedness." 

Senator  Cummins.  Limiting  that  to  the  roads  whose  earnings  have 
been  less  than  the  bonded  interest,  or  not  more,  I  would  have  no 
objection  to  that. 

Mr.  Dean.  That  is  the  meaning  of  this,  if  I  did  not  get  it  right 
before,  that  in  no  event  less  than  that  would  mean  that  he  could  not 
go  above  that  if  the  interest  would  pay  the  bonded  indebtedness. 

The  Chairman.  Will  you  read  your  proposed  amendment  to  sec- 
tion 2  to  meet  this  difficulty,  the  one  that  you  read  a  moment  ago? 

Commissioner  Anderson.  Section  2,  as  I  should  be  content  with  it, 
and  would  think  probably  in  the  light  of  what  appeared  yesterday, 
ought  to  be  enacted,  would  read  as  follows : 

That  if  no  such  agreement  is  made,  the  President  may  nevertheless  pay  or 
cause  to  be  paid  to  any  carrier  while  under  Federal  control  an  amount  not 
exceeding  90  per  cent  of  such  standard  return,  remitting  said  carrier  to  its  legal 
rights  as  provided  in  section  3  for  any  balance  claimed :  Provided,  however,  That 
the  President  may  authorize  the  payment  or  advance  of  larger  sums,  if  necessary, 
to  meet  interest  accruing  during  Federal  control  on  valid  outstanding  debt  obli- 
gations Incurred  for  property  used  for  carrier  purposes. 

Any  amount  thereafter  found  due  above  the  amount  paid  shall  bear  interest 
at  the  rate  of  6  per  cent  per  annum  and  any  excess  amount  paid  hereunder 
shall  be  recoverable  by  the  United  States  with  interest  at  the  same  rate, 

I  think  that  covers  substantially  every  legitimate  claim  for  financ- 
ing pending  settlement. 

Senator  Cummins.  It  drives  all  these  shorter  lines  into  the  con- 
demnation proceedings,  and  I  think  we  ought  to  provide  some  way 
in  which  the  President  can  fairly  agree  with  these  shorter  lines  and 
weaker  lines  on  some  basis  other  than  that  proposed  for  the  big  lines. 

Commissioner  Anderson.  Senator,  may  I  say  a  word  on  that? 
Section  3  is  far  more  flexible  than  it  has  been  construed  here,  and  I 
made  a  redraft  of  section  3  this  morning,  putting  down  what  to  the 
mind  of  any  experienced  lawyer,  I  think,  is  fully  implied  in  the  older 
and  shorter  draft ;  and  if  you  will  permit  me,  I  will  read  that — not 
that  you  would  have  overlooked  it  if  you  had  read  section  3  critically, 
as  those  of  us  who  have  had  to  draft  it  would  have  read  it,  but  per- 
haps some  of  the  things  that  have  been  said  here  have  left  tneir 
impress  on  your  minds. 
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All  claims  for  just  compensation  not  adjusted  as  provided  In  section  1  shall 
on  the  application  of  the  President  or  any  carrier  be  submitted  to  boards  con- 
sisting of  three  referees  to  be  appointed  by  the  Interstate  Commerce  Commis- 
sion, members  of  which  and  the  official  force  thereof  being  eligible  for  service 
on  such  boards  without  additional  compensation,  such  boards  of  referees  are 
hereby  authorized  to  summon  witnesses,  require  the  production  of  papers,  view 
properties,  administer  oaths,  and  may  hold  hearings  in  Washington  and  else- 
where, as  their  duties  and  the  convenience  of  the  parties  may  require.  Such 
cases  may  be  heard  separately  or  together,  or  by  classes,  as  the  Interstate  Com- 
merce Commission  or  any  board  of  referees  to  which  any  such  case  or  cases 
may  be  referred  may  determine.  Such  boards  of  referees  shall  give  full  hearings 
to  said  carriers  and  to  the  United  States,  and  shall  report  as  soon  as  practicable 
In  each  case  to  the  President,  the  amount  of  return  due  or  accruing  to  such 
carrier  as  just  compensation,  a  sum  not  exceeding  such  amount  of  return  so 
reported  may  be  agreed  upon  by  the  President  and  such  carrier  as  the  ascertained 
return.  Failing  such  agreement,  either  the  United  States  or  such  carrier  may 
file  a  statement  in  the  Court  of  Claims — 

and  so  on. 

Now,  it  is  perfectly  clear  that  no  executive  officer  can  deal  with 
the  rights  of  these  various  small  lines  not  standardized  by  returns 
which  authorize  or  make  just  the  application  of  the  rule  of  section  1, 
but  has  got  to  have  a  report  from  somebody  before  he  is  authorized 
to  make  any  trade.  You  might  consider  having  an  ex  parte  report 
without  giving;  the  other  side  a  chance  to  be  heard  and  then  authoriz- 
ing the  President  to  trade  on  the  basis  of  the  ex  parte  report;  you 
would  almost  certainlv  duplicate  work  if  you  did  that.  It  has 
seemed  to  us  that  the  fairest  thing  was  to  provide  that  there  should 
be  appointed  in  the  first  instance  boards  of  referees,  presumably  men 
in  or  connected  with  the  Interstate  Commerce  Commission,  but  leav- 
ing the  carriers,  if  they  object  to  us  or  to  our  forces,  to  ask  for  the 
appointment  oi  circuit  court  judges,  outside  lawyers,  engineers, 
accountants,  or  anybody,  and  authorize  them  to  use  our  records, 
administer  oaths,  proceed  with  all  judicial  decorum  and  formality,  if 
necessary,  but  as  soon  as  practicable  to  make  a  report  in  each  case. 
Some  cases  will  fall  into  classes ;  you  may  hear  them  by  classes  and 
take  out  one,  if  you  have  reasonable  and  "agreeing  counsel,  and  they 
will  probably  agree  on  most  of  the  salient  facts  and  agree  that  the 
decision  of  that  case  will  fairly  typify  a  lot  of  cases.  You  may  agree 
to  try  out  one  case  elsewhere,  and  on  that  report  as  a  preliminary  you 
will  settle  all  the  rest.  Those  reports  will  come  in,  and  you  could 
have  these  going  on  in  classes  all  at  the  same  time,  and  the  President, 
through  the  Director  General,  may  make  a  settlement  with  every  one 
of  them.  You  remit  to  the  court  no  cases  in  which  the  parties  are 
not  in  violent  disagreement  with  the  results  reached  by  these  boards 
of  referees. 

I  have  been  over  that  situation  with  a  good  deal  of  care  and  with 
some  very  competent  men.  I  am  not  expressing  merely  an  individual 
judgment  on  that,  but  I  defy  anybody  in  the  light  of  the  facts  to 
work  out  a  piece  of  machinery  applicable  to  this  situation  which  is 
less  likely  to  leave  a  mass  of  litigation  and  less  controversial  opinion 
than  this. 

Senator  Cummins.  Commissioner  Anderson,  I  have  never  had  any 
objection  to  section  3.  I  think  it  provides  for  the  speediest  possible 
methods  of  ascertaining  in  a  legal  way  just  compensation  for  all 
these  roads,  and  I  do  not  see  any  difference— essential  difference — 
between  the  section  as  you  have  just  read  it  and  the  section  as  it  is 
printed. 


GOVERNMENT  CONTROL  AND  OPERATION  OF  RAILROADS.       603 

Commissioner  Anderson.  None. 

Senator  Cummins.  As  I  understood  that  section. 

The  Chairman.  Mr.  Dean,  I  would  like  to  have  your  attention 
directed  to  the  proposed  amendment  in  section  2  and  the  modification 
or  explanation  given  of  section  3  by  Mr.  Anderson.  I  ask  you  why 
that  would  not  meet  your  wishes  in  this  case  without  jeopardizing 
section  1  by  broadening  the  scope  that  we  wish  to  restrict  certain 
roads  to. 

Mr.  Dean.  Just  on  that,  Mr.  Chairman,  it  is  just  a  little  too  re- 
stricted. We  do  not  think  it  is  quite  broad  enough  to  give  the  Presi- 
dent discretion,  and  I  think  that  Commissioner  Anderson's  amend- 
ment pretty  well  reaches  that. 

As  to  section  2, 1  want  to  make  one  remark,  and  it  is  addressed  to 
Commissioner  Anderson  just  as  well  as  to  the  committee,  but  I  think 
that  Commissioner  Anderson  wants  to  do  the  fair  thing,  from  what 
I  see  here.  The  proposition  that  he  is  advancing  now  does  not  touch 
the  road  that  owes  anything  or  owes  on  its  preferred  stock.  Take 
the  Gainesville  &  Northwestern,  the  only  road  in  Georgia  which  is 
not  a  bonded  road.  But  should  you  take  it  for  nothing  because  it  has 
not  yet  hauled  its  first  ton  of  ore  over  its  line,  that  it  built  its  road  for 
and  expected  to  make  its  profit  out  off  Is  not  that  a  technical  cir- 
cumstance that  entitles  it  to  some  compensation  ?  It  has  been  putting 
its  additional  money  and  its  earnings  into  the  road  all  the  time,  and 
the  owners  are  taking  common  stock  and  preferred  stock  for  it. 
^  Commissioner  Anderson.  Mr.  Dean,  it  can  be  financed  under  sec- 
tion 7,  if  the  President  thinks  it  ought  to  be,  and  it  can  be  tried  out 
under  section  3  within  10  days — all  its  rights  to  compensation.  What 
more  right  could  it  have? 

Mr.  Dean.  Pending  that  time  it  might  go  to  the  court  of  appeals, 
and  it  might  take  a  longer  time  than  10  days.  Suppose  the  President 
says,  "  Here,  we  do  not  want  to  have  any  litigation,  we  see  you  are 
right  and  we  are  willing  to  pay  you,  say,  6  per  cent  on  the  stock,  pend- 
ing this  litigation,  pending  tnis  adjustment  we  will  pay  you  that." 
These  men  are  fairly  liberal  men,  and  I  think  they  will  say,  if  you 
will  treat  our  preferred  stock  just  like  $250,000  worth  of  bonds,  we 
will  be  contented.  If  you  say  not,  then  those  bonds  would  be  put  into 
the  hands  of  a  receiver  and  that  stock  may  be  up  as  collateral  in  some 
bank.  If  that  bank  finds  out  that  some  of  your  assets  have  been  de- 
preciated by  litigation  or  by  legislation  or  by  something  else,  and 
you  say  that  you  want  your  usual  $20,000  or  $10,000  credit  in  the 
bank,  they  will  say  that  you  have  to  put  up  some  collateral  here. 
Heretofore  your  name  was  good,  but  as  soon  as  you  lose  your  assets 
the  bank  finds  it  out  as  quick  as  you  do,  and  you  can  not  get  collateral ; 
the  owner  of  that  stock  should  have  some  provision  and  should  not 
be  crippled.    You  should  not  take  his  road  tor  nothing. 

We  come  to  paragraph  3,  and  Commissioner  Anderson  used  one 
expression  which,  he  will  pardon  me,  but  I  want  to  refer  to.  He 
said  it  would  be jperfectly  fair  and  would  appear  so  to  experienced 
lawyers.  Well?  ihave  had  some  experience,  and  I  found  out  that 
arbitration  is  simply  in  the  same  category  as  playing  poker.  If  you 
have  not  got  the  joker  it  is  out,  the  other  fellow  has  it. 

The  Chairman.  Can  you  not  use  some  other  illustration? 
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Mr.  Dean.  We  ought  to  have  a  fair  arbitration,  and  a  fair  arbi- 
tration brings  about  settlement  a  great  deal  quicker  than  unfair  arbi- 
tration. The  very  fact  that  one  side  has  the  right  to  appoint  all 
three  men  itself  stamps  it  with  the  fact  that  there  is  a  fear  on  the 
part  of  the  Interstate  Commerce  Commission  to  give  the  railroads 
the  right  to  choose  one  man.  I  will  say  this:  He  said  about  the  ap- 
pointment of  a  circuit  judge.  As  far  as  Georgia  is  concerned,  if  you 
Eut  Beverley  D.  Evans  there,  as  the  last  man,  or  the  President  puts 
im  there,  we  will  take  it  as  a  finality  for  every  road  in  Georgia. 

Senator  Cummins.  Mr.  Dean,  section  3  does  not  provide  for  any 
arbitration.    It  is  not  an  arbitration,  it  is  a  condemnation  court 

Mr.  Dean.  Call  it  that,  if  you  want  to.  Then  the  usual  rule  for 
condemnation  is  for  the  condemning  party  to  choose  one,  the  owner 
of  the  land  to  choose  another,  and  those  two  choose  a  third,  and  if 
they  can  not  agree,  some  other  impartial  body  to  appoint  a  third. 
Here  is  our  amendment  on  that 

Senator  Cummins.  I  never  heard  of  a  condemnation  tribunal  or- 
ganized in  that  way.  They  usually  resort  to  Government  tribunals 
appointed  by  the  Government,  and  in  the  way  provided  by  the  law. 

Mr.  Dean.  Well,  that  is  the  way  we  try  them  in  Georgia. 

Here  is  our  section  3 : 

That  any  claim  for  just  compensation  not  adjusted  as  provided  in  section  1 
shall  be  first  submitted  to  a  board  of  three  referees,  one  to  be  appointed  by  die 
Interstate  Commerce  Commission,  one  to  be  selected  by  a  majority  of  the  carri- 
ers desiring  arbitration,  and  the  third  by  these  two,  or,  in  case  of  disagreement, 
by  the  President. 

That  gives  you  the  two.    Then  it  follows : 

Said  referees  shall  give  a  full  hearing  to  each  carrier  coming  before  it,  and 
to  the  United  States,  and  shall  report  to  the  President  the  amount  due  such 
carrier  as  just  compensation ;  a  sum  not  exceeding  the  amount  so  reported  may 
be  agreed  upon  by  the  President  and  such  carrier  or  carriers.  Either  side 
being  dissatisfied  may  appeal  from  such  award  to  the  Court  of  Claims,  where 
such  claim  shall  be  tried  and  decided  in  accordance  with  the  rules  and  pro- 
cedure of  said  court  for  the  purpose  of  final  ascertainment  of  the  amount  of 
such  just  compensation  and  in  the  proceedings  of  said  court  reports  of  said 
referees,  if  unanimous,  shall  be  prima  facie  evidence  of  the  facts  therein  stated. 

This,  gentlemen,  has  one  word  in  there  that  I  do  not  know  that 
you  gather:  "That  any  claim  for  just  compensation  not  adjusted 
as  provided  in  section  1  shall  be  first  submitted  to  a  board  of  three 
referees,  *  *  V  That  keeps  down  all  litigation  in  the  Court  of 
Claims  and  prevents  the  800  lawsuits  being  brought  in  the  Court  of 
Claims.  It  provides  usually,  first,  that  it  has  to  go  to  a  condemnation 
court,  and  if  you  can  not  reach  an  adjustment,  then  it  goes  up  to  the 
Court  of  Claims  for  review.  That  is  perfectly  fair.  I  feel  that  the 
Interstate  Commerce  Commission  will  appomt  the  best  man  they 
have  on  their  board. 

We  will  certainly  select  the  best  man  that  we  can  find.  If  you  want 
one  man  for  the  whole  United  States,  all  right;  or  one  man  for  each 
State,  all  right;  or  one  man  for  each  circuit,  all  right.  If  they  can 
not  agree  on  the  man,  we  will  name  the  biggest  man  in  the  United 
States,  if  we  can  find  him,  and  then  if  we  can  not  agree  on  that,  the 
President  has  a  right  to  step  in  and  appoint  the  third  man.  Then, 
you  are  not  going  to  put  anything  over  on  anybody  on  that  sort  of  a 
proposition.   I  do  not  know  if  you  would  appoint  three  men. 
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We  are  not  strangers  to  condemnation  proceedings  down  in  Georgia. 
We  have  the  Appalachian  district  there.  This  Appalachian  reserve 
extends  down  to  our  doors,  and  the  Government  sends  down  there 
and  condemns  these  lands  and  takes  them.  But  I  tell  you  they  do 
not  know  the  difference  between  a  piece  of  land  that  a  jack  rabbit 
can  jump  over  and  the  land  that  makes  splendid  corn  or  cotton  land. 
All  the  land  looks  alike  to  them.  They  do  not  know  the  difference 
between  black  jack  and  splendid  wheat  land.  They  just  go  down 
there,  and  they  sav2  "  Now.  here,  you.  if  you  don't  take  $6  an  acre, 
we  will  condemn  this  land.9'  Then,  when  they  condemn  it  they  send 
out  a  man  who  looks  over  it  and  he  reports  it  at  $6  an  acre.  And  it  is 
surprising,  of  all  the  lands  in  the  county  that  I  know  of,  of  which 
the  values  range  from  $1  to  $100,  they  all  are  taken  at  $6.50  an  acre. 
I  never  saw  such  a  fair  value  in  my  life. 

The  Chairman.  Do  you  think  there  is  any  such  danger  from  the 
Government  in  this  case  ?    Is  that  the  basis  of  your  fear  ? 

Mr.  Dean.  I  do  not  know.  I  do  not  know  who  they  will  appoint; 
I  do  not  know  the  basis  they  will  put  it  on.  If  they  say  the  fair 
earnings  are  so  and  so,  and  you  find  a  road  that  just  made  a  dollar 
last  year — if  they  go  out  on  that  idea,  I  do  not  know  where  we  would 
land.  I  don't  know  whether  they  would  take  into  consideration  the 
value  of  the  terminals  or  the  value  of  the  future  of  the  road. 

We  feel  this,  Mr.  Chairman :  I  do  not  know  whether  this  is  perma- 
nent or  not ;  I  do  not  suppose  you  do.  This  bill  certainly  does  not 
look  as  if  it  had  for  its  object  a  permanent  taking.  But  when  you 
fixed  the  value  of  that  railroad  and  you  pass  later  a  bill  to  condemn 
that  railroad,  the  very  first  thing  that  the  Interstate  Commerce  Com- 
mission will  say :  and  the  very  first  thing  that  the  President  of  the 
United  States  will  say  is.  "  1 ou  multiply  that  road  on  a  6  per  cent 
per  annum  basis  and  you  nave  got  the  value  of  that  road,  ana  we  will 
take  it  over  and  pay  you  for  it."  It  is  just  fixing  the  standard  for 
future  appropriation  of  the  road  if  they  decide  later  to  appropriate  it. 

I  want  to  thank  you,  gentlemen,  for  the  kindness  that  you  extended 
to  me.  I  have  taken  more  time  than  I  really  intended  to,  but  there 
have  been  a  good  many  interruptions. 

I  just  want  to  say  one  other  thing,  if  the  committee  will  hear  me. 
This  bill,  it  may  be,  ought  to  be  broadened,  and  I  would  suggest 
this  amendment:  That  you  put  this  definition  to  this  bill — that  the 
words  "  certain  systems  of  transportation  called  herein  carriers,  as 
used  in  this  bill  shall  be  construed  to  cover  all  railroads,  terminals, 
and  common  carriers  engaged  in  whole  or  in  part  in  interstate  com- 


merce." 


Senator  Town  send.  And  not  cover  intrastate  at  all? 

Mr.  Dean.  Well,  when  we  come  down  to  that,  I  do  not  know  of  a 
road  anywhere  that  is  not  engaged  in  part  in  interstate  commerce. 
It  carries  express  or  mail  or  carries  a  through  ticket  or  through 
freight,  it  is  interstate. 

Senator  Townsend.  Suppose  it  carried  other  things  than  those? 

Mr.  Dean.  I  am  perfectly  willing  that  it  should  be  covered. 

Senator  Cummins.  You  would  have  to  take  that  back  farther,  to 
the  act  of  1916.  What  you  mean  is  that  we  shall  modify  or  interpret 
the  act  of  1916  in  that  way,  that  being  the  act  under  which  the 
President  has  taken  over  these  roads? 
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Mr.  Dean.  Yes,  sir;  and  you  might  broaden  this  act  itself  and 
give  us  an  idea  of  what  the  roads  are  that  you  are  talking  about.  I 
submit  that  for  your  consideration. 

Senator  Pomerene.  The  effect  of  that  language  that  you  have 
just  suggested,  to  require  the  Government  to  take  over  all  roads— is 
that  the  effect  of  it? 

Mr.  Dean.  No,  sir:  you  see,  this  is  only  for  the  purpose  of  defin- 
ing that  meaning.  Our  position  is  that  the  President  has  already 
taken  them  over ;  he  has  notified  all  the  railroad  commissions  of  the 
various  States  to  seize  every  railroad,  and  they  are  in  the  hands  of 
the  Government.  I  do  not  know,  I  have  not  read  it  with  that  view, 
as  to  whether  the  Government  could  issue  a  second  proclamation 
eliminating  certain  roads.  We  are  not  discussing  that  now.  But  it 
seems  to  me  this  bill  ought  to  define  what  roads  they  are. 

The  Chairman.  Under  the  act  of  August,  1916,  he  could  have 
issued  a  proclamation  just  taking  a  part? 

Mr.  Dean.  I  think  so. 

The  Chairman.  And  eliminate  the  others  and  not  take  them 
at  all? 

Mr.  Dean.  I  think  so ;  yes,  sir. 

The  Chairman.  It  is  so  stated  in  that  provision. 

Senator  Cummins.  The  only  question  of  doubt  is  whether  he  can 
take  them  all. 

Senator  Pomerene.  I  do  not  think  you  understand  mv  question. 
Whether  it  is  the  purpose  of  the  Government  to  take  all  the  roads  in 
the  United  States,  if  they  take  any. 

Mr.  Dean.  Yes,  sir. 

Senator  Pomerene.  Is  that  the  language  of  that  clause? 

Mr.  Dean.  Yes. 

Commissioner  Anderson.  Will  you  give  me  copies  of  your  first 
amendments? 

Mr.  Dean.  Yes,  sir;  I  will  do  that. 

Mr.  Robinson.  Mr.  Chairman,  we  will  present  to  you  two  or  three 
additional  concrete  cases,  showing  where  they  vary  in  particular 
phases.  I  want  to  introduce  Mr.  Anderson,  of  the  Oneida  &  Western 
Road,  which  is  being  built  now,  and  let  him  make  a  short  statement 
as  to  how  it  affects  his  interest 

Senator  Gore.  I  would  like  to  have  any  road  that  does  not  have  a 
witness  appear  here  in  its  behalf  to  file  a  brief  stating  the  facts  of 

each  particular  road. 

The  Chairman.  There  is  no  objection  to  that.  Those  roads  that 
desire  to  file  a  brief  should  do  so. 

Mr.  Thom.  Mr.  Chairman,  before  this  gentleman  begins,  I  would 
like  to  file  with  the  committee  a  telegram  which^  I  have  received 
from  the  Western  Association  of  Short-Line  Railways,  by  C.  L. 
Oddie,  secretary.  I  wish  to  explain  that  I  have  no  professional 
or  official  relation  with  any  of  these  short-line  associations,  but 
Mr.  Oddie,  knowing  my  relations  with  the  railroads  generally,  has 
sent  me  this  telegram,  in  which  he  asks  whether  I  would  advise 
the  Western  Short-Line  Railways  Association  to  appear  here  as 
witnesses  and  ask  a  hearing.  I  telegraphed  him  that  tne  other  short- 
line  representatives  were  making  a  statement,  and  that  I  thought 
that  instead  of  their  sending  witnesses  from  San  Francisco  here, 
perhaps  it  might  be  appropriate  to  simply  file  his  telegram  to  me. 
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which  I  have  done,  as  I  say,  merely  in  a  personal  way :  and  if  the 
committee  will  allow  me  I  will  read  that  telegram  at  this  juncture 
and  will  file  it  with  the  record. 

The  Chairman.  You  may  read  it. 

Mr.  Thom  (reading) : 

San  Francisco,  Cal.,  January  12,  1018. 
A.  P.  Thom, 

Chairman  Railway  Executive  Advisory  Committee, 
1300  Pennsylvania  Avenue  NW,f  Washington,  D.  C. 

Members  Western  Association  Short-Line  Railroads,  comprising  55  com- 
mon-carrier railroads  in  11  Western  States,  in  a  few  instances  will  be  favor- 
ably affected  by  Government  using  three-year  period  ending  June  30,  1917, 
on  which  to  base  compensation;  in  other  cases  this  works  extreme  hard- 
ship, as  these  roads,  account  high  operating  costs,  car  shortage,  and  other 
factors,  have  not  participated  in  general  business  expansion  of  country  since 
1914.  We  consider  any  arbitrary  bases  of  compensation  unjust  and  unfair, 
and  that  provision  of  bill  compelling  railroads  dissatisfied  with  same  to  go 
before  Court  of  Claims  and  thereafter  secure  act  of  Congress  before  re- 
ceiving just  compensation,  to  be  too  heavy  a  burden  for  small  properties 
to  bear.  These  railroads  desire  in  every  possible  way  to  assist  Government 
in  prosecution  of  war  and  to  put  no  obstacles  in  way,  but  believe  Congress 
will  not  knowingly  deprive  them  of  just  compensation.  We  desire  your  opinion 
and  advice  as  to  whether  we  should  ask  for  hearing  before  Senate  Committee 
on  Interstate  Commerce,  or  what  action  is  best  to  take.  Please  advise  fully 
by  wire. 

Western   Associated   Short-Line  Railways, 
By  C.  L.  Oddie,  Secretary, 

STATEMENT  OF  0.   H.   ANDERSON,  PRESIDENT  AND   GENERAL 
MANAGER  OF  THE  ONEIDA  &  WESTERN  RAILROAD. 

The  Chairman.  Mr.  Anderson,  give  your  name  and  address  and 
official  position.  The  subject  matter  under  discussion  is  the  rela- 
tion of  the  short-line  roads,  and  we  would  like  to  have  you  put  it  in 
as  condensed  a  form  as  you  can  consistent  with  clearness. 

Mr.  Anderson.  My  name  is  O.  H.  Anderson  and  my  residence  is 
Chattanooga,  Tenn. 

I  am  the  president  and  general  manager  of  the  Oneida  &  Western 
Railroad,  a  line  projected  to  build  60  miles  northwest  of  Oneida, 
Tenn.,  22  miles  or  which  is  completed  and  3  miles  being  under  con- 
struction. That  finished  the  first  contract,  covering  25  miles.  W& 
began  the  construction  of  the  Oneida  &  Western  Railroad  in  Janu- 
ary;  1914.  Heretofore  they  had  no  earnings  for  the  three-year 
period  ending  June  80, 1917. 

Senator  Gore.  You  say  they  had  no  earnings? 

Mr.  Anderson.  No  earnings  or  practically  no  earnings,  except  the 
earnings  incident  to  the  construction.  We  are  developing  a  territory 
that  is  virgin  so  far  as  timber  and  coal  is  concerned,  and  there  is  now 
situated  on  our  road  about  15  sawmills.  One  of  our  patrons  has 
sold  to  the  subcontractor  or  to  the  contractor,  who  is  working  for  the 
Government,  a  large  amount  of  timber,  and  that  is  about  the  only 
buisness  we  have  been  doing  since  these  embargoes  and  these  priority 
orders  were  issued. 

Under  the  present  status  of  this  bill,  as  a  matter  of  course,  we  would 
have  no  standing;  we  would  receive  no  compesation  at  all.  The  coal 
mines  are  being  developed  and  the  business  of  the  road  is  developing 
along  the  lines  indicated,  and  we  desire,  of  course,  that  the  bill  be 
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made  elastic  enough  to  take  care  of  railroads  in  our  situation.  We 
received  from  the  Director  General  notice  that  we  were  taken  over, 
otherwise  I  would  not  be  here. 

Senator  Underwood.  Would  you  be  satisfied  if  you  were  let  out  to 
go  ahead  and  mind  your  own  business,  to  suit  yourself? 

Mr.  Anderson.  Well,  I  would  not  give  10  cents  on  the  dollar  for 
the  bonds  or  stock  of  the  short-line  railroad  that  is  left  out  provided 
the  Government  takes  the  long  lines.  I  think  it  would  result  in  bank- 
ruptcy for  all  of  them  and  result  in  speculation  on  the  part  of  the 
larger  lines,  because  of  the  fact  that  they  would  be  compelled  to  go 
into  bankruptcy  and  could  not  get  cars,  would  not  be  able  to  get  the 
service  that  they  would  otherwise  get.  Of  course,  they  might  be 
worth  more  than  10  cents  on  the  dollar  for  junk. 

Senator  Kellogg.  Not  much. 

Mr.  Anderson.  No;  not  much. 

The  Chairman.  Mr.  Anderson,  you  have  studied  this  bill  and  the 
provisions  of  it  and  have  heard  the  proposed  amendments  by  Com- 
missioner Anderson? 

Mr.  Anderson.  I  am  satisfied  with  Commissioner  Anderson's  pro- 
posed amendments.  I  think  it  would  cover  our  case  all  right,  ana,  of 
course,  all  others  in  the  same  condition.  But  I  think  that  if  the  short 
lines  are  left  out,  or  any  considerable  number  of  them  are  left  out,  it 
will  stifle  the  development  of  the  country.  All  railroads  in  this 
country  were  at  one  time  short  lines,  and  it  is  the  linking  up  of  the 
short  lines  that  has  built  up  the  trunk  lines ;  and  I  hardly  think  it  is 
the  intention  of  the  Government  to  stop  the  development  of  the 
country.  But  I  am  quite  certain  that  I  have  spent  my  last  dollar 
in  railroads  if  I  am  left  out. 

The  Chairman.  You,  then,  are  satisfied  that  if  the  amendment  pro- 
posed in  section  2,  the  modification  of  section  3,  and  the  provisions  of 
section  7  as  proposed  by  Commissioner  Anderson  are  carried  out,  you 
would  be  satisfied  ? 

Mr.  Anderson.  I  fell  that  that  would  take  care  of  us,  but  I  only 
speak  for  my  particular  railroad  and  those  in  the  same  class. 

Senator  Gore.  Mr.  Anderson,  you  say  your  road  is  projected  into 
virgin  territory  and  it  hauls  out  of  that  community  freight  originat- 
ing there  and  is  the  only  one  that  supplies  freight  from  other  parts 
of  the  country  into  that  section.  About  the  only  danger  you  would 
be  exposed  to  would  be  the  taking  over  of  your  rolling  stock  and  the 
using  of  it  in  other  parts  of  the  country;  is  not  that  true? 

Mr.  Anderson.  Yes,  sir ;  we  depend  on  the  trunk  lines  for  rolling 
stock.    Practically  all  of  the  short  lines  are  in  that  condition. 

Senator  Gore.  You  have  not  provided  yourself  with  rolling  stock? 

Mr.  Anderson.  No;  we  own  two  locomotives  now,  in  condition, 
and  about  25  cars. 

Senator  Gore.  You  say  that  is  the  situation  generally  ? 

Mr.  Anderson.  That  is  the  way  I  understand  it;  yes,  sir.  Of 
course,  I  am  of  the  opinion  that  ail  of  the  short-line  railroads  were 
taken  in  or  it  was  contemplated  at  the  time ;  but  from  the  development 
before  these  committees,  it  may  be  particularly  advisable  to  leave 
some  of  tiiem  out,  and  it  may  be  necessary. 

Senator  Kellogg.  Why  is  it  necessary  to  leave  any  of  them  out7 
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Mr.  Anderson.  Well,  to  avoid  the  financial  burden  that  would  fall 
on  the  Government  was  about  the  only  reason  I  could  see  for  it.  I 
do  not  think  it  is  right  to  leave  them  out.  I  think  it  would  be  the 
most  unjust  thing  that  could  happen. 

Senator  Kellogg.  It  would  have  been  better  not  to  take  over  any 
of  them,  would  it  not? 

Mr.  Anderson.  Better  not  to  take  over  any  of  them. 

Senator  Kellogg.  I  think  there  is  no  doubt  about  that. 

Senator  Underwood.  There  may  be  cases  where  the  Government 
does  not  want  a  road,  and  the  owners  of  the  road  do  not  want  the 
Government  to  take  it.  There  is  no  reason  in  a  case  of  that  kind  why 
they  should  be  forced  into  the  Government's  hands  by  Congress. 

Senator  Pomerene.  Your  freight,  I  take  it,  from  what  you  say, 
is  principally  lumber  and  coal  ? 

Mr.  Anderson.  Yes,  sir. 

Senator  Pomerene.  What  do  you  anticipate,  that  there  will  not 
be  a  great  demand  for  that  lumber  and  coal  f 

Mr.  Anderson.  There  is  a  great  demand  for  it  now. 

Senator  Pomerene.  And  why  will  there  not  be  during  the  coming 
years  if  this  war  continues? 

Mr.  Anderson.  There  will  be  during  the  war,  but  if  this  bill  should 
become  a  criterion  for  Government  ownership,  or  as  a  basis  on  which 
to  figure  the  value  of  the  railroads,  and  the  short  lines  are  left  out  and 
go  into  bankruptcy,  into  the  hands  of  receivers,  the  present  inves- 
tors in  those  securities  will  lose  every  dollar  that  they  put  in. 

Senator  Pomerene.  Yes;  if  all  those  things  happen,  that  is  prob- 
ably true. 

Mr.  Anderson.  Yes,  sir. 

The  Chairman.  Is  this  not  also  true,  Mr.  Anderson,  that  under 
this  order  there  may  be  some  roads,  or  parts  of  roads,  clearly  within 
the  definition  of  the  word  "  system,"  that  the  Government  might  not 
see  fit  to  use  at  all? 

Mr.  Anderson.  Yes,  sir. 

The  Chairman.  But  it  has  provided  for  compensation  for  that 
road,  whether  it  uses  that  particular  piece  of  track  at  all  or  not, 
whereas  if  you  are  included  you  are  not  in  that  category,  and  if  you 
are  not  used  at  all  you  would  have  no  remuneration. 

Mr.  Anderson.  That  is  the  situation  exactly. 

Senator  Cummins.  Mr.  Anderson,  you  say  you  are  satisfied  with 
the  proposal  or  amendment  made  by  Mr.  Commissioner  Anderson. 
You  understand  that  under  the  amendments  that  he  has  suggested 
this  morning  the  President  would  have  no  authority  to  agree  with 
your  road  until  the  referee  had  ascertained  the  value  of  the  use  of  the 
property?    You  understand  that? 

Mr.  Anderson.  Yes,  sir;  I  understand  it. 

Senator  Cummins.  So  you  would  not  expect  any  agreement  for 
compensation  to  be  made  until  after  these  proceedings  had  taken 
place  and  the  value  of  the  use  of  your  property  ascertained? 

Mr.  Anderson.  I  understand,  and  I  want  to  state  this,  that  a  delay 
in  the  ascertaining  of  the  value  of  the  use  may  result  in  bankruptcy 
to  a  lot  of  railroads,  and  that  ought  not  be  delayed. 

Senator  Cummins.  Of  course,  it  ought  not  to  be  delayed  further  or 
longer  than  is  necessary,  but  you  said  you  were  satisfied  with  it,  and 
I  wanted  to  be  sure  that  you  understood  just  where  it  would  put  your 
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road.  Now,  eliminating  section  2  for  a  moment  from  our  consider- 
ation, for  that  is  simply  an  advance,  what  you  want,  if  possible,  is 
an  agreement  with  the  Government  that  will  determine  your  compen- 
sation so  long  as  the  Government  has  possession  of  the  road,  in  order 
to  stabilize  and  fortify  your  securities? 

Mr.  Anderson.  That  is  exactly  right. 

Senator  Cummins.  You  understand  that  that  agreement  could  not 
be  made  under  the  arrangement  suggested  until  the  referees  who  are 
to  be  appointed,  or  the  tribunal  to  be  appointed  under  section  3  had 
gone  through  the  evidence  submitted  as  to  the  value  of  your  property 
and  the  value  of  its  use,  and  made  a  report,  and  then  if  you  are  satis- 
fied with  that  report,  and  the  President  is  satisfied  with  it,  he  could 
then  enter  into  an  agreement  with  you  for  the  payment  of  that 
amount  during  Government  possession. 

Mr.  Anderson.  Yes,  sir;  but  I  would  not  want  that  report  to  be 
delayed. 

Senator  Cummins.  No  human  being  can  tell  how  long  it'  will  be 
delayed. 

Mr.  Anderson.  Well,  that  is  just  what  I  say.  If  it  is  delayed  it 
will  result  in  bankruptcy  for  a  lot  of  railroads. 

Senator  Cummins.  Therefore  it  would  seem  to  me  that  you  would 
be  better  satisfied,  or  your  interests  better  taken  care  of,  if  section  1 
were  amended  in  some  fashion  that  would  give  the  President  author- 
ity prior  to  these  proceedings  before  the  referees  to  give  you  just 
compensation. 

Mr.  Thom.  May  I  say  one  word  before  the  committee  adjourns 
from  the  standpoint  of  the  railroads  I  represent?  This  matter  which 
Senator  Cummins  has  just  mentioned  is  considered  of  extreme  im- 
portance, that  there  shall  be  such  a  discretion  lodged  in  the  President 
as  to  insure,  as  far  as  we  can,  as  many  agreements  as  possible  and  as 
few  references  of  these  cases  to  this  board  of  arbitration,  and  I  shall 
try  to  bring  to  the  attention  of  Commissioner  Anderson  an  amend- 
ment which  we  favor  on  that  subject,  and  I  hope  that  we  will  be  able 
to  enlarge  section  1  so  as  to  give  the  discretion,  and  large  discretion, 
to  the  President  in  that  matter. 

The  Chairman.  The  committee  stands  recessed  until  2  o'clock  p.  m. 

AFTER  RECESS. 

The  hearing  was  resumed  at  2  o'clock  p.  m.  pursuant  to  the  taking 
of  the  noon  recess. 

The  Chairman.  The  committee  will  come  to  order. 

Senator  Robinson.  Mr.  Chairman,  I  move  that  the  committee  ad- 
journ until  10  o'clock  to-morrow  morning  out  of  respect  to  the 
memory  of  Senator  Brady. 

The  Chairman.  The  committee  will  stand  adjourned  until  to- 
morrow morning  at  10  o'clock  when  the  status  of  the  witnesses  will 
be  the  same  as  now. 

(Whereupon,  at  2.05  o'clock  p.  m.  the  committee  adjourned  until 
fo-morrow,  Thursday,  January  17, 1918,  at  10  o'clock.) 
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San  Francisco,  Cal.,  January  12,  1918. 
A  P.  Thom, 

Chairman  Railway  Executive  Advisory  Committee, 

ISO  Pennsylvania  Avenue  NW.,  Washington,  D.  C. 

Members  Western  Association  Short-Line  Railroads,  comprising  55  common- 
carrier  railroads  in  11  western  States  in  a  few  instances  will  be  favorably 
affected  by  Government  using  three  years  period,  ending  June  30,  1917,  on 
which  to  base  compensation.  In  other  cases  this  works  extreme  hardship  as 
these  roads  on  account  high  operating  costs,  car  shortage,  and  other  factors 
have  not  participated  in  general  business  expansion  of  country  since  1914.  We 
consider  any  arbitrary  bases  of  compensation  unjust  and  unfair  and  that  provi- 
sion of  bill  compelling  railroads  dissatisfied  with  same  to  be  before  Court  of 
Claims  and  thereafter  and  secure  act  of  Congress  before  receiving  just  com- 
pensation to  be  too  heavy  a  burden  for  small  properties  to  bear.  These  rail- 
roads desire  in  every  possible  way  to  assist  Government  in  prosecution  of  war 
and  to  put  no  obstaces  in  way,  but  believe  Congress  will  not  knowingly  deprive 
them  of  just  compensation.  We  desire  your  opinion  and  advice  as  to  whether 
we  should  ask  for  hearing  before  Senate  Committee  Interstate  Commerce  or 
what  action  is  best  to  take.    Please  advise  fully  by  wire. 

WESTERN  Association  Shobt-Line  Railways, 
By  C.  L.  Addie,  Secretary.  . 


Office  of  the  Director  General  of  Railroads, 

Washington,  D.  C,  December  29,  1917. 
General  Order  No.  2. 

To  the  chief  executives  of  the  railroads: 

Pursuant  to  the  authority  vested  in  me  by  the  President  of  the  United 
States  in  his  proclamation  of  December  26,  1917,  wherein  it  was  stated  that  for 
purposes  of  accounting  possession  and  control  of  the  railroads  shall  date  from 
12  o'clock  midnight  on  December  31,  1917,  you  are  notified  that  until  otherwise 
directed  no  changes  in  the  present  methods  of  accounting  as  prescribed  by  the 
Interstate  Commerce  Commission  will  be  required.  The  accounts  of  your  re- 
spective companies  shall  be  closed  as  of  December  31,  1917,  and  opened  as  of 
January  1,  1918,  in  the  same  manner  as  they  have  heretofore  been  handled  at 
the  close  of  one  fiscal  period  and  the  beginning  of  another,  and  in  the  same 
manner  that  you  should  have  handled  your  accounts  had  the  Government  not 
taken  possession  and  control. 

William  G.  McAdoo, 
Director  General  of  Railroads, 


order. 


At  a  general  session  of  the  Interstate  Commerce  Commission,  held  at  its 
office  in  Washington,  D.  C,  on  the  5th  day  of  January,  A.  D.  1918. 

In  the  matter  of  railway  operating  and  financial  returns  for  the  year  ending 
June  30,  1917. 

It  is  ordered,  That  all  common  carriers  by  steam  railroad  subject  to  the 
provisions  of  the  act  to  regulate  commerce,  as  amended,  and  the  owners  of  all 
railroads  engaged  in  interstate  commerce  as  therein  defined,  be,  and  they  are 
hereby,  severally  required  to  submit  to  the  Interstate  Commerce  Commission 
the  statements  specified  hereunder,  prepared  by  primary  and  general  accounts 
or  other  indicated  detail  for  the  designated  year  only,  in  accordance  with  the 
itemization  and  forms  of  statements  of  like  character  included  in  the  forms 
respectively  prescribed  for  the  annual  reports  of  steam  railway  companies  to 
the  said  commission  for  the  year  ending  June  30,  1916,  suitably  modified  as  to 
dates : 

(1)  A  statement  of  operating  revenues  for  the  year  ending  June  30,  1917. 

(2)  A  statement  of  operating  expenses  for  the  year  ending  June  30,  1917. 

(3)  A  statement  of  income  account  for  the  year  ending  June  80,  1917. 

(4)  A  statement  of  profit  and  loss  account  for  the  year  ending  June  30,  1917, 

(5)  A  statement  of  general  balance  sheet  as  of  June  30,  1917. 
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(6)  A  statement  of  the  following  items  of  railway  mileage  (single  track) : 

(a)  Number  of  miles  of  road  owned  on  June  30, 1917. 

(b)  Number  of  miles  of  road  operated  on  June  30,  1917. 

(c)  Average  number  of  miles  of  road  operated  during  year  ending  June 
30,  1917. 

It  is  further  ordered,  That  if  the  entries  appearing  upon  the  books  of  a 
respondent  do  not  fully  show  the  transactions  for  the  period  of  the  report 
herein  required,  appropriate  explanation  shall  be  made  in  said  report 

It  is  further  ordered,  That  the  aforesaid  report  shall  be  mailed  in  duplicate 
to  the  Bureau  of  Statistics,  Interstate  Commerce  Commission,  Washington, 
D.  C,  by  January  25,  1918,  and  shall  be  attested  under  oath  after  the  following 
form: 

OATH. 

State  of     V,. 

County  of **9m 


}• 


makes  oath  and  says  that  he  is of ,  and  that  he 

has  carefully  examined  the  annexed  report,  and  to  the  best  of  his  knowledge 
and  belief  the  entries  contained  in  the  said  report  have,  so  far  as  they  relate 
to  matters  of  account,  been  accurately  taken  from  the  said  books  of  accounts 
and  are  in  exact  accordance  therewith;  that  he  believes  that  all  other  state- 
ments of  fact  contained  in  the  said  report  are  true,  and  that  the  said  report  is 
a  correct  and  complete  statement  of -the  business  and  affairs  of  the  above-named 
respondent  in  relation  to  the  matters  and  things  therein  set  forth. 


Subscribed  and  sworn  to  before  me,  a in  and  for  the  State  and  county 

above  named,  this day  of ,  1918. 

My  commission  expires . 

By  the  Commission : 

[seal.]  George  B.  McGinty,  Secretary. 


ORDER. 


At  a  general  session  of  the  Interstate  Commerce  Commission  held  at  its  office 
in  Washington,  D.  C,  on  the  5th  day  of  January,  A.  D.  1918. 

In  the  matter  of  railway  operating  and  financial  rerturns  for  the  year  ending 
June  30,  1917. 

It  is  ordered,  That  all  common  carriers  by  steam  railroad  subject  to  the  pro- 
visions of  the  act  to  regulate  commerce,  as  amended,  and  the  owners  of  all  rail- 
roads engaged  in  interstate  commerce  as  therein  defined  be,  and  they  are  hereby, 
severally  required  to  submit  to  the  Interstate  Commerce  Commission  the  state- 
mnts  specified  hereunder,  prepared  by  primary  and  general  accounts  or  other 
indicated  detail  for  the  designated  year  only,  in  accordance  with  the  itemization 
and  forms  of  statements  of  like  character  included  in  the  forms  respectively 
prescribed  for  the  annual  reports  of  steam  railway  companies  to  the  said  com- 
mission for  the  year  ending  June  30,  1916,  suitably  modified  as  to  dates : 

(1)  A  statement  of  operating  revenues  for  the  year  ending  June  30, 1917. 

(2)  A  statement  of  operating  expenses  for  the  year  ending  June  30, 1917. 

(3)  A  statement  of  income  account  for  the  year  ending  June  30, 1917. 

(4)  A  statement  of  profit  and  loss  account  for  the  year  ending  June  30, 1917. 

(5)  A  statement  of  general  balance  sheet  as  of  June  30,  1917. 

(6)  A  statement  of  the  following  items  of  railway  mileage  (single  track)  : 
(a)  Number  of  miles  of  road  owned  on  June  30, 1917. 

<6)  Number  of  miles  of  road  operated  on  June  30,  1917. 

(c)  Average  number  of  miles  of  road  operated  during  year  ending  June  30, 

1917. 

It  is  further  ordered,  That  if  the  entries  appearing  upon  the  books  of  a  re- 
spondent do  not  fully  show  the  transactions  for  the  period  of  the  report  herein 
required,  appropriate  explanation  shall  be  made  in  said  report. 

It  is  further  ordered,  That  the  aforesaid  report  shall  be  mailed  in  duplicate  to 
the  Bureau  of  Statistics,  Interstate  Commerce  Commission,  Washington,  D.  C 
by  January  25, 1918,  and  shall  be  attested  under  oath  after  the  following  form : 
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State  of  - 
County  of 


.[**•" 


OATH. 


makes  oath  and  says  that  he  is 


of 


and  that  he 


has  carefully  examined  the  annexed  report,  and  to  the  best  of  his  knowledge  and 
belief  the  entries  contained  in  the  said  report  have,  so  far  as  they  relate  to 
matters  of  account  been  accurately  taken  from  the  said  books  of  accounts  and 
are  in  exact  accordance  therewith ;  that  he  believes  that  all  other  statements  of 
fact  contained  in  the  said  report  are  true,  and  that  the  said  report  is  a  correct 
and  complete  statement  of  the  business  and  affairs  of  the  above-named  respond- 
ent in  relation  to  the  matters  and  things  therein  set  forth. 


Subscribed  and  sworn  to  before  me,  n 

above  named,  this  —  day  of ,  1918. 

My  commission  expires . 

By  the  commission : 

[SEAL.] 


-,  in  and  for  the  State  and  county 


George  B.  McGinty,  Secretary. 


Office  or  the  Director  General  of  Railroads, 

Washington,  December  28,  1917. 
To  the  presidents  and  directors  of  all  railroad  companies: 

Having  assumed  the  duties  imposed  upon  me  by,  and  in  pursuance  of,  the 
proclamation  of  the  President  dated  December  26,  1917,  you  will,  until  otherwise 
ordered,  continue  the  operation  of  your  road  in  conformity  with  said  proclama- 
tion. You  are  requested  to  make  every  possible  effort  to  increase  efficiency  and 
to  move  traffic  by  the  most  convenient  and  expeditious  routes. 

I  confidently  count  on  your  hearty  cooperation.  It  is  only  through  united 
effort,  unselfish  service,  and  effective  work  tliat  this  war  can  be  won  and 
America's  future  be  secured. 

W.  G.  McAdoo, 
Director  General  of  Railroads. 


Interstate  Commerce  Commission, 
Washington,  D.  C,  January  \,  1918. 

NOTICE, 

The  commission  directs  that  fifteenth  section,  application  No.  2246,  submitted 
by  Mr.  G.  K.  Caldwell  as  chairman  of  the  committee  constituted  by  rail  car- 
riers serving  the  territory  south  of  the  Ohio  and  Potomac  Rivers  and  east  of 
the  Mississippi  River  and  Ijy  coastwise  steamship  connections  of  such  rail  car- 
riers be  and  it  is  hereby  assigned  for  hearing  February  11,  1918,  before  Ex- 
aminer Gibson,  at  Tampa,  Fla.,  in  conjunction  with  the  pending  investigation 
proceeding  In  Docket  No.  9516 — Southeastern  rate  adjustment,  and  said  applica- 
tion is  hereby  consolidated  with  that  investigation. 

Said  application  seeks  approval  to  file  revised  rates  from  the  Ohio  and  Mis- 
sissippi River  crossings  and  related  points,  eastern  cities,  interior  eastern 
points,  and  from  Buffalo-Pittsburgh  territory  to  points  in  Southeastern  and 
Mississippi  Valley  territory  on  the  following  named  commodities:  Asphaltum 
dip;  brick;  celery,  except  from  Soutb  Atlantic  ports;  cotton-seed  oil;  cotton- 
seed foots  and  tank  bottoms ;  cotton  yarn ;  cotton  yarn  warp ;  ferromanganese ; 
ferrosilicon  and  spiegel  iron ;  furniture  and  furniture  material ;  iron  and  steel 
articles,  1.  c.  1. ;  naval  stores ;  ore,  chrome  ore  or  clay,  magnesite ;  ore,  manga- 
nese; ore;  oil,  soya  bean  and  peanut;  paper  and  related  commodities;  peaches, 
pears  and  plums,  except  from  South  Atlantic  ports;  petroleum  and  petroleum 
products;  plumbers'  material;  stone,  marble  and  granite;  white  stone;  wooden- 
ware;  also  miscellaneous  rates  on  classes  and  various  other  commodities. 

The  petitioner  states  that  the  proposed  revision  is  a  part  of  the  general  re- 
>ision  required  by  the  commission's  fourth  section  order  No.  8866,  and  orders 
supplementary  thereto,  entered  in  fourth  section  violations  in  the  southeast, 
30  I.  C.  C.  153.  It  is  declared  that  the  plans  are  to  be  pursued  and  the  same 
principle  to  be  observed  as  in  the  revisions  previously  made  as  responsive  to 
said  order  and  which  became  effective  January  1,  1916,  and  later  dates. 

George  B.  McGinty,  Secretary. 
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DntEcroB  General  of  Railroads, 

Washington,  December  29,  1917. 

ORDER  NO.    1. 

Pursuant  to  the  order  of.  the  President  of  the  United  States,  through  the 
Secretary  of  War,  the  undersigned,  as  Director  General  of  Railroads,  has  taken 
possession  and  assumed  control  of  certain  transportation  systems  described  in 
the  proclamation  of  the  President,  of  which  proclamation  and  order  officers. 
agents,  and  employees  of  said  transportation  systems  are  to  take  immediate  and 
careful  notice.  In  addition  to  the  provisions  therein  contained,  it  is,  until  fur- 
ther  order,  directed  that — 

1.  All  officers,  agents,  and  employees  of  such  transportation  systems  may  con- 
tinue in  the  performance  of  their  present  regular  duties,  reporting  to  the  same 
officers  as  heretofore,  and  on  the  same  terms  of  employment 

2.  Any  officer,  agent,  or  employee  desiring  to  retire  from  his  employment  shall 
give  the  usual  and  seasonable  notice  to  the  proper  officer,  to  the  end  that  there 
may  be  no  interruption  or  impairment  of  the  transportation  service  required  for 
the  successful  conduct  of  the  war  and  the  needs  of  general  commerce. 

3.  All  transportation  systems  covered  by  said  proclamation  and  order  shall 
be  operated  as  a  national  system  of  transportation,  the  common  and  national 
needs  being  in  all  instances  held  paramount  to  any  actual  or  supposed  corporate 
advantage.  AH  terminals,  ports,  locomotives,  rolling  stock,  and  other  trans- 
portation facilities  are  to  be  fully  utilized  to  carry  out  this  purpose  without 
regard  to  ownership. 

4.  The  designation  of  routes  by  shippers  is  to  be  disregarded  when  speed  and 
efficiency  of  transportation  service  may  thus  be  promoted. 

5.  Traffic  agreements  between  carriers  must  not  be  permitted  to  interfere 
with  expeditious  movements. 

6.  Through  routes  which  have  not  heretofore  been  established  because  of 
short  hauling  or  other  causes  are  to  be  established  and  used  whenever  expedi- 
tion and  efficiency  of  traffic  will  thereby  be  promoted;  and  if  difficulty  is 
experienced  in  such  through  routing,  notice  thereof  shall  by  carriers  or  ship- 
pers, or  both,  be  given  at  once  to  the  Director  by  wire. 

7.  Existing  schedules  of  rates  and  outstanding  orders  of  the  Interstate  Com- 
merce Commission  are  to  be  observed,  but  any  such  schedules  of  rates  or  orders 
as  may  hereafter  be  found  to  conflict  with  the  purpose  of  said  proclamation  or 
with  this  order  shall  be  brought  immediately,  by  wire,  to  the  attention  of  the 
Director. 

W.  G.  McAnoo, 
Director  General  of  Railroads. 


OBDEB  NO.   3. 

All  carriers  by  railroad,  subject  to  the  jurisdiction  of  the  undersigned,  are 
hereby  ordered  and  directed  forthwith  to  publish  and  file,  and  to  continue  in 
effect  until  further  order  tariffs  effective  January  21,  1918,  wherein  demurrage 
rules,  regulations,  and  charges  shall  be  changed  so  as  to  provide : 

A.  (1)  Forty-eight  hours  (two  days)  free  time  for  loading  or  unloading  on 
all  commodities. 

(2)  Twenty-four  hours  (one  day)  free  time  on  cars  held  for  any  other  pur- 
pose permitted  by  tariff. 

B.  Demurrage  charges  per  car  per  day  or  fraction  of  a  day  until  car  is  re- 
leased, as  follows:  Three  dollars  for  the  first  day,  $4  for  the  second  day,  and 
for  each  succeeding  additional  day  the  charge  to  be  increased  $1  in  excess  of 
that  for  the  preceding  day  until  a  maximum  charge  of  $10  per  car  per  day  shall 
be  reached  on  the  eighth  day  of  detention  beyond  free  time,  the  charge  there- 
after to  be  $10  per  car  per  day  or  fraction  thereof.  These  charges  will  super- 
sede all  those  named  in  existing  tariffs  applicable  to  domestic  freight,  and 
specifically  contemplate  the  cancellation  of  all  average  agreement  provisions 
of  existing  tariffs. 

No  change  is  authorized  hereby  to  be  made  in  demurrage  rules,  regulations, 
and  charges  applying  on  foreign  export  freight  awaiting  ships  at  export  points. 

Upon  my  request  the  Interstate  Commerce  Commission  has  issued  fifteenth 
section  order  No.  225,  authorizing  the  filing  of  tariffs  to  accord  with  this  order 
to  become  effective  January  21,  1918,  on  one  day's  notice. 
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Carriers  shall  immediately  file  said  tariffs  with  appropriate  State  commis- 
sions or  other  State  authorities. 
Dated  at  Washington,  this  5th  day  of  January,  1918. 

W.  G.  McAdoo, 
Director  General  of  Railroads. 


Director  General  of  Railroads, 
Interstate  Commerce  Commission  Building, 

Washington,  January  8, 1918. 
To  all  railroad  officers  and  employees: 

The  Governement  of  the  United  States  having  assumed  possession  and  control 
of  the  railroads  for  the  period  of  the  present  war  with  Germany,  it  becomes 
more  than  ever  obligatory  upon  every  officer  and  employee  of  the  railroads  to 
apply  himself  with  unreserved  energy  and  unquestioned  loyalty  to  his  work. 

The  supreme  interests  of  the  Nation  have  compelled  the  drafting  of  a  great 
army  of  our  best  young  men  and  sending  them  to  the  bloody  fields  of  France  to 
fight  for  the  lives  and  liberties  of  those  who  stay  at  home.  The  sacrifices  we 
are  exacting  of  these  noble  American  boys  call  to  us  who  stay  at  home  with  an 
irresistible  appeal  to  support  them  with  our  most  unselfish  labor  and  effort  in 
the  work  we  must  do  at  home  if  our  armies  are  to  save  America  from  the 
serious  dangers  that  confront  her.  Upon  the  railroads  rests  a  grave  responsi- 
bility for  the  success  of  the  war.  The  railroads  can  not  be  efficiently  operated 
without  the  whole-hearted  and  loyal  support  of  every  one  in  the  service,  from 
the  highest  to  the  lowest. 

I  earnestly  appeal  to  you  to  apply  yourselves  with  new  devotion  and  energy 
to  your  work,  to  keep  trains  moving  on  schedule  time  and  to  meet  the  demands 
upon  the  transportation  lines,  so  that  our  soldiers  and  sailors  may  want  for 
nothing  which  will  enable  them  to  fight  the  enemy  to  a  standstill  and  win  a 
glorious  victory  for  united  America. 

Every  railroad  officer  and  employee  is  now,  in  effect,  in  the  service  of  the 
United  States,  and  every  officer  and  employee  is  just  as  important  a  factor  in 
winning  the  war  as  the  men  in  uniform  who  are  fighting  In  the  trenches. 

I  am  giving  careful  consideration  to  the  problems  of  railroad  employees,  and 
every  effort  will  be  made  to  deal  with  these  problems  justly  and  fairly  and  at 
the  earliest  possible  moment  There  should  be  a  new  incentive  to  everyone  in 
railroad  service  while  under  Government  direction  to  acquit  himself  with 
honor  and  credit  to  himself  and  to  the  country. 

W.  G.  McAdoo, 
Director  General  of  Railroads. 

N.  B. — The  Director  General  of  Railroads  requests  that  the  above  statement 
be  posted  by  all  railroads. 
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THURSDAY,  JANUARY  17,  1918. 

United  States  Senate, 
Committee  on  Interstate  Commerce, 

Washington,  u.  C. 

The  committee  met,  pursuant  to  adjournment,  in  room  410,  Senate 
Office  Building,  Senator  Ellison  D.  Smith,  presiding. 

The  Chairman.  The  committee  will  come  to  order. 

Mr.  Robinson,  have  you  any  other  witness  that  you  desire  heard  in 
behalf  of  the  short  line  roads  1 

Mr.  Bird  M.  Robinson.'  Yes,  sir;  we  have  four  who  are  anxious 
to  be  heard,  and  I  think  they  will  be  short.  I  think  the  statements  of 
the  witnesses  will  be  short.  It  depends  thereafter  upon  the  informa- 
tion desired  by  the  members  of  the  committee  as  to  now  much  longer 
they  will  remain  upon  the  stand. 

The  Chairman.  You  understand  the  situation.  What  the  com- 
mittee is  desiring  to  get,  aJs  near  as  may  be  in  its  condensed  form, 
is  the  situation  of  the  short  roads  in  reference  to  this  particular  bill, 
and  of  course  we  would  like  to  have  them  address  themselves  to  the 
matters  that  really  would  affect  them  as  a  class.  We  can  not  go  into 
all  of  the  minute  details  and  the  particular  conditions  of  any  one  road. 

Mr.  Robinson.  That  is  true;  only  I  assume  the  committee  might 
want  to  go  into  the  details  of  the  road  if  it  was  indicative  of  a  class. 

The  Chairman.  Yes,  that  is  what  I  mean. 

Mr.  Robinson.  And  therefore  would  have  a  direct  bearing  on  the 
bill. 

The  Chairman.  Yes. 

Mr.  Robinson.  With  the  permission  of  the  committee  we  will  pres- 
ent Mr.  H.  P.  Edwards,  of  the  Atlantic  &  Western  Railroad,  of  North 
Carolina. 

STATEMENT  OF  MB.  H.  P.  EDWARDS,  GENERAL  MANAGER  OF 
THE  ATLANTIC  &  WESTERN  RAILROAD. 

The  Chairman.  Mr.  Edwards,  will  you  give  your  name,  your  ad- 
dress, and  also  your  official  connection  ? 

Mr.  Edwards.  H.  P.  Edwards,  Sanford,  N.  C,  general  manager  of 
the  Atlantic  &  Western  Railroad. 

As  I  see  it,  there  are  only  two  points  that  I  want  to  bring  out,  and 
I  will  do  it  very  briefly.  That  is  the  matter  of  compensation,  and  as 
to  the  effect  upon  the  small  roads  if  they  are  left  to  private  control. 
My  line  is  25  miles  long  and  we  have  under  construction  110  miles* 
This  25  miles  has  been  in  operation  for  14  years,  and  up  to  the  last 
fiscal  year  we  have  earned  the  interest  on  our  funded  debt,  with  a 
small  surplus;  but  the  last  fiscal  year  it  has  been  a  very  hard  one  with 
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us  on  account  of  the  scarcity  of  the  cars,  brought  about  by  congestion 
on  the  large  lines,  and  also  on  account  of  the  many  embargoes  they 
have  issued.  These  have  had  a  very  bad  effect  upon  the  small  lines, 
and  upon  the  earnings  for  1917,  the  fiscal  year.  The  earnings  have 
been  very  low.  As  that  year  has  been  one  of  the  bases  used  in 
arriving  at  the  standard  return,  it  will  make  our  net  earning  so  low 
that  we  can  not  pay  the  interest  on  our  funded  debt  and  we  will 
therefore  be  obliged  to  go  into  the  hands  of  a  receiver  unless  some 
adequate  compensation  is  allowed.  But  I  feel  that  under  the 
amendment  suggested  by  Commissioner  Anderson  yesterday  machin- 
ery will  be  provided  to  take  care  of  that  if  it  is  made  so  tnat  it  will 
operate  quickly.  It  has  been  my  observation  that  courts  of  all 
kinds  are  very  slow  to  reach  final  results,  and  a  drowning  man  has 
got  to  operate  quickly,  especially  after  he  has  already  gone  down 
twice. 

That  is  one  point  that  I  wanted  to  impress  upon  him,  to  make  this 
machinery  operate  quickly,  so  as  to  give  relief  as  quickly  as  possible. 

The  Chairman.  Have  you  a  table  with  you  that  would  snow  the 
condition  of  your  road  for  the  14  years  that  it  has  been  in  operation  ? 

Mr.  Edwards.  I  have  not  got  it  with  me.  I  unfortunately  lost  all 
my  papers  in  coming  up  here.  One  piece  of  my  baggage  was  lost 
and  I  was  unable  to  una  it. 

The  Chairman.  You  might  have  a  duplicate  made. 

Mr.  Edwards.  Yes;  I  could. 

The  Chairman.  You  could  have  those  figures  for  the  committee, 
could  you  not  ? 

Mr.  Edwards.  Yes;  I  could  file  it. 

The  Chairman.  If  it  has  been  running  14  years  it  would  be  helpful 
if  you  would  put  it  in  the  form  used  by  the  larger  roads,  showing  the 
operating  expenses  and  your  operating  income. 

Mr.  Edwards.  Yes.  As  to  the  matter  of  leaving  the  small  roads 
under  private  control,  my  line  runs  from  east  to  west,  and  the  trunk 
lines  run  from  north  to  south.  In  other  words,  it  is  very  much  like 
the  letter  H,  the  trunk  lines  cross  us,  and  their  lines  are  parallel  lines. 
The  full  traffic  is  north  and  south,  and  consequently  we  have  a  long 
haul.  We  take  business  at  the  western  end  of  our  line  from  the  trunk 
lines  and  carry  it  to  the  eastern  end  in  competition  with  the  trunk 
line  there;  ana,  vice  versa,  we  take  it  from  the  other  line  and  bring  it 
to  the  other  end  in  competition  with  that  line. 

Now,  that  traffic — that  competitive  traffic — represents  about  30 
to  40  per  cent  of  our  total  traffic.  Mr.  McAdoo's  order  No.  1  says 
that  all  the  routing  of  business  will  be  left  to  the  carriers  and  taken 
away  from  the  shippers.  That  order  automatically  took  away  40 
per  cent  of  our  total  tonnage — confiscated  that  much  of  our  revenue. 
Before  this  order  was  issued  we  had  arriving  a  number  of  cars,  of 
traffic,  and  I  have  noticed  that  since  the  order  went  into  effect  all 
these  cars  are  continually  arriving  every  day  over  our  competing 
lines.  We  are  losing  the  business,  so  I  would  just  as  leave  have  the 
Government  confiscate  my  locomotives  as  to  take  away  my  business. 
One  is  just  as  good  an  asset  as  the  other. 

For  example,  now  I  have  personally  secured  routing  on  a  carload 
of  automobiles  moving  from  Toledo,  Ohio,  and  the  car  was  for- 
warded before  Mr.  McAdoo's  order  was  issued.  The  bill  of  lading 
specified  delivery  over  our  line,  but  the  order  came  out  before  the 
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carjreached  its  destination  and  the  car  has  now  arrived  and  came 
over  our  competing  line  and  we  did  not  participate  in  the  haul  at  all. 

So  the  result  of  this  is  going  to  be,  by  taking  away  30  or  40  per 
cent  of  our  tonnage  we  are  going  to  have  to  go  to  Mr.  McAdoo  in 
30  or  60  days  and  ask  for  a  part  of  this  revolving  fund  to  help  us 
out;  and  I  assume  he  will  say,  "We  do  not  want  your  road.  I 
think  a  great  injustice  will  be  done  us. 

pi  Senator  Cummins.  Let  me  ask  you  a  little  more  about  the  car  of 
automobiles.     Who  diverted  it  ? 

Mr.  Edwards.  The  carriers  diverted  it. 

Senator  Cummins.  That  is,  your  competing  carriers  ? 

Mr.  Edwards.  Yes,  sir. 

Senator  Cummins.  And  Mr.  McAdoo  did  not  issue  any  order  di- 
verting that  particular  car,  or  traffic  generally,  did  he  ? 

Mr.  Edwards.  He  said  that  the  individual  shipper  should  be 
absolutely  disregarded,  and  all  freight  be  routed  over  the  shortest 
and  most  expeditious  route. 

Senator  Cummins.  The  carrier  diverted  it  because  it  could  be 
brought  to  its  destination  more  quickly  ? 

Mr.  Edwards.  By  a  shorter  route;  yes. 

Senator  Cummins.  Than  it  could  by  the  other  Una  ? 

Mr.  Edwards.  Yes. 

Senator  Cummins.  And  Mr.  McAdoo  is  leaving,  necessarily,  I  sup? 
pose,  the  execution  of  that  order  to  the  lines  themselves  ? 

Mr.  Edwards.  Yes. 

Senator  Cummins.  They  are  not  apt  to  allow  the  traffic  to  leave 
their  lines  if  they  can  avoid  it;  I  assume  that. 

Mr.  Edwards.  That  is  the  privilege;  yes.  It  has  always  been  the 
policy  of  this  country  to  encourage  competition  as  much  as  possible 
and  to  discourage  monopoly.  That  is  the  reason  a  great  many  of 
these  small  roads  have  been  built,  to  give  competition — built  by  the 
local  communities  to  give  competition — and  tney  usually  have  got 
ajlong  haul. 

Senator  Townsend.  Why  did  the  shipper  designate  your  route  if 
there  was  a  shorter  and  more  expeditious  one  ? 

Mr.  Edwards.  One  reason  was  that  the  people  interested  in  our 
road — it  is  a  local  road,  you  know — as  a  matter  of  personal  interest, 
would  give  us  their  business. 

Senator  Pomerene.  You  mean  the  consignee  $ 

Mr.  Edwards.  Yes.  In  North  Carolina,  my  State,  we  have  39 
independently  owned  and  operated  railroads,  none  of  which  has  a 
hundred  miles  of  road,  but  the  aggregate  is  936  miles,  costing  approxi- 
mately $15,000,000,  and  they  serve  a  territory  about  10,000  square 
miles.  A  great  many  of  these  roads  are  affected  just  as  much  as  my 
line. 

Senator  Pomerene.  Have  those  lines  principally  been  built  during 
the  last  few  years,  or  has  the  development  extended  over  a  period  oi 
a  great  many  years  ? 

Mr.  Edwards.  I  think  most  of  them.  There  are  only  a  few  of 
them  that  have  been  built  recently,  within  the  last  five  years.  I  do 
not  know  of  any  of  them  that  have  been  built  in  the  last  five  years. 
We  got  an  extension  of  110  miles  on  our  line,  and  we  have  bonas,  we 
have  110  miles  under  construction,  and  we  have  about  a  million 
dollars  in  township  bonds  voted  for  it.     But  we  can  not  sell  those 
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bonds,  of  course,  now,  under  the  present  financial  conditions,  so  we 
left  it  off  until  after  the  war. 

Senator  Pomerene.  Do  you  issue   township   and  county  bonds 
down  there  to  build  the  railroads  with? 
Mr.  Edwards.  Yes. 

Senator  Townsend.  When  did  you  project  this  extension  of  yours! 
Mr.  Edwards.  We  have  been  working  on  it  several  years.    We 
have  got  it  all  surveyed,  and  some  of  the  right  of  way  secured,  and 
we  have  been  conducting  these  township  collections. 

Senator  Pomerene.  Let   me   understand   your   modus   operandi 
down  there.     You  issued  township  and  county  bonds  ? 
Mr.  Edwards.  Yes. 

Senator  Pomerene.  And  those  bonds  were  turned  over  to  the 
company  as  a  donation) 

Mr.  Edwards.  No;  they  are  to  be  delivered  to  us  after  the  railroad 
is  built  as  a  donation,  and  these  first  mortgage  bonds  are  limited  to 
$15,000  a  mile. 

Senator  Cummins.  How  are  we  going  to  save  these  roads  that  do 
business  under  disadvantageous  conditions  ?  That  is  what  is  bother- 
ing me  now.  If  we  are  going  to  move  this  traffic  over  the  shortest 
and  most  expeditious  lines,  and  in  the  most  economical  way,  how  are 
we  going  to  preserve  under  such  a  system  the  competition  idea,  and 
at  the  same  time  use  all  the  lines  of  the  system  ? 

Mr.  Edwards.  Unless  this  order  No.  1  of  Mr.  McAdoo's  disre- 
garding shippers'  routing  is  withdrawn,  I  do  not  know  how  you  can 
relieve  this  congestion.  It  has  got  to  be  done  to  relieve  the  con- 
gestion, as  I  see  it.  Yet  that  very  order  confiscates  35  or  40  per 
cent  of  our  traffic.  But  I  do  not  see  how  the  congested  condition 
can  be  cleared  up  unless  that  is  done. 

Senator  Cummins.  Is  it  your  idea  that  we  ought  to  compel  the 
Director  General  to  give  these  roads  the  traffic  they  have  heretofore 
had? 

Mr.  Edwards.  No;  I  think  we  ought  to  be  compensated  for  taking 
away  this  much  o  our  business. 

Senator  Pomerene.  How  do  you  know  that  that  will  be  taken 
away? 
Mr.  Edwards.  I  see  it  every  day.     We  are  losing  cars  every  day. 
Senator  Pomerene.  But  it  has  been  only  a  few  days  since  tins 
method  of  control  has  been  in  operation. 
Mr.  Edwards.  It  has  been  over  15  days. 
Senator  Pomerene.  I  know. 

Senator  Robinson.  Have  you  any  way  of  knowing  whether  you 
should  receive  shipments  which  you  do  not  get? 

The  Chairman.  Did  not  I  understand  you  to  say  since  the  order 
went  into  effect  that  you  had  lost  about  35  or  40  per  cent  of  what 
business  you  had  before  ? 

Mr.  Edwards.  No;  I  say  that  would  be  the  result  of  it;  because 
this  competitive  business  constitutes  30  to  40  per  cent  of  our  ton- 
nage, you  see. 

Senator  Robinson.  Is  it  within  the  realm  of  probability  that  vou 
get  some  freight  that  you  would  not  have  gotten  if  this  order  had 
not  been  made  ? 

Mr.  Edwards.  I  do  not  think  so. 

Senator  Robinson.  You  do  not  think  it  is  possible? 
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Mr.  Edwards.  You  see,  the  trunk  lines  run  this  way,  like  the  letter 
H ,  and  ours  is  the  line  connecting  between. 

Senator  Pomerene.  What  is  your  competing  line  that  you  speak 
of? 

Mr.  Edwards.  At  one  end  is  the  Southern  Railroad,  and  the  Sea- 
board Air  Line  and  the  Coast  Line. 

Senator  Pomerene.  Running  in  the  same  direction  as  yours  ? 

Mr.  Edwards.  No;  it  runs  north  and  south,  and  we  run  across. 

Senator  Pomerene.  How  can  it  be  a  competing  line  if  yours  runs 
east  and  west  and  theirs  runs  north  and  south  ? 

Mr.  Edwards.  You  see,  we  receive  the  traffic  at  the  eastern  end  of 
our  line  and  bring  it  in  to  the  western  end  and  compete  with  the  Sea- 
board Air  line  and  the  Atlantic  &  Southern  traffic  moving  from  Nor- 
folk, Va.,  coming  over  the  Air  Line,  and  we  can  bring  the  same  traffic 
over  the  Norfolk  &  Southern.    That  is  the  competitive  traffic. 

Senator  McLean.  Is  it  your  expectation  that  your  road  will  ever 
be  able  to  pay  its  own  way  without  getting  tonnage  that  can  be  more 
economically  carried  some  other  wajr? 

Mr.  Edwards.  Well,  if  we  lose  this  competitive  business  I  do  not 
think  we  will  ever  be  able  to  meet  expenses. 

Senator  McLean.  But,  assuming  that  there  is  to  be  no  Govern- 
ment regulation  to  interfere  with  the  legitimate  operation  of  the  road, 
do  you  expect  that  it  will  ever  be  able  to  pay  its  own  way  ? 

Mr.  Edwards.  Well,  we  have  been  for  14  years;  yes,  until  these 
abnormal  conditions  came  about. 

Senator  McLean.  Yes;  but  you  say  that  during  those  years  the 
tonnage  could  have  been  more  economically  carried  some  other  way, 
but  it  nas  been  given  to  you  for  personal  or  local  reasons  ? 

Mr.  Edwards.  Yes. 

Senator  McLean.  I  mean  will  it  be  able  to  pay  its  way  legiti- 
mately in  competition,  ever  ? 

Mr.  Edwards.  Well,  if  the  long  haul  is  absolutely  disregarded,  we 
could  not. 

Senator  Cummins.  It  would  not  be  possible  to  do  all  the  business 
of  this  country  just  now  on  the  short  lines,  would  it  ? 

Mr.  Edwards.  I  do  not  think  so;  no,  sir.  As  our  line  is  so  small, 
yon  see,  it  would  hardly  be  considered. 

Senator  Pomerene.  I  want  to  understand  how  your  township  is 
compensated  for  these  bonds  that  they  issue  and  turn  over  to  you. 

Mr.  Edwards.  Our  what  ? 

Senator  Pomerene.  How  are  your  townships  down  there  compen- 
sated for  these  bonds  they  issue  and  turn  over  to  you  1 

Mr.  Edwards.  Well,  the  bonds  they  issue  bear  the  same  rate  of 
interest  as  the  ones  we  give  them. 

Senator  Pomerene.  Are  you  going  to  repay  these  bonds  later  to 
the  townships? 

Mr.  Edwards.  Well,  both  of  them  mature  at  the  same  time. 

Senator  Townsbnd.  They  issue  their  bonds  for  the  township  bonds, 
and  then  the  township  holds  the  bonds  of  the  railroad. 

Senator  McLean.  That  means  a  donation  ? 

Senator  Townsend.  That  eventually  means  a  donation  by  the 
township. 

Senator  Pomerene.  That  is  what  I  was  trying  to  call  out,  but  I 
could  not  get  the  statement. 
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Mr.  Edwards.  The  township  holds  a  first  mortgage  on  our  prop- 
erty. 

Senator  Robinson.  Have  you  stated  what  you  think  ought  to  be 
done  in  the  way  of  legislation  in  order  to  meet  the  requirements  of 
the  conditions  that  affect  your  railroad  ? 

Mr.  Edwards.  I  think  this  bill  ought  to  provide  that  all  common 
carriers  engaged  in  interstate  commerce  should  be  taken  over.  The 
interests  of  railroads  are  so  interwoven  that  they  ought  to  be  all 
taken  over  or  none.  I  do  not  believe  that  a  large  line — for  instance, 
the  Seaboard  Air  Line — could  exist  if  all  its  competitive  and  through 
business  was  taken  away  from  it. 

Senator  Cummins.  The  fault  with  your  position,  as  I  see  it,  is  this: 
You  assume  that  everything  is  going  to  be  taken  away  from  you,  but 
you  have  not  any  proof  of  that  fact,  except  that  during  15  days  of 
this  time  your  business  has  been  interfered  with. 

Mr.  Edwards.  Yes;  it  is  happening  every  day;  you  can  see  it 
every  day. 

The  Chairman.  Was  your  road  affected  before  the  Government 
assumed  control  by  these  priority  orders  that  had  been  issued  under 
the  semiunified  control  of  the  roads  under  the  War  Board,  as  it  was 
called? 

Mr.  Edwards.  As  I  said,  our  business  was  bad  in  1917,  but  we 
still  move  this  competitive  business;  but  since  this  order  was  issued 
we  have  not  moved  practically  any  of  this  competitive  business. 

Senator  Townsbnd.  You  think  you  would  not  be  properly  com- 
pensated under  this  bill  if  the  Government  takes  over  the  roads, 
takes  over  your  road  or  the  other  roads,  and  pays  you  what  you  can 
prove  is  the  value  of  the  use  of  your  property  for  three  years,  or  in 
case  you  do  not  agree  with  the  Government  to  accept  compensation 
on  the  basis  of  the  last  three  years  ? 

Mr.  Edwards.  I  do  not  quite  understand  that. 

Senator  Townsend.  I  say,  you  do  not  feel  that  this  bill  would 
properly  protect  you  in  your  rights  ? 

Mr.  Edwards.  I  think  it  would,  if  we  are  taken  in. 

Senator  Townsend.  You  are  taken  in,  are  you  not,  so  far  as  you 
know? 

Mr.  Edwards.  We  had  a  notice  to  that  effect;  yes. 

Senator  Cummins.  Mr.  McAdoo  does  not  agree  with  you  about 
that,  does  he  ? 

Mr.  Edwards.  I  understand  that,  although  he  served  the  notice 
on  us. 

Senator  Cummins.  And  his  opinion  is  a  little  more  persuasive  in 
this  situation  than  yours. 

Mr.  Robinson.  I  would  like  to  ask  the  witness  if  he  has  any  notice 
from  Mr.  McAdoo  that  his  line  has  not  been  taken  in? 

Mr.  Edwards.  No  ;  I  have  not. 

Mr.  Robinson.  He  has  notice  that  it  has  been  taken  in. 

Senator  Cummins.  It  is  true  that  Judge  Payne,  the  legal  adviser 
of  the  Director  General,  has  disclaimed  any  such  effect  in  giving  these 
notices? 

Mr.  Robinson.  May  I  answer  the  Senator  on  that  question? 

Senator  Cummins.  Yes. 

Mr.  Robinson.  Judge  Payne  said  the  notice  was  general,  and  it 
did  not  determine  whether  a  particular  line  was  included,  that  that 
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was  hereafter  to  be  determined.  So  that  the  witness  has  not  had 
any  notice  that  his  line  has  not  been  included,  but  he  has  had  notice 
that  it  was  included. 

Senator  Cummins.  I  do  not  interpret  Judge  Payne's  opinion  in  that 
way,  and  I  have  read  it  pretty  carefully.  He  says  in  effect  that  these 
notices  were  sent  out  generally,  simply  to  give  carriers  information 
as  to  the  general  situation,  and  that  the  only  way  in  which  any  par- 
ticular line  can  ascertain  whether  it  has  been  taken  over  or  not  is  to 
go  to  the  Director  General  and  find  out. 

Mr.  Robinson.  In  answer  to  that  I  may  sfcy  that  one  of  our  mem- 
bers appeared  before  Judge  Payne  yesterday  and  said,  in  view  of  some 


remaining  longer."    The  judge  

"Not  yet;  I  have  not  decided  whether  you  are  going  to  be  excluded 
or  not." 

Senator  Cummins.  That  is  what  I  say. 

Mr.  Robinson.  So,  if  you  will  pardon  me,  Senator,  I  was  saying 
the  witness  had  not  had  notice  that  he  was  not  included. 

Senator  Cummins.  It  would  seem  to  me,  under  Judge  Payne's  view 
there  should  be  some  affirmative  action  on  the  part  of  the  Director 
General  in  the  matter  before  any  road  is  taken  in.  I  confess  it  is 
rather  an  unsatisfactory  condition,  but  I  do  not  know  any  way  to 
remedy  it. 

The  Chairman.  That  is  a  point  that  will  have  to  be  decided  here- 
after. We  are  here  with  the  order  as  a  committee,  as  I  understood  it, 
referring  to  all  railroads. 

If  no  other  member  desires  to  ask  you  a  question,  we  will  excuse 
you  and  have  the  next  witness. 

Commissioner  Anderson.  May  I  at  this  point  put  into  the  record 
something  that  you  asked  me  for  the  other  day  ? 

The  Chairman.  We  would  be  verjr  glad  to  have  it. 

Commissioner  Anderson.  The  chairman  suggested  it  would  be  con- 
venient for  the  committee  if  there  was  prepared  a  brief  sketch  of  the 
English  and  French  experience  in  the  control  of  railroads  by  the 
Government.  Assistant  Counsel  Needham  of  the  law  department  of 
the  Interstate  Commerce  Commission  has  prepared  a  brief  sketch 
which  I  have  read  hastily  and  which  appears  to  me  to  be  succinct 
and  I  presume  accurate. 

Senator  Pomerene.  You  mean  during  the  period  of  the  war  ? 

Commissioner  Anderson.  Yes;  their  experience  as  to  the  law  in 
taking  over  the  railroads,  the  way  they  took  them  over,  and  a  brief 
outline  of  the  working  of  them  since.  It  is  somewhat  less  laborious 
to  read  than  this  big  document  that  has  been  published  by  the 
Camagie  Endowment  for  Peace  and  circulated  among  the  members 
of  the  committee,  and  I  understood  it  to  be  the  chairman's  desire 
that  it  should  be  made  part  of  the  record. 

The  Chairman.  Yes. 

(The  memorandum  referred  to  is  here  printed  in  full,  as  follows:) 
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GOVERNMENT  REGULATION  OF  BRITISH  RAILWAYS. 

I. 

1.  Railways. — British  railways  were  privately  owned  and  built  solely  for  commercial 
uses.  There  were  40  companies,  and  where  they  ran  through  the  same  territory  there 
was  competiiton.  In  1871,  following  the  Franco-Prussian  War,  the  British  Parliament 
passed  an  act  "for  the  better  regulation  of  the  regular  and  auxiliary  forces  of  the 
Crown/'  and  inter  alia  provided  for  the  taking  over  of  the  railroads  in  time  of  emer- 
gency. A  committee  of  railway  managers  was  already  in  existence,  known  as  the 
war  railway  counsel,  and  afterwards  designated  as  the  railway  executive  committee. 
The  committee  undertook  to  form  a  plan  for  the  coordination  of  railways  in  war  time. 
In  cooperation  with  this  committee  was  the  engineer  and  railway  staff  corps,  a  volun- 
teer organization  of  railway  workers  whose  purpose  was  to  develop  schemes,  methods, 
and  personnel  for  the  war  railway  service.  It  was  composed  of  general  managers  of 
the  leading  railways,  leading  contractors,  engineers,  ana  other  railway  men.  These 
committees  completed  their  plans  in  1912.  Every  railway  manager  had  in  his  safe 
a  confidential,  sealed,  unopened  document  detailing  a  scheme  of  mobilization.  In 
it  he  was  told  exactly  what  to  do,  the  trains  to  be  moved,  their  starting  points  and 
destinations,  and  the  entire  schedule  of  running  if  war  came.  So  far  as  the  operation 
of  our  railways  was  concerned,  England  was  prepared." — British  Report  on  the  War, 
F.  A.  McKenzie. 

2.  Board  of  trade. — This  is  a  committee  of  the  Privy  Counsel  appointed  for  trade  and 
foreign  plantations.  The  president  is  a  cabinet  officer.  It  administere  a  police 
power  over  railways.  Its  principal  functions  may  be  stated  as  follows:  Inspection 
of  roads;  reports  of  accidents;  specification  of  safety  appliances;  regulation  of  hours 
of  labor  of  railway  employees,  of  passenger  service,  of  packing  and  shipment  of  explo- 
sives, classification  or  freight,  accounting,  shipment  of  perishable  articles,  and  con- 
ciliation of  controversies  regarding  wages  and  rates. 

3.  Railway  and  canal  commission.— This  commission  was  established  in  1888.  It 
is  a  court  and  consists  of  two  appointed  and  three  ex  officio  commissioners,  the  two 
former  of  whom  "shall  be  of  experience  in  railway  business, "  are  appointed  on  the 
recommendation  of  the  board  of  trade,  and  hold  office  for  life,  subject  to  removal  for 
disability  or  misbehavior.  The  three  ex  officio  commissioners  are  judges  of  the 
Superior  Court,  one  for  England,  one  for  Scotland,  and  one  for  Ireland.  Neither  of 
the  judges  is  required  to  sit  outside  of  the  part  of  the  kingdom  for  which  he  in  nomi- 
nated .  The  decision  of  the  commission  upon  questions  of  fact  is  final ;  on  questions  of 
law  there  is  an  appeal  to  a  superior  court  of  appeals.  The  decision  of  the  court  of 
appeals  is  final,  except  where  a  difference  of  opinion  arises  between  any  two  such 
courts.  The  commission  has  jurisdiction  over  rates  requiring  facilities  for  the  move- 
ment of  traffic,  awarding  damages,  establishing  through  routes,  group  rates,  and  the 
prevention  of  undue  preferences. 

The  proceedings  before  this  commission  are  judicial  as  distinguished  from  concilia- 
tion, the  latter  being  effected  through  the  board  of  trade. 

II. 

1.  Government  control  assumed. — On  August  4,  1914,  the  day  war  was  declared, 
the  Government  took  over  the  railways  of  England,  Wales,  and  Scotland,  under  the 
act  of  1871 ,  vesting  the  general  control  in  the  board  of  trade.  ' '  The  managers  opened 
their  sealed  instructions  and  proceeded  to  carry  them  out. "    (See  sec.  1 ,  par.  1 ,  supra. ) 

2.  Compensation. — The  act  of  1871  provided  that  "full  compensation  should  be 
paid  to  tiie  owners"  without  specifying  the  method  of  arriving  at  it.  The  lines 
remained  the  properties  of  the  companies.  They  retained  the  management  of  their 
own  concerns,  subject  to  the  instructions  of  the  railway  executive  committee,  and 
the  whole  machinery  of  administration  has  gone  on  as  before.  "The  sole  purpose  at 
the  beginning  was  to  facilitate  the  movement  of  troops.  But  as  the  war  developed, 
as  economy  became  more  and  more  essential,  the  scope  of  the  railway  executive 
committee,  now  in  supreme  control,  became  greatly  extended." 

3.  Railway  executive  committee. — The  president  of  the  board  of  trade  is  the  official 
chairman  of  the  committee.  The  acting  chairman  is  the  general  manager  of  the 
London  &  South- Western  Railway,  Sir  Herbert  Walker.  The  committee  is  composed 
of  13,  including  the  acting  chairman,  general  managers  of  leading  British  railway 
lines.  The  thoroughness  of  preparations  made,  the  completeness  of  the  instructions 
given,  and  the  efficiency  of  this  organization  was  demonstrated  at  the  beginning  of 
the  war,  when,  in  addition^  transporting  the  volunteer  force  to  their  training 
grounds,  "the  expeditionary  force,  numbering  120,000  men,  with  a  vast  amount  of 
material  of  war,  had  to  be  transported  in  a  maximum  of  time  to  Southampton"  for 
embarkation  to  France. 
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"The  Government  gave  the  railways  a  time  limit  of  60  hours  to  make  ready  for 
dispatch  to  Southampton  of  350  trains  of  about  30  vehicles  each.  In  addition,  close 
on  the  1,200  other  trains  were  necessary  for  conveying  the  equipment,  munitions, 
and  food  supplies  of  the  force.  *  *  *  The  trains  arrived  at  intervals  averaging 
12  minutes.  *  *  *  Some  of  them  came  from  remote  parts  of  the  Kingdom,  Wales, 
and  the  north  of  Scotland." 

"At  Southampton,  for  practically  every  day  of  the  first  three  weeks  of  the  war, 
we  handled  during  a  period  of  14  hours  no  fewer  tnan  73  of  these  trains,  including  the 
running  of  them  to  tne  boataide  and  the  unloading  of  the  full  equipment  of  guns, 
munitions,  and  houses."  (The  foregoing  quotations  are  from  the  report  of  Mr.  F.  A. 
McKenzie.)  The  continued  operation  of  the  British  railways  by  the  executive  com- 
mittee as  set  forth  in  the  reports  is  profoundly  interesting,  and  persuasive  testimony 
to  the  efficiency  of  a  committee  composed  of  experienced  railway  men  charged  with 
the  performance  of  a  governmental  function  and  relieved  by  law  from  competitive 
conditions. 

The  plans  Under  which  the  traffic  is  carried  are,  in  essentials: 

(a)  The  operation  of  all  the  railroads  as  a  single  system  under  the  direction  and  con- 
trol of  the  railway  executive  committee. 

(6)  The  Government  makes  no  payment  for  the  transportation  of  supplies  or  troops. 

(c)  The  munitions  and  soldiers  have  the  right  of  way  over  all  other  traffic. 

(</)  The  other  business  is  charged  for  at  regular,  uniform  rates  perfected  since  the 
war  becan. 

(e)  Tne  Government  guarantees  to  make  a  settlement  at  the  end  of  the  war  by 
which  each  road  will  receive  for  the  period  of  the  war  a  yearly  revenue  equal  to  the 
earnings  of  1913. 

(/)  The  Government  takes  over  all  surplus  revenue  (above  1913)  and  finances  cur- 
rent expenses,  which  includes  interest  and  dividends. 

5.  Priority. — There  is  a  priority  committee,  consisting  of  representatives  of  a  few 
of  the  departments  of  the  "Ministry  of  munitions  of  war,  the  Admiralty,  the  railway 
department,  Indian  office,  war  office,  contract  department,  post  office,  office  of  works, 
and  board  of  trade,  the  latter  representing  the  interest  of  private  industries. "  The 
committee  meets  every  day  and  no  priority  can  be  grantee!  unless  all  present  agree. 
There  is,  however,  an  appeal  to  the  minister  of  munitions,  who  has  final  authority. 
At  present  the  work  is  classified  as  follows: 

(A)  A  Government  war  control,  which  signifies: 

(1)  Any  contract  placed  by  the  Admiralty,  the  war  office,  or  the  ministry  of  muni- 
tions. 

(2)  Any  contract  for  naval  or  military  equipment  placed  by  an  allied  Government 
by  or  with  the  consent  in  writing  of  the  Admiralty,  the  war  office,  or  the  ministry 
of  munitions. 

(B)  Certified  war  work,  which  signifies: 

(1 )  Work  on  a  contract  or  order  which  the  Admiralty  the  war  office,  or  the  ministry 
of  munitions  has  certified  in  writing  to  be  war  or  munition  work. 
*  (2)  Work  which  the  minister  of  munitions  has  directed  to  be  treated  on  an  equality 
with  war  work. 

(B  i  Merchants  shipping  work  certified  in  writing  by  the  board  of  trade  to  be  muni- 
tion work. 

These  general  subdivisions  are  each  subdivided.    Thus  Class  A  is  subdivided — 

( 1)  Most  urgent  war  work. 

(2j  Very  urgent  war  work. 

(3)  Urgent  war  work. 

(4)  War  work. 

So  far  as  can  be  ascertained,  there  being  no  official  reports,  trains  are  run  on  time, 
on  regular  and  emergency  schedules. 

6.  The  general  jurisdiction  and  powers  of  the  board  of  trade  over  the  railways 
still  continues,  and  additional  powers  have  been  given  the  board  to  make  regula- 
tions regarding  war  subjects  and  conditions,  such  as:  Taking  possession  of  cars  owned 
by  railroads  and  private  owners  and  using  them  on  such  routes  as  will  best  serve 
the  interest  of  the  country;  securing  prompt  loading  and  unloading  cars;  the  move- 
ment of  trains,  the  observance  of  routing  and  prion ty  routing;  curtailing  operations 
and  facilities  and  traffic  not  required  for  the  general  welfare;  suspending  existing 
regulations  and  requirements  of  governing  boards.  Penalties  are  imposed  for  any 
violation  of  these  regulations. 

7.  The  jurisdiction  and  powers  of  the  canal  commission'  are  not  withdrawn  but 
are  subordinated  to  the  war  control.  The  fact  that  the  reports  of  this  court  are  sus- 
pended shows  that  little,  if  anything,  has  been  done  by  the  court  since  the  rates 
for  shipments,  other  than  Government  shipments,  have  been  equalized. 
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THE  FRENCH  RAILWAYS. 

From  the  data  at  hand  we  draw  the  following  conclusions: 

MILEAGE. 

1.  The  six  great  railway  system*  operate  about  25,000  miles  of  railway.  In  addi- 
tion there  are  narrow-gauge  railways  and  railways  "of  local  interest"  covering  about 
4,000  miles. 

CONSTRUCTION. 

2.  The  first  lines  were  located  under  State  supervision  and  were  constructed  or 
partially  constructed  by  private  persons  and  companies  who  received  concessions 
from  the  State.  In  1842  the  first  law  was  passed  regulating  the  construction  of  roads. 
This  law  laid  the  foundation  of  the  plan  under  which  the  railways  have  since  been 
developed,  and  mapped  out  nine  main  lines,  running  from  Paris  to  the  frontiers  and 
from  the  Mediterranean  to  the  Rhine  and  to  the  Atlantic  coast.  In  1852  to  1857  the 
railways  were  concentrated  in  the  hands  of  six  great  companies,  the  State  retaining 
and  exercising  a  strict  supervision  of  them  regarding  rates  and  operation.  Each  of 
these  companies  was  allotted  a  definite  sphere  of  influence,  thereby  reducing  com- 
petition, and  each  was  granted  a  concession  for  99  years  irom  the  date  of  its  for- 
mation, the  concessions  thus  terminating  at  various  dates  between  1950  and  I960, 
when  the  entire  railway  system  will  pass  to  the  State  without  compensation.  In 
return  for  the  privileges  granted  the  companies  undertook  the  construction  out  of 
their  own  unaided  resources  of  1,500  miles  of  subsidiary  lines,  but  failed  to  raise  the 
capital  to  complete  the  mileage.  In  these  circumstances  the  State  agreed  to  guarantee 
the  interest  on  the  capital.  The  sums  it  paid  in  this  was  to  be  regarded  as  advances 
and  to  be  reimbursed  in  the  future  with  interest  at  4  per  cent.  This  proved  successful 
and  the  projected  lines  were  completed.  Demands  for  more  lines  arising  and  the 
existing  companies  being  disinclined  to  undertake  their  construction,  the  Government 
inaugurated  a  system  of  direct  subventions  to  encourage  the  development  of  branch 
and  local  lines,  and  local  authorities  were  empowered  to  contribute  a  portion  of  the 
required  capital.  Many  small  lines  were  begun,  but  the  companies  were  unable  to 
complete  them  and  the  State  supplied  the  funds,  taking  over  these  small  lines.  Some 
of  the  small  lines  were  assigned  to  the  great  companies  and  others  have  been  retained 
by  the  Government. 

In  1880  and  1883  there  was  a  further  reorganization  and  the  Government  guaranteed 
a  minimum  rate  of  interest  on  the  capital  investment  to  both  old  and  new  lines.  Prior 
to  this  the  Government  had  been  supplying  money  for  new  construction,  but  by  the 
act  of  1883  the  companies  partially  relieved  the  Government  of  its  obligation  by  agree- 
ing to  contribute  a  certain  proportion  of  the  cost  of  the  new  lines  and  to  provide  the 
rolling  stock.  The  sums  paid  out  in  respect  to  guaranteed  dividends  were  to  be 
treated  as  advances  and  paid  back  to  the  State  out  of  profits  made  when  the  profits 
permitted. 

The  Ouest  System  became  the  heaviest  borrower  from  the  Government  and  as 
result  was  taken  over  January  1,  1909,  so  that  this  system  and  the  short  lines  above 
referred  to  are  owned  by  the  State. 

The  great  railway  systems  of  France  are  as  follows: 

1.  The  Nord,  wnicn  serves  the  rich  mining,  industrial,  and  farming  districts  of 
Nord,  Pas-de-Calais,  Aisne,  and  Somme,  connecting  with  the  Belgian  railways  at 
several  points.  Its  main  lines  run  from  Paris  to  Calais,  via  Creil,  Amiens,  and  Bou- 
logne, from  Paris  to  Lille,  via  Criel  and  Arras,  and  from  Paris  to  Maubeuge,  via  Creil, 
Tergnier,  and  St.  Quentin. 

2.  The  Ouest-Etat,  a  combination  of  the  West  and  State  systems.  The  former 
traversed  Normandy  in  every  direction  and  connected  Paris  with  the  towns  of  Brit- 
tany. Its  chief  lines  ran  from  Paris  to  Le  Havre,  via  Mantes  and  Rouen,  to  Dieppe, 
via  Rouen,  to  Cherbourg,  to  Granville  to  Brest.  The  State  railways  served  a  large 
portion  of  western  France,  their  chief  lines  being  from  Nantes,  via  La  Rochelle,  to 
Bordeaux,  via  Saintes,  Niort,  and  Saumur,  to  Chartres. 

3.  The  Est,  running  from  Paris,  via  Chalons  and  Nancy,  to  Avricourt  (for  Strassburg), 
via  Troyes  and  Langres,  to  Belfort,  and  on,  via  Basel  to  the  Saint  Gotthard  and  via 
Reims  and  Mezieres,  to  Longwy. 

4.  The  Orleans,  running  from  Paris  to  Orleans,  and  thence  serving  Bordeaux  via 
Tours,  Poitiers  and  Angouleme,  Nantes  via  Tours  and  Angers,  and  Montauban  and 
Toulouse  via  Vierzon  and  Limoges. 

5.  The  Paris-Lvon-Mediterranee,  connecting  Paris  and  Marseilles  via  Motet, 
Laroche,  Dijon,  Macon  and  Lyons,  and  with  Nimes  via  Moret,  Nevers  and  Clermont- 
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Ferrand.  It  establishes  communication  between  France  and  Switzerland  and  Italy 
via  Macon  and  Culoz  (for  the  Mt.  Cenis  Tunnel)  and  via  Dijon  and  Pontarlier  (for 
the  Simplon),  and  also  nas  a  direct  line  along  the  Mediterranean  coast  from  Marseilles 
to  Genoa  via  Toulon  and  Nice. 

6.  The  Midi  (Southern)  has  lines  radiating  from  Toulouse  to  Bordeaux  via  Agen 
to  Bayonne  via  Tarbes  and  Pau,  and  to  Cette  via  Carcassonne,  Narbonne  and  Beziers. 
From  Bordeaux  there  is  also  a  direct  line  to  Bayonne  and  Iran  (for  Madrid),  and  at 
the  other  end  of  the  Pyrennees  a  line  leads  from  Narbonne  to  Perpignan  and  Barce- 
lona.   (Ency.  Brit.  Vol.  X,  p.  787). 

The  Grande  Ceinture  Railway  is  a  belt  road,  75  miles  long,  that  circles  Paris  at  an 
average  distance  of  10  miles.  In  war  time  the  War  Department  can  use  this  road 
without  payment  for  services  rendered. 

REGULATION  FOR  WAR. 

3.  In  1888  a  commission  was  constituted  known  as  Commission  de  Roseau.  This 
is  a  mixed  commission,  including  for  each  company  the  director  of  the  road,  called 
the  technical  commissioner,  and  from  the  military  a  number  of  staff  officers.  The 
duty  of  this  commission  was  to  prepare  in  time  of  peace  all  operations  for  mobilization 
and  concentration  of  troops,  and  to  direct  the  railroad  systems  from  the  time  of  any 
declaration  of  war,  the  commission  to  act  in  connection  with  the  Staff  Office  of  the 
Army  with  the  War  Minister  the  head  of  the  War  Council.  This  commission  furnished 
to  the  railroads  sealed  instructions  indicating  in  detail  the  operation  whcih  they 
must  execute  upon  a  declaration  of  war. 

At  midnight,  the  28th  of  July,  the  War  Minister  and  Minister  of  Public  Works 
requisitioned  all  the  resources  of  the  railroads  for  military  needs.  The  sealed  in- 
structions were  opened  and  between  the  2nd  of  August  and  the  30th  of  September. 
1914,  20,000  trains  transported  400,000  officers  and  soldiers,  42,500  horses,  107,000 
wounded,  and  47,000  can  of  munitions  and  food  supplies.  This  was  done  under  the 
direction  of  the  railroad  commission.  On  the  17th  of  August  the  government  sent  to 
each  railway  system  a  proclamation  congratulating  the  railway  companies  on  their 
work  during  the  first  days  of  mobilization. 

All  the  lines  are  handled  as  one  system  except  the  parts  covered  by  the  German 
invasion. 

RATES. 

4.  The  conventions  entered  into  in  1883  are  in  force  for  all  companies,  including 
the  system  owned  by  the  State.  The  agreement  stipulates  that  all  soldiers  and  sailors 
■hall  travel  for  one-quarter  the  regular  tariff  in  peace  time.  Men  employed  on  rail- 
ways in  peace  time  are  not  required  to  do  any  military  training;  in  war  time  they 
are  at  the  special  disposal  of  the  chief  of  Btaff .  In  war  time  when  the  whole  of  the 
plant  of  a  railway  is  not  required  for  military  transfers,  the  companies  are  paid  one- 
(juarter  of  the  maximum  rate  for  all  military  transportation.  When  the  whole  plant 
is  taken  over  one-half  the  maximum  rate  is  paid  to  the  railway  company  by  the 
Government.  The  companies  may  use  such  portions  of  their  road  for  commercial  pur- 
poses as  are  not  required  by  the  government.  The  tariff  in  ordinary  times  is  made 
op  of  two  items,  viz,  the  toll  (droit  <fe  pease),  being  the  remuneration  to  cover  the 
cost  of  the  permanent  roadway,  and  second,  the  rate  of  fee  for  transportation.  In 
May  there  was  pending  an  application  from  he  railroads  asking  for  a  15  per  cent 
increase  in  rates  applicable  to  commercial  traffic,  accompanied  by  financial  reports 
showing  the  need  tor  increasing  rates. 

The  two  companies  which  have  suffered  most  by  the  war  are  the  Northern  and  the 
Eastern  of  French  railway  systems,  both  of  which  were  at  times  compelled,  in  1915, 
to  partly  suspend  the  whole  of  their  commercial  traffic  to  meet  the  military  require- 
ments of  the  nation.  The  lines  which  have  remained  comparatively  free  for  com- 
mercial traffic  are  operating  under  quite  abnormal  conditions  and  outside  of  tariff 
provisions.  The  receipts  from  military  transports  were  largely  increased,  but  there 
was  a  lane  decrease  in  the  receipt  from  passenger  traffic  and  what  is  called  "slow 
goods  traffic." 

Every  railroad  is  crowded  but  under  the  present  direct  management,  traffic  seems 
to  be  moving  with  regularity  under  Government  supervision. 

Chas.  W.  Nebdham, 

Assistant  Counsel. 

Commissioner  Anderson.  May  I  add  one  thing,  because  it  is  a 
matter  of  some  importance  and  has  been  misinterpreted  very  widely. 
Before  the  House  committee  some  question  arose  as  to  the  effect  of 
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the  Federal  tax  clause  in  section  1.  The  committee  will  remember 
that  it  is  provided  that  Federal  taxes  in  excess  of  those  assessed  in 
the  year  ending  June  30,  1917,  shall  not  be  charged  into  operating 
expenses,  which  leaves  them  to  be  paid  out  of  the  standard  return. 
When  that  matter  arose  in  the  House  committee  some  member  of 
the  committee  said,  in  the  absence  of  this  provision  of  yours  the 
Government  would  be  just  taking  money  out  of  one  pocket  and 
putting  it  into  the  other.  I  said,  in  substance,  "Exactly,  and  in 
order  to  prevent  that  this  provision  has  been  put  into  section  1." 
Nevertheless,  it  has  been  published  all  over  the  country,  so  far  as  I 
am  told,  and  has  become  apparently  the  dominant  view  that  I  said 
at  that  time  the  war  taxes,  assessed  upon  the  railroads,  which  might 
be  as  high  as  ninety  millions,  would  be  paid  by  the  Government 
taking  tne  money  out  of  one  pocket  and  putting  it  into  the  other. 
Even  as  supposedly  accurate  a  publication  as  the  Traffic  World, 
which  has  a  special  interest  in  these  matters,  has  in  its  paper  dated 
January  12  the  following  article. 

Mr.  Anderson  estimated  the  total  at  $90,000,000;  that  is,  the  war  taxes.  "Under 
Government  control,"  he  said,  "that  will  be  merely  the  taking  of  money  from  one 
pocket  and  putting  it  into  the  other." 

I  think  it  should  appear  as  a  matter  of  record  here  that  that  is  the 
exact  reverse  of  what  I  really  said,  and  the  exact  reverse  of  the 
operation  of  the  Federal  tax  clause  in  section  1  of  the  suggested  bill. 

The  Chairman.  Mr.  Robinson,  we  will  take  your  next  witness. 

Mr.  Robinson.  I  will  introduce  Mr.  Charles  E.  Ingersoll,  the  presi- 
dent of  the  Midland  Valley  Railroad. 

STATEMENT  OF  MB.  CHARLES  E.  INGERSOLL,  PRESIDENT  OF 

THE  MIDLAND  VALLET  RAILROAD. 

The  Chairman.  Give  your  full  name,  address,  and  official  connec- 
tion. 

Mr.  Ingersoll.  Charles  E.  Ingersoll,  residing  in  Philadelphia.  I 
am  president  of  the  Midland  Valley  Railroad,  operating  through  Ark- 
ansas, Oklahoma,  and  Kansas. 

In  the  first  place,  Mr.  Chairman,  it  is  needless  to  say  that  the  owners 
of  this  property  are  quite  willing  to  make  any  kind  of  a  donation  to 
the  Government  to  nelp  the  present  serious  condition  of  affairs. 
But  if  it  is  desired  that  an  act  should  be  formed  that  should  con- 
template the  estimation  of  value  before  the  taking  over  by  the  Gov- 
ernment, we  feel  that  we  should  explain  in  a  short  way  our  condition. 
As  the  act  was  originally  introduced  we  do  not  feel  that  a  compensa- 
tion was  provided  for  our  condition. 

We  operate  385  miles  of  railroad.  We  were  incorporated  under  the 
State  oi  Arkansas  and  began  construction  in  1905  from  Fort  Smith, 
Ark.  Our  plan  was  to  serve  a  coal  territory  in  Sebastian  County, 
Ark.,  and  build  in  a  northwesterly  direction.  We  built  from  30  to  50 
miles  of  road  every  year  up  to  1912,  when  we  reached  Wichita,  Kans. 
The  two  terminal  towns,  Fort  Smith  and  Wichita,  are  well  established 
towns,  but  we  have  gone  through  an  intermediate  territory,  much  of 
which  has  not  railroad  facilities,  where  we  think  we  have  been  of 
great  benefit  to  the  public  service.  We  go  through  the  towns  of 
Nelagony,  Muskogee,  Tulsa,  Pawhuska,  Arkansas  City,. then  reaching 
Wichita.    We  are  not  connected  in  any  way  with  any  trunk  line. 
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We  are  entirely  independent.     We  built  in  anticipation  of  what  we 
thought  was  tne  railroad  need  of  that  territory. 

We  have  confidence  in  our  territory  and  we  are  growing  up  with  the 
country.  I  believe  that  if  you  could  have  the  opinion  01  the  commis- 
sions of  Arkansas,  Oklahoma,  and  Kansas,  you  would  learn  that  we 
have  lived  under  the  law;  we  are  trying  to  serve  our  public.  Not 
only  would  the  commissioners,  I  believe,  give  you  that  impression, 
but  the  public  generally  would  say  that  we  are  attending  to  our 
business.  In  the  first  place,  it  is  our  incorporated  obligation  to  serve 
the  public,  and  we  have  been  in  the  railroad  business  for  a  good  many 
years.  We  feel  that  it  is  to  our  interest  to  serve  the  public,  and  we 
are  rather  proud  of  the  success  that  we  have  had  in  serving  the 

?ublic  in  those  very  actively  growing  communities  of  Muskogee  and 
'ulsa,  Pawhuska,  and  other  towns,  where  there  has  been  a  very 
large  oil*  development,  as  you  gentlemen  are  aware,  in  the  last  seven 
or  eight  years. 

The  difficulty  that  we  have  with  the  act,  Mr.  Chairman,  is  that  the 
first  section  does  not  provide  for  a  case  similar  to  our  own.  Under 
the  first  section  of  the  act  our  net  earnings,  our  average  net  earnings 
for  the  year  ending  June  30,  1917,  are  about  $440,000;  our  earnings 
for  the  year  ending  this  calendar  year,  1917 — for  the  year,  not  the 
average — amounted  to  about  $850,000. 

Senator  Pomerene.  You  do  not  mean  by  that  over  and  above 
your  interest? 

Mr.  Inoersoll.  No;  before  interest  was  paid. 

Senator  Kellogg.  Your  net  earnings,  you  mean  ? 

Mr.  Ingersoll.  I  am  talking  of  net  earnings.  The  act  provides  a 
three-year  average,  and  our  net  earnings  under  that  would  be 
$457,000,  while  for  the  year  just  closed  we  earned  $850,000. 

Senator  Kellogg.  What  is  the  reason  for  increasing  so  rapidly  ? 

Mr.  Ingersoll.  The  very  increasing  development  of  conditions  in 
that  territory.  It  is  not  due  to  war  conditions,  particularly,  beyond 
the  fact  that  of  course  war  generally  has  stimulated  the  production 
of  coal  and  the  production  and  use  oi  oil;  but  we  feel  that  we  are  only 
coining  into  a  development  that  we  anticipated  when  we  began  the 
construction  of  our  road,  and  for  seven  or  eight  years  had  a  very 
heavy  burden  of  financial  loss  in  carrying  it. 

Senator  Kellogg.  Can  you  give  those  earnings  for  a  series  of 
years — five  or  six  years? 

Mr.  Ingersoll.  How  is  that,  Senator  ? 

Senator  Kellogg.  Can  you  give  the  net  earnings  for  a  series  of 
live  or  six  years  past  ? 

Mr.  Ingersoll.  I  can ;  yes,  sir.  I  have  the  figures  for  the  year 
ending  June  30,  1917,  610;  June  30,  1917,  452;  1915,  277;  1914, 
248;  1913,  270.     Do  you  desire  any  more  ? 

Senator  Kellogg.  No  ;  that  is  enough. 

Senator  Robinson.  The  figures  that  you  are  giving  there  are,  of 
course,  in  the  thousands.     You  did  not  say  so. 

Mr.  Ingersoll.  I  meant  thousands. 

Senator  Robinson.  The  record  would  not  show  thousands. 

Mr.  Ingersoll.  That  is  what  I  meant,  thousands. 

The  Chairman.  How  long  has  your  road  been  completed  from  your 
terminals  in  Arkansas  to  your  terminals  in  Kan°Hs  ? 

43202—18 41 
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Mr.  Ingersoll.  About  three  years.  My  recollection  is  that  we 
got  into  Wichita  about  1914.  I  think  it  was  1914 — either  1913  or 
1914. 

Senator  Robinson.  What  was  the  rate  of  return  on  vour  invest- 
ment? 

Mr.  Ingersoll.  The  rate  of  return  for  1917  was  3.49  per  cent. 

Senator  Robinson.  Is  that  for  the  calendar  vear  or  the  fiscal  year? 

Mr.  Ingersoll.  I  am  talking  of  the  fiscal  year.  All  these  figures 
are  for  the  fiscal  year. 

Senator  Robinson.  You  gave  one  figure  for  the  calendar  year, 
if  I  am  not  mistaken. 

Mr.  Ingersoll.  That  is  what  I  was  saying  we  are  now  earning. 

Senator  Robinson.  Yes. 

Mr.  Ingersoll.  The  rate  of  return  for  1916  was  2.57  per  cent;  the 
rate  of  return  for  1916  was  1.57  per  cent;  1914,  1.41  per  cent;  1913, 
1.53  percent. 

Senator  Robinson.  What  would  have  been  the  rate  of  return  on 
the  earnings  for  1917,  the  calendar  year? 

Mr.  Ingersoll.  For  the  calendar  year  I  presume  about  4 i  per  cent. 
I  have  not  got  that  figure,  but  I  could  easily,  of  course,  acquire  it. 

Senator  Townsend.  Four  and  a  half  per  cent  ? 

Mr.  Ingersoll.  Four  and  a  half  per  cent,  or  may  be  5. 

Senator  Townsend.  On  your  investment  account  or  stock  ? 

Mr.  Ingersoll.  On  the  investment  account.  Our  bonds  and  stocks 
outstanding  amount  to  about  $17,000,000.  We  can  show  actual 
vouchers  and  payments  made  for  over  $15,000,000. 

Senator  Cummins.  How  much  is  that  per  mile  ? 

Mr.  Ingersoll.  Our  difficulty  is  in  the  first  section ;  as  from  the 
figures  I  have  given  you  we  do  not  feel  that  we  could  come  within  the 
first  section.  The  first  section  would  practically  cut  our  net  earnings 
in  half. 

Senator  Robinson.  Can  you  state  what  the  average  return  would 
be;  what  the  rate  of  return  would  be  for  these  three  years  that  are 
contemplated  in  the  first  section  ? 

Mr.  Ingersoll.  I  think  about  2  per  cent,  sir.  Perhaps  a  little  bit 
more — two  and  a  quarter.  We  do  not  feel  that  it  is  fair  or  reasonable 
that  we  should  be  thrown  into  the  third  section  of  the  act.  We  think 
our  position  should  be  recognized  just  as  those  roads  are  recognized 
who  are  able  to  take  the  three-year  average  in  the  first  section. 

While  Commissioner  Anderson  has  said  that  the  third  section  is  not 
in  the  nature  of  an  appeal,  it  still  constitutes  a  tribunal.  We  did 
not  know  how  that  tribunal  would  act.  Those  roads  which  are  able 
to  take  protection  under  the  first  section  know  exactly  the  measure 
of  their  value.  If  we  go  to  the  third  section,  to  the  tnree  auditors, 
we  do  not  know  where  they  will  find  our  value. 

We  also  feel  that  the  first  section  should  be  somehow  enlarged. 
I  appreciate  it  is  difficult  unless  a  very  great  discretion  is  given  to 
the  President.  You  gentlemen  have  heard  from  a  great  number  of 
these  small  roads,  andeveryone  of  them  is  different  and  has  different 
conditions  connected  with  it,  and  after  studying  the  whole  situa- 
tion thoroughly  and  listening  to  all  that  has  been  said  here  for  the 
last  two  weeira,  I  do  not  see  now  you  are  going  to  enlarge  that  first 
section  unless  you  give  a  very  great  power  to  some  one. 
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Senator  Cummins.  What  is  jrour  annual  interest  charge  I 

Mr.  Ingersoll.  Our  annual  interest  charge  is  about  $250,000,  the 
fixed  charge  about  $300,000,  our  income  charge  about  $500,000  or 
$525,000. 

The  Chairman.  That  would  represent  about  what  rate  on  your 
investment  ? 

Mr.  Ingersoll.  Sir  ? 

The  Chairman.  You  say  that  would  represent  about  what  rate 
on  your  investment  ? 

Mr.  Ingersoll.  I  would  say  roughly  about  4  per  cent,  sir.  Our 
investment  is  in  cash  $15,000,000  and  in  securities  $17,000,000,  and 
it  is  whatever  that  would  work  out  to  be,  sir. 

The  Chairman.  On  your  earnings,  as  you  mentioned  a  moment 
ago,  for  the  three  years,  your  average  earnings  were  about  2,  did 
I  understand  you  to  say  ? 

Mr.  Ingersoll.  Two  and  one-fourth  to  two  and  one-half,  I  think 
I  said,  sir. 

Senator  Pomerene.  You  stated  that  your  stock  and  bonds  aggre- 
gated about  $17,000,0001 

Mr.  Ingersoll.  Yes,  sir. 

Senator  Pomerene.  What  proportion  of  that  is  stock? 

Mr.  Ingersoll.  $8,000,000  is  stock  and  about  $10,000,000  is 
bonds.  Our  capital  stock  and  bonds — the  whole  capitalization — 
is  about  $17,500,000,  I  think,  sir. 

Senator  Pomerene.  What  consideration  was  paid  for  the  stock? 

Mr.  Ingersoll.  This  stock  ?  Why,  practically  80  per  cent  to  par 
for  it. 

Senator  Pomerene.  In  cash  ? 

Mr.  Ingersoll.  Yes,  sir. 

Senator  Pomerene.  And  how  were  the  bonds  sold  ? 

Mr.  Ingersoll.  They  were  sold  subject  to  the  discount,  and  we 
sold  our  bonds  from  90  to  95.  I  should  say  in  that  connection  that, 
of  course,  like  all  railroads,  we  have  had  a  great  deal  of  grief;  like 
new  railroads  we  have  had  a  great  deal  of  grief  and  a  great  deal  of 
trouble.  We  have  had  several  reorganizations,  all,  however, 
voluntarily  made,  and  so,  little  by  little,  the  original  money  that 
has  been  put  in  tne  property,  which  was  expected  to  make  a  profit, 
now  stands  in  its  stock  ownership  practically  at  par.  Do  I  make 
myself  clear  to  you,  sir?  So,  therefore,  we  feel  that  the  first  sec- 
tion of  the  bill  should  be  enlarged  sufficiently  to  take  in  roads  of 
our  character,  and  that  is  our  first  serious  difficulty. 

Senator  Pomerene.  How  has  your  road  been  affected  by  this 
letter  of  the  Director  General  ? 

Mr.  Ingersoll.  I  can  not  say  that  it  has  been  affected  at  all,  so 
far.  Senator. 

Senator  Pomerene.  How  do  you  anticipate  that  it  will  be  ? 

Mr.  Ingersoll.  We  have  all  the  orders,  so  we  anticipate  being 
taken  in. 

Senator  Pomerene.  How  do  you  anticipate  that  it  would  be 
effected  ¥ 

Mr.  Ingersoll.  It  depends  to  what  extent  the  Director  General 
assumes  control  of  the  western  railroads.    The  principal  acuteness 
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of  the  railroad  situation  is  here  in  the  East.    In  our  country  there  is 
no   difficulty  in   the  movement  of   traffic.    Matters   are  moving 
smoothly  from  an  operating  point  of  view. 

Senator  Pomerene.  Then  you  do  not  anticipate  that  there  is  any 
real  reason  why  there  should  be  any  serious  change  in  the  present 
status  ? 

Mr.  Ingersoll.  Senator,  I  do  not,  unless  it  be  that — well,  we  are 
a  cross-line  road  offering  our  traffic  to  the  trunk  lines  that  cross  us. 
Unless  it  be  the  intention  to  extend  the  Federal  control  to  such  an 
extent  that  we  are  not  able  to  get  the  benefit  of  that  competition 
that  we  have  now  with  our  cross  line  trunk  lines. 

Senator  Pomerene.  Tell  us  what  you  think  ought  to  be  done  for 
your  road  in  the  event  that  it  is  taken  over  ana  operated  by  the 
Government  ? 

Mr.  Ingersoll.  We  should  have  some  sort  of  a  guarantee,  it  would 
seem  to  me,  on  the  basis  of  what  we  are  doing,  not  what  we  did  on 
an  average  of  three  years  previous,  when  we  practically  had  no 
history.  We  are  making  our  own  history  on  the  line  of  what  we 
went  into  the  enterprise  to  do. 

Senator  Pomerene.  When  was  this  road  built  t 

Mr.  Ingersoll.  We  were  incorporated  in  1905,  in  Arkansas,  and 
we  started  to  construct  at  that  time,  and  have  built  from  30  to  50 
miles  a  year  up  to  1912  or  1913. 

Senator  Kellogg.  That  is,  you  want  to  be  allowed  to  receive 
what  you  would  naturally  earn,  what  you  expect  to  earn? 

Mr.  Ingersoll.  It  would  seem  that  would  be  reasonable,  Senator. 

The  Chairman.  What  per  cent  of  your  rolling  stock  do  you  own; 
I  mean  of  the  rolling  stock  that  you  use? 

Mr.  Ingersoll.  We  own  about  1,000  coal  cars  and  about  600  box 
cars.  To  answer  your  question  technically,  Mr.  Chairman,  the 
debit  balance  is  about  even  with  us  as  to  car  service.  In  other 
words,  we  are  paid  by  people  who  use  our  cars  about  as  much  as 
they  pay  us. 

Senator  Kellogg.  You  mean  railroads  that  use  your  cars? 

Mr.  Ingersoll.  Railroads. 

Senator  Kellogg.  As  you  pay  them,  you  mean  ? 

Mr.  Ingersoll.  Sir? 

The  Chairman.  As  you  pay  them,  you  mean?  You  j  et  about  as 
much  as  you  pay  out  ? 

Mr.  Ingersoll.  About  the  same;  yes,  sir.  It  will  vary  some  year 
by  year,  but  that  is  what  it  is  now. 

Senator  Cummins.  This  guarantee  in  the  first  section  would  leave 
you  about  $70,000  for  the  interest  on  your  bonds  ? 

Mr.  Ingersoll.  Yes,  sir. 

Commissioner  Anderson.  Mr.  Chairman,  may  I  ask  a  question  at 
this  point? 

Mr.  Ingersoll,  do  you  think  this  provision  added  to  section  1  would 
meet  what  you  think  are  the  necessities  of  your  situation  ? — 

Provided,  however,  That  if  the  President  shall  find  that  the  condition  of  any  carrier 
during  all  or  a  substantial  portion  of  the  period  of  three  years  ended  June  thirtieth, 
nineteen  hundred  and  seventeen,  was,  because  of  nonoperation,  receivership,  or 
other  undeveloped  or  abnormal  condition,  so  exceptional  as  to  make  the  basis  of 
earnings  hereinabove  provided  for  plainly  inapplicable  as  a  fair  test  for  just  com- 
pensation, then  the  President  may  make  with  such  carrier  an  agreement  for  sucb 
amount  as  would  be  just  compensation  as  under  the  circumstances  of  the  particular 
case  he  shall  find  fair  and  consistent  with  the  public  interest. 
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Mr.  Ingersoll.  As  far  as  I  can  understand  that  section  as  suggested 
by  Commissioner  Anderson,  it  would  seem  to  cover  it.  What  we 
want  is  a  class.  We  want  a  class  other  than  the  3-year  average  class. 
Now,  I  take  it  that  is  what  the  commissioner  is  trying  to  cover.  I 
do  Dot  know  whether  it  is  exceptional.  If  you  gentlemen  will  go  over 
the  western  lines,  you  will  be  amazed  at  how  many  western  lines  will 
be  very  seriously  nurt  by  the  3-year  average  class.  Not  only  very 
small  lines,  but  considerable  lines.  They  will  be  very  seriously  hurt 
by  it,  and  I  think  you  will  have  to  admit  that  there  will  be  a  very 
laige  number  of  railroads  thfi^t  will  have  to  either  appeal  from  the 
first  section  or  have  a  class  provided  for,  large  enougn  to  take  them 
in  in  the  first  section. 

The  Chairman.  You  mean  that  class  of  roads,  whether  long  or 
short,  taking  in  the  3-year  period,  would  not  be  given  enough  com- 
pensation to  meot  the  legal  obligations  on  their  securities  or  indebt- 
edness? 

Mr.  Ingersoll.  Yes,  sir;  I  would  go  even  a  step  further  than  legal 
obligations.  I  do  not  understand  that  the  Government  is  under- 
taking to  merelv  keep  these  roads  solvent.  It  is  recognizing  the 
principle  that  they  are  entitled  to  a  value  as  represented  by  their 
investments.  That  investment  may  be  made  in  bonds  or  it  may  be 
in  stock.  There  was  some  gentleman  here  the  other  day  who  had  no 
bonds  on  his  road  at  all.  He  is  just  as  much  entitled  to  consideration 
from  the  United  States  as  a  man  who  is  swamped  with  an  interest 
charge. 

Senator  Cummins.  You  would  be  satisfied  if  there  were  added  to 
the  provision  just  read  by  Mr.  Anderson  something  like  this: 

Provided,  That  the  compensation  shall  not  exceed  the  necessary  operating  income 
for  the  year  nineteen  hundred  and  seventeen. 

Mr.  Ingersoll.  It  seems  to  me  that  is  fair.  Of  course  we  fellows 
who  go  into  building  up  the  country  have  a  speculative  future. 
This  is  not  the  time  or  the  occasion  when  we  can  expect  recognition 
of  that  speculative  interest. 

Senator  Cummins.  You  would  be  satisfied  with  the  compensation 
tested  by  that  income  for  1917? 

Mr.  Ingersoll.  Yes,  sir;  although  I  anticipate  that  our  income 
from  January  1,  1918,  to  June  and  through  all  the  year  will  be 
materially  more  than  for  1917;  but  that,  I  fed,  would  be  a  reasonable 
consideration  in  regard  to  the  situation. 

Senator  Kellogg.  There  are  undoubtedly  some  railroads  in  the 
United  States  just  completed  as  to  which  it  would  be  unfair  to  take 
1917. 

Mr.  Ingersoll.  I  think  there  is  no  question  about  that,  Senator. 

Senator  Kellogg.  The  clause  just  read  by  Mr.  Anderson  in  effect 
leaves  the  whole  thing  as  to  every  railroad  up  to  the  President. 

Mr.  Ingersoll.  If  the  clause  says  that;  yes,  sir. 

Senator  Kellogg.  He  is  the  judge  of  the  exigencies  and  the 
peculiar  conditions  which  takes  a"  road  out  of  what  he  calls  the 
standard.  Why  not  then  just  either  confer  upon  the  President  or  a 
commission  the  power  to  find  what  is  a  reasonable  compensation  and 
guarantee  it. 

Senator  Townsend.  For  each  road  ? 

Senator  Kellogg.  Yes. 
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Mr.  Ingersoll.  I  can  not  offer  any  objection  to  that.  I  think  it 
really  comes  to  that.  Of  course,  it  is  a  vast  power  to  put  into  the 
hands  of  the  President  or  a  commission,  but  it  practically  comes  to 
that. 

A  further  difficulty  that  we  have  is  presented  in  section  3.  This 
is  in  the  nature  of  an  appeal.  It  is  a  provision  to  take  care  of  those 
classes  of  cases  that  can  not  properly  be  protected  by  section  1. 
We  feel  that  the  appeal  should  be  made,  in  the  first  instance,  to  an 
independent  body.  That  body  should  be  represented  by  the  Inter- 
state Commerce  Commission,  because  ajl  the  figures  are  in  their  posses- 
sion, but  the  tie  of  the  situation  or  the  balance  of  the  situation,  as  to 
what  these  people  are  entitled  to  receive  and  what  these  railroads  are 
entitled  to  receive  for  the  use  of  property,  is  not  necessarily  in  the 

gossession  of  the  Interstate  Commerce  Commission.  The  Interstate 
ommerce  Commission  should  distinctly  have  one  representative  on 
that  body.  It  would  occur  to  me  that  a  fair  additional  representative 
would  be  a  judge  of  the  Circuit  Court  of  the  United  States,  and  the 
representative  should  be  a  business  man  or  a  man  appointed  by  the 
third  carrier  whose  property  is  under  consideration. 

I  like  the  idea,  it  I  may  be  permitted  to  say  so,  of  the  United 
States  judge.  He  is  above  local  influence.  He  is  outside  of  politics. 
He  is  in  the  habit  of  determining  and  weighing  evidence  of  people  and 
determining  values.  I  think  that  would  be  a  fair  tribunal  and  a 
fairer  tribunal  than  to  have  it  entirely  in  the  control  of  the  Interstate 
Commerce  Commission.  In  saying  that,  I  do  not  desire  in  any  way 
to  critise  the  Interstate  Commerce  Commission.  Much  of  the  work 
of  the  Interstate  Commerce  Commission,  as  I  see  it,  for  the  railroads, 
has  been  of  infinite  value.  I  do  not  believe  there  is  a  railroad  man 
who  would  like  to  go  back  to  the  old  system.  Our  difficulty  is  that 
the  Interstate  Commerce  Commission  does  not  always  have  the 
courage,  if  I  may  use  the  expression,  to  put  into  effect  the  orders  that 
they  feel  and  that  they  have  said  are  necessary. 

The  Interstate  Commerce  Commission  has  said  for  the  last  18 
months  that  the  carriers  must  have  more  revenue.  Largely  they 
have  not  been  in  the  habit  of  putting  that  expression  of  opinion  in 
effect.  Under  the  law,  they  are  the  authority  that  must  give  the 
increase. 

Senator  Kellogg.  In  effect,  the  Interstate  Commerce  Commission 
has  said  that  the  railroads  must  have  more  revenue,  and  therefore  the 
Government  had  better  take  them  over,  because  we  do  not  want  to 
give  them  the  revenue.     That  is  about  the  size  of  it,  is  it  not? 

The  Chairman.  Are  there  any  further  questions?  Mr.  Ingersoll, 
is  there  any  other  phase  of  the  bill  which  you  desire  to  discuss  ? 

Mr.  Ingersoll.  No,  sir. 

Mr.  Robinson.  Mr.  Chairman,  may  I  ask  the  witness  a  question 
with  reference  to  the  amendment  suggested  by  Mr.  Commissioner 
Anderson  ? 

The  Chairman.  Yes.  * 

Mr.  Robinson.  Mr.  Anderson  read  the  amendment  and  the  witness 
said  he  thought  that  would  be  agreeable.  I  want  to  ask  him  whether 
he  understood  that  amendment  to  be  effective  only  in  the  event  of 
an  agreement,  and  if  not,  his  road  would  then  be  left  without  any 
return  pending  an  adjudication  in  some  form.  Do  you  understand 
that,  Mr.  Ingersoll? 
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Mr.  Ingersoll.  I  understand  that  feature,  Mr.  Robinson.  As  I 
said  before,  I  think  this  is  a  great  power,  but  it  must  be  put  some- 
where and  I  believe  the  best  place  to  put  it  is  with  the  President.  I 
do  not  believe  an  act  can  be  framed  that  is  going  to  take  care  of  all 
the  individual  cases  of  the  railroads.  That  power  must  be  put  some- 
where. Of  course,  I  do  not  know  that  I  understand  fully  all  the 
features  of  Mr.  Anderson's  suggested  amendment. 

The  Chairman.  You  seem  to  have  grasped  it  pretty  fairly. 

If  there  are  no  other  questions,  we  will  excuse  you,  Mr.  Ingersoll. 

Mr.  Robinson.  Mr.  Chairman,  I  would  like  to  introduce  Mr.  W.  L. 
Luce,  president  of  the  Electric  Short  Line  Railroad.  It  is  electric 
in  name  only.  It  operates  a  steam  road,  but  has  the  word  " Electric" 
in  its  title. 

STATEMENT  OF  MB.  W.  L.  LUGE,  OF  MHOTEAP0LIS. 

The  Chairman.  What  road  do  you  represent  ? 

Mr.  Luce.  I  represent  the  Electric  Snort  Line  Terminal  Co.  The 
Terminal  Co.  has  about  12  miles  of  track,  a  passenger  station,  a 
depot,  and  freight  house.     It  has  been  in  operation  about  three  years. 

Senator  Townsend.  What  is  the  name  of  it  ? 

Mr.  Luce.  The  Electric  Short  Line  Railroad  Co. — Terminal  Co. 
It  represents  an  investment  of  about  two  and  a  half  million.  We 
have  a  railroad  that  was  completed — or  a  certain  part  of  the  con- 
struction was  completed — about  three  years  ago.  That  operates 
from  Minneapolis  to  Hutchinson.  It  is  the  shortest  route  between 
the  two  points.  The  Great  Northern  on  the  north  and  the  Milwaukee 
on  the  south  reach  the  same  two  points.  It  is  the  end  of  the  three 
roads.  We  have  about  75  miles  of  right  of  way  deeded  and  about 
$100,000  investment  in  grading  and  supplies. 

The  road  during  its  construction  period  has  about  been  self- 
sustaining.  ^  Its  operating  income  and  expenses  have  about  balanced. 

We  have  joint  arrangements  with  the  nine  roads  that  enter  Minne- 
apolis. Seven  of  those  roads  do  not  reach  Hutchinson,  and  we  receive 
a  fair  proportion  of  the  business.  If  the  seven  roads  are  taken  over 
by  the  Government  and  our  road  is  not  taken  over,  we  need  not 
look  for  business  in  that  direction,  notwithstanding  we  are  the  short 
line  between  those  two  points. 

Senator  Pomerene.  Why  ? 

Mr.  Luce.  Because  it  would  not  be  natural  to  switch  it  off  another 
road.  It  is  all  one  family,  and  it  would  naturally  go  one  way.  It 
would  go  over  the  Government  railroad. 

Senator  Pomerene.  Do  you  mean  to  say  that  the  freight  you  now 
get  is  shipped  by  an  unnatural  route  1 

Mr.  Luce.  On,  no,  sir.  Suppose  the  Burlington  and  the  Rock 
Island  or  any  oi  the  large  railroads  that  haul  coal  or  other  com- 
modities going  to  Hutchinson,  Minn.,  would  deliver  to  us.  We  could 
take  it  to  Hutchinson  as  well  as  they  could  and  deliver  to  the  Great 
Northern  Road;  but  all  the  large  roads  belonging  to  one  power 
they  would  naturally  take  the  business  away  and  turn  it  over  to  them 
unless  we  were  under  Government  ownership  or  control. 

The  Chairman.  Do  I  understand  you  to  say  that  your  road  is  the 
shortest  line  ? 
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Mr.  Luce.  Yes,  sir.  It  is  a  mile  shorter  than  the  Great  Northern 
and  15  miles  shorter  than  the  Milwaukee.  Our  road  has  had  a  nice 
business.  The  moving  spirit  in  the  road  was  called  away  to  war— 
my  only  son — and  the  financial  conditions  have  been  such  that  we 
have  not  made  any  progress  for  about  a  year  and  a  half  in  the  way 
of  building  the  road.  We  own  about  300  cars  and  8  engines.  The 
railroad  of  60  miles  has  a  debt  of  $15,000  a  mile  against  it. 

Senator  Robinson.  How  many  miles  of  the  line  ? 

Mr.  Luce.  Sixty. 

Senator  Robinson.  All  completed? 

Mr.  Luce.  Yes,  sir.  Then  there  is  75  miles  of  the  right  of  way  on 
which  there  has  been  $100,000  spent  in  grading  and  supplies. 

Senator  Robinson.  The  total  length  of  your  line  projected  is  about 
135  miles  ? 

Mr.  Luce.  About  600  miles. 

Senator  Robinson.  Six  hundred  miles  ? 

Mr.  Luce.  Yes,  sir.  We  have  been  surveying  and  have  acquired 
a  considerable  right  of  way;  but  as  to  the  75  miles  due  west  of  where 
we  are  now  the  right  of  way  has  been  deeded. 

Senator  Robinson.  When  did  you  begin  to  build  the  road  ? 

Mr.  Luce.  We  commenced  buying  terminal  property  about  eight 
years  ago. 

Senator  Robinson.  How  long  since  you  discontinued  active  con- 
struction ? 

Mr.  Luce.  Last  year  was  the  first  year  we  actually  stopped.  We 
did  make  about  $50,000  worth  of  betterments,  but  no  construction. 

The  Chairman.  How  long  have  you  been  in  actual  operation  t 

Mr.  Luce.  Three  years. 

Senator  Robinson.  What  were  your  earnings  for  these  years? 

Mr.  Luce.  A  hundred  and  ten,  a  hundred  and  twenty,  and  a  hun- 
dred and  forty. 

Senator  Kellogg.  You  mean  thousands  ? 

Mr.  Luce.  Yes,  sir;  thousands. 

Senator  Kellogg.  That  is,  in  the  three  years  ? 

Mr.  Luce.  Each  year;  yes,  sir.  Our  last  year's  income  was  about 
15  per  cent  more  than  the  gross  income  the  year  previous,  and  our 
expenses  were  about  30per  cent  higher. 

Senator  Robinson.  Tnese  figures  you  have  quoted  represent  the 
net? 

Mr.  Luce.  Gross. 

Senator  Kellogg.  You  did  not  have  any  net  ? 

Mr.  Luce.  No,  sir;  that  is  a  remarkable  showing  for  a  road  during 
its  period  of  construction. 

{Senator  Kellogg.  You  mean  that  it  did  not  pay  any  interest  on 
its  bonds  ? 

Mr.  Luce.  No,  sir. 

Senator  Kellogg.  Col.  Luce  was  the  man  who  built  the  road? 

Mr.  Luce.  Yes,  sir. 

Senator  Kellogg.  Referring  to  this  matter  of  the  Government 
taking  over  the  lines  and  injuring  you:  What  you  have  in  mind  is 
this.     The  Northwestern  does  not  go  to  Hutchinson. 

Mr.  Luce.  No,  sir. 

Senator  Kellogg.  If  the  Northwestern  delivered  coal  at  Minne- 
apolis it  would  naturally  deliver  it  to  another  Government  road  ? 
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Mr.  Luce.  Yes,  sir. 

Senator  Kellogg.  Just  the  same  as  though  the  roads  were  con- 
solidated 1 

Mr.  Luce.  Yes,  sir. 

Senator  Kellogg.  But  if  they  were  not  consolidated,  and  the 
Government  did  not  operate  them,  you  would  have  a  chance. 

Mr.  Luce.  An  equal  show  with  the  other  roads.  It  really  works 
stronger  than  that.  Patriotism  is  pretty  high  in  our  State.  If  the 
road  is  Government  owned  the  people  will  travel  in  preference  over 
that  Government-owned  road  and  we  are  handicapped  in  that  way. 
While  our  case  differs  a  little  from  other  roads,  I  think  there  are  a 
great  number  of  them  that  will  be  affected  if  the  Government  does 
not  take  them  over.  It  will  mean  that  about  three-quarters  of  those 
roads  will  have  to  go  into  the  hands  of  receivers,  in  my  opinion. 

Senator  Kellogg.  You  exchange  freight  cars  with  those  other 
roads  f 

Mr.  Luce.  Yes,  sir.  Our  exchange  amounts  to  about  $600  a 
month. 

Senator  Kellogg.  You  have  more  than  your  share  of  equipment? 

Mr.  Luce.  We  have  more  than  we  need.  Had  we  constructed  as 
many  miles  as  we  anticipated  we  would  have  needed  all  our  equip- 
ment. 

Now  if  the  larger  roads — the  long  roads — are  taken  over  by  the 
Government,  the  smaller  roads  are,  to  a  certain  extent,  whipped,  in 
that  the  big  ones  are  better  able  to  get  increases.  They  have  power, 
money,  and  time  to  make  moves  which  are  usually  successful. 

Senator  Kellogg.  They  have  not  been  very  successful. 

Mr.  Luce.  Not  lately;  \heg  your  pardon.  If  I  am  correct  in  my 
statement,  the  Pennsylvania  ahout  two  years  ago,  or  three  years  ago, 
was  earning  net  over  operating  expenses  $5,000,000  a  month.  I 
speak  of  that  because  it  is  recognized  as  a  standard  road  of  the  United 
States.  About  July,  August,  and  September  they  were  earning 
only  a  net  of  $1,000,000  a  month.  During  the  month  of  January  1 
doubt  if  they  have  earned  much  over  their  fixed  charges.  The  high 
cost  of  everything  has  applied  to  that  road  as  well  as  others,  and  I 
think  that  is  the  condition  of  all  the  roads  of  the  United  States.  The 
small  road  needs  a  helping  hand  or  a  protecting  hand  in  this  particular 
situation  more  than  tne  larger  roads. 

Directly  west  of  Hutchinson  is  40  miles  to  another  road.  It  is  that 
way  for  100  miles.  There  are  great  farms  along  that  stretch  of  land. 
We  have  hogs,  cattle,  grain,  farm  products,  and  we  bring  in  a  carload 
of  milk  to  the  city  of  Minneapolis.  However,  under  the  conditions  as 
I  see  them  we  will  be  whipped. 

Senator  Kellogg.  You  serve  mainly  an  agricultural  community  ? 

Mr.  Luce.  Yes,  sir.  As  a  war  measure  1  think  what  we  are  pro- 
ducing is  as  necessary  as  the  things  that  you  draw  out  of  Pittsburgh 
or  elsewhere. 

I  feel  that  if  the  Government  should  take  them  over  they  should 
be  allowed  compensation  sufficient  to  let  them  live.  I  mean  these 
new  roads.  I  do  not  believe  in  being  particularly  liberal,  but  I  do 
believe  in  seeing  that  they  receive  enough  to  pay  their  help  and  the 
interest  on  the  bonds,  if  the  bonds  were  legitimate  obligations  or 
were  bonds  that  were  sold  at  par  and  were  considered  worth  par  at 
the  time  they  were  sold. 
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Senator  Pomerene.  Assuming  a  road  never  earns  enough  to  pay 
any  dividends  or  interest  on  its  bonded  debt,  and  that,  in  your  judg- 
ment, never  should  have  been  built,  what  do  you  think  the  Govern- 
ment should  do  with  a  road  of  that  kind  ? 

Mr.  Luce.  Many  roads  that  to-day  they  would  say  never  should 
have  been  built  may  turn  out  to  be  all  right.  We  all  know  the 
history  of  the  Flagler  road.  That  was  a  road  that  everybody  thought 
would  not  be  a  success.  It  was  like  throwing  money  away,  but  now 
it  stands  in  earning  power  with  the  other  large  roads.  It  went  for 
10  or  15  years  as  a  losing  investment.  All  our  big  roads,  or  most 
of  them,  are  roads  that  were  built  up  from  a  number  of  small  invest- 
ments. Two-thirds  of  them,  it  is  safe  to  say,  looked  like  poor  invest- 
ments. 

Senator  Pomerene.  That  is  true  in  that  particular  instance,  but 
there  are  a  large  number  of  roads  in  this  country  that  were  built  by 
promoters  who  knew  more  about  getting  money  out  of  communities 
than  they  did  about  the  railroads  themselves.  Now,  how  are  you 
going  to  deal  with  roads  of  that  kind,  and  what  should  be  done  with 
them? 

Mr.  Luce.  If  the  Government  takes  hold  of  them  and  the  roads 
are  not  wanted,  tear  them  up  and  scrap  them.  Use  these  rails  where 
the  Government  needs  them  or  where  rails  are  wanted. 

The  Chairman.  Do  you  know  any  considerable  number  of  roads— 
you  need  not  mention  their  names,  of  course — that,  in  your  judg- 
ment, were  unnecessary  ? 

Mr.  Luce.  No,  sir;  I  do  not.  I  know  of  roads  that  I  knew  were 
poor  investments,  but  I  would  not  say  that  they  did  not  serve  the 
community  and  the  community  wanted  them  in  many  cases,  and 
paid  for  them,  or  paid  liberally  toward  their  construction. 

Senator  Robinson.  Would  the  amendment  to  section  1  suggested 
by  Mr.  Anderson,  in  your  judgment,  meet  the  requirements  of  the 
conditions  that  affect  your  road  ? 

Mr.  Luce.  I  am  not  prepared  to  sav.  Any  law  that  would  take 
over  the  small  road  and  treat  it  as  fairly  as  the  big  road  ought  to  be 
satisfactory,  and  in  our  case  is  absolutely  satisfactory.  Take  our 
property,  and  never  mind  the  several  millions  that  we  have  invested 
in  it;  just  take  care  of  the  road  until  the  war  is  over,  and  then  the 
road  will  work  out  its  own  destiny  very  satisfactorily. 

Commissioner  Anderson.  Mr.  Chairman,  may  1  suggest,  in  con- 
nection with  Senator  Kellogg's  question,  that  it  may  be  well  to 
clear  up  the  record  at  this  time  on  the  point  to  which  this  question 
has  reference  ? 

The  Senator's  question  would  seem  to  indicate  that  the  Interstate 
Commerce  Commission  had  refused  of  late  practically  all  increases 
to  the  railroads.  It  is  conceivable  that  this  committee  may  be  asked 
to  frame  legislation  upon  the  theory  that  the  roads  have  been  kept 
in  a  state  oi  starvation. 

Senator  Kellogg.  I  might  suggest  that  I  will  withdraw  the  remark. 
It  may  be  stricken  out. 

Commissioner  Anderson.  I  have  no  objection  to  disposing  of  it  in 
that  way,  but  I  was  a  little  fearful  that  the  common  current  report, 
as  it  has  cropped  out  here  several  times,  might  affect  the  committee. 
I  thought  the  committee  might  be  affected  by  the  repeated  statement 
that  the  roads  were  "in  a  state  of  starvation/ '  ana  I  thought  that  a 
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statement  of  about  four  sentences  to  clear  up  the  situation  might  be 
material  at  this  point. 

The  Chairman.  Since  the  matter  has  been  mentioned,  you  may 
make  your  statement  to  clear  up  the  record 

Commissioner  Anderson.  I  want  to  say  only  a  few  words.  It  is  a 
fact,  as  I  think  I  have  stated  before,  that  as  I  was  not  a  member  of 
the  commission  until  three  months  ago,  and  there  is  no  personal 
tenderness  on  my  part  as  to  any  criticisms  as  to  what  the  commission 
mav  have  done  or  not  done. 

T  had  read  the  current  reports,  but  when  I  came  here  three  months 
ago  I  got  into  close  quarters  with  the  real  facts,  and  not  the  published 
facts — and  there  is  quite  a  distinction — I  was  astonished  to  find  what 
the  actual  treatment  of  the  roads  had  been.  I  was  astonished  to  find 
that  the  Interstate  Commerce  Commission,  in  last  June,  in  the  Fifteen 
Per  Cent  Case,  had  granted  increases  in  the  Eastern  district  amounting 
to  almost  $100,000,000  and  that  they  had  denied  further  increases 
in  rates  in  the  eastern  district  estimatea  to  amount  to  only  $57,000,000. 
In  other  words,  substantially  two-thirds  of  the  increases  sought  last 
spring,  were,  as  to  the  eastern  district,  granted. 

It  is  also  true  that  up  to  June  30  of  this  last  year,  and  I  think  it  is 
true  up  to  September  30 — I  stand  on  the  statement  up  to  June  30 — 
the  railroads  of  this  country  that  have  intrinsic  merit  and  had  not 
been  ruined  by  mismanagement  were  never  in  such  a  state  of  pros- 
perity as  to  net  return,  as  to  money  available  for  interest,  dividends, 
and  surplus  as  they  have  been  during  the  two  years  past. 

The  railroads  of  the  country,  instead  of  having  been  starved  for 
the  past  two  years,  are  in  a  state  of  richness  never  dreamed  of  until 
within  the  past  two  or  three  years;  and  the  Interstate  Commerce 
Commission,  in  the  light  of  the  absolutely  demonstrated  fact,  would 
not  have  been  warranted  in  granting  larger  increases  than  it  has 
granted. 

Senator  Underwood.  I  would  like  to  ask  a  question  at  this  point. 
The  last  witness  referred  to  the  Pennsylvania  Railroad  and  said  that 
they  had  earned  $5,000,000  a  month  and  that  had  fallen  off  to 
$1,000,000.  That  was  an  astonishing  statement.  I  do  not  mean  to 
say  that  it  is  not  true,  but  I  was  surprised  to  hear  the  statement 
made.     During  what  period  were  they  earning  $5,000,000  ? 

Commissioner  Anderson.  I  am  unable  to  state  the  figures  as  to 
the  Pennsylvania.  1  looked  at  the  figures  for  the  38  roads  when  I 
was  examining  the  evidence  in  the  Fifteen  Per  Cent  Case,  and 
I  remember  that  these  38  roads,  I  think  in  the  year  .ending  June  30 
last,  paid  close  to  $125,000,000  dividends  and  put  about  a  like 
amount  in  surplus.  The  roads  have,  during  the  five  months,  had  a 
tremendous  drop.  There  have  been,  of  course,  very  unusual  condi- 
tions that  have  arisen  in  the  past  three  or  four  months.  The  com- 
mission was  plainly  required  to  consider  the  possibility  of  the  necessity 
of  imposing  further  rate  increases  in  order  to  meet  these  most 
extraordinary  war  conditions — fuel  conditions,  material  prices,  etc, 
and  so  on,  wnich  were  never  dreamed  of  until  this  present  war. 

Senator  Underwood.  The  statement  then  about  the  falling  off 
of  the  earnings  of  the  Pennsylvania  Railroad  is  substantially  correct  ? 

Commissioner  Anderson.  I  can  neither  verify  it  nor  deny  it  as* to 
the  past  four  or  five  months,  but  I  can  get  you  the  figures,  if  you 
desire  them. 
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Senator  Underwood.  The  status  of  the  roads  has  changed  accord- 
ing to  your  idea  in  the  last  two  or  three  months  ? 

Commissioner  Anderson.  Yes,  sir;  as  to  net  earnings,  tremendously. 

Senator  Underwood. — You  think  that  is  due  to  the  war  conditions 
and  weather  conditions — both  ? 

Commissioner  Anderson.  Both. 

Senator  Underwood.  These  conditions  do  not  in  any  way  affect, 
however,  the  standard  return  that  is  provided  for  in  this  bill  ? 

Commissioner  Anderson.  No,  sir. 

Senator  Kellogg.  Do  I  understand  you  to  say  that  in  the  last 
five  months,  since  July,  their  operating  expenses  have  increased 
enormously  ? 

Commissioner  Anderson.  Since  September. 

Senator  Kellogg.  Since  September  ? 

Commissioner  Anderson,  i  es,  sir.  They  had  already  increased 
somewhat  before  that.  I  will  have  the  figures  up  here  if  you  think 
thev  are  material. 

Senator  Kellogg.  And  the  net  is  going  down  very  rapidly  ? 

Commissioner  Anderson.  That  is  true. 

Senator  Kellogg.  That  could  not  be  met  in  any  way  except  by 
an  increase  in  rates  ? 

Commissioner  Anderson.  I  am  not  sure  of  that. 

Senator  Kellogg.  Do  you  know  of  any  other  way  ? 

Commissioner  Anderson.  I  am  not  sure.  I  hope  and  expect  that 
the  coordination  going  on  under  Federal  control  will,  when  we  get 
thawed  out,  cut  off  a  lot  of  expenses  which  have  been  overwhelming 
in  proportion  to  what  they  should  have  been  in  moving  a  like 
amount  of  traffic. 

Senator  Kellogg.  Have  you  got  the  figures  of  the  railroads  for 
the  last  three  months  ? 

Commissioner  Anderson.  This  is  for  the  month  of  October.  I 
have  not  got  the  November  figures. 

Senator  Kellogg.  Can  you  give  them  for  October,  November, 
and  December  ? 

Commissioner  Anderson.  I  can  not  get  them  for  December  yet. 
We  can  give  them  up  to  the  end  of  October  and  some  preliminary 
figures  for  November. 

The  Chairman.  Are  you  speaking  now  of  the  eastern  division  ? 

Commissioner  Anderson.  Of  all  tne  large  roads.  The  small  roads 
come  in  later.  You  can  get  substantially  complete  figures  about 
the  20th  of  the  month. 

The  Chairman.  Can  you  get  them  in  convenient  tables,  showing 
the  increases  allowed  ?  Can  you  show  the  increases  that  had  been 
allowed  aggregating  something  like  several  hundreds  of  millions 
of  dollars. 

Commissioner  Anderson.  There  was  $100,000,000  allowed  in  the 
June  decision  of  the  commission  in  the  eastern  district. 

The  Chairman.  Have  you  any  tables  in  such  form  as  to  be  available 
for  the  committee  showing  those  increases  and  where  they  were 
allowed  ? 

Commissioner  Anderson.  You  could  not  tabulate  that;  it  is  a 
very  complicated  process.  But  I  remember  asking  counsel  for  the 
Pennsylvania  Railroad  what  the  results  were  during  the  hearing  and 
he  stated,  in  substance,  that  they  estimated  in  that  the  increases 
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granted  amounted  to  about  $97,000,000  or  $100,000,000.  (They 
became  applicable  at  somewhat  different  dates  along  through  the 
summer).  That  the  proposed  increase  then  under  consideration 
amounted  to  about  $57,000,000.  So  that  the  increase  granted  last 
June  was  a  little  less  than  two-thirds  of  the  amount  thought  to  be 
involved  in  the  15-per-cent  application.  That  name  is  really  a  mis- 
nomer. It  is  a  convenient  phrase  applied  to  a  rate  increase  supposed 
to  give  about  15  per  cent  advance  on  a  large  part  of  the  freight  traffic. 

Senator  Cummins.  Inasmuch  as  it  is  proposed  to  relieve  the  aril- 
roads  of  all  the  effect  of  all  conditions  arising  after  June  30,  wherein 
is  it  material  ? 

Commissioner  Anderson.  I  do  not  think  it  is  material  except  in 
this  particular:  There  has  been  an  attempt  to  make  the  committee 
generally  believe  that  the  Government  has  treated  the  roads  with  a 
starvation  diet,  and  that  therefore  there  should  be  now  some  radical 
change  in  the  Government's  attitude  toward  the  roads;  that  they 
are  in  the  position  of  ill-treated  children  who  have  a  right  to  have 
something  done  for  them.  I  want  the  roads  treated  fairly,  too.  I 
have  gone  as  far  as  any  man  in  seeing  that  the  dollar  put  into  the 
public  service  is  treated  as  fairly  as  the  soldier  or  the  man  in  the 
public  service.  I  am  stating  these  facts  in  order  to  prevent  a  misap- 
prehension of  the  facts. 

Senator  Kellogg.  I  did  not  intend  to  intimate  that  there  has 
been  no  rate  increases  at  all.  I  simply  asked  the  witness  if  he  under- 
stood the  remedy  had  been  to  turn  the  railroads  over  to  the  Govern- 
ment. Unification  is  what  you  think  would  bring  about  a  better 
operation  and  perhaps  economies  \ 

Commissioner  Anderson.  I  think  it  would  bring  about  better 
operation  and  perhaps  economies,  but  I  venture  no  judgment,  and  I 
venture  no  prophesy  as  to  whether  rate  increases  are  or  are  not 
going  to  be  round  necessary  or  would  or  would  not  have  been  neces- 
sary if  we  had  continued  another  three  months  under  private  control. 

Senator  Kellogg.  You  can  not  prophesy  whether  unification  will 
reduce  the  cost  of  operation  ? 

Commissioner  Anderson.  I  have  a  lively  hope  that  it  will.  I 
think  that  is  going  to  be  the  natural  result. 

Senator  Kellogg.  You  think  the  unification  of  the  roads  is  going 
to  make  them  more  effective  in  moving  traffic  ? 

Commissioner  Anderson.  During  this  period  of  stress. 

Senator  Kellogg.  This  unification  was  prevented  by  the  laws  of 
the  States  ? 

Commissioner  Anderson.  Yes,  sir. 

Senator  Kellogg.  You  think  they  should  have  been  repealed  ? 

Commissioner  Anderson.  I  think  the  policy  should  have  been 
changed  lOvears  ago. 

Senator  Kellogg.  That  policy  could  have  been  changed  without 
the  Government  taking  over  the  railroads  ? 

Commissioner  Anderson.  I  considered  it  with  great  care  for  a 
month  before  I  took  any  position  as  to  whether  it  was  safe  to 
through  the  winter  without  asking  Congress,  which  would  not 
able  to  do  anything  until  January,  to  change  radically  the  railroad 
policy. 

Senator  Kellogg.  There  was  a  congestion  of  traffic  and  rising 
costs  during  all  of  last  winter,  were  there  not  ? 
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Commissioner  Anderson.  Yes,  sir,  and  I  reported  to  a  member  of 
the  Department  of  Justice  that  we  were  in  critical  danger. 

Senator  Kellogg.  And  all  last  summer? 

Commissioner  Anderson.  Yes,  sir. 

Senator  Kellogg.  There  was  no  suggestion  made  of  permitting 
the  railroads  to  operate  as  a  unit,  was  there  ? 

Commissioner  Anderson.  By  whom? 

Senator  Kellogg.  By  the  Interstate  Commerce  Commission. 

Commissioner  Anderson.  I  do  not  know,  sir.  I  was  not  a  member 
until  October,  1917. 

Senator  Kellogg.  That  could  have  been  accomplished  by  an  act  of 
Congress,  permitting  the  railroads  to  operate  as  a  unit  during  the 
war  or  permanently  if  Congress  thought  best  to  interchange  equip- 
ment, to  route  freight  over  lines  least  congested,  and,  if  necessary, 
that  the  Government  should  have  an  agent  to  enforce  that  operation '. 

Commissioner  Anderson.  Yes,  sir.  There  might  have  been  legis- 
lation passed  the  last  year  that  I  think  would  have  tremendously 
benefited  the  country.  . 

Senator  Kellogg.  And  then  the  rise  of  cost,  if  there  were  such, 
which  made  it  more  necessary  to  operate  the  railroads,  could  have 
been  taken  care  of  by  reasonable  increase  of  rates? 

Commissioner  Anderson.  None  have  been  demonstrated  neces- 
sary beyond  those  that  were  granted  up  to  September  or  October. 

Senator  Kellogg.  After  September  and  OctoDer,  that  could  have 
been  taken  care  of? 

Commissioner  Anderson.  Yes;  that  could  have  been  done.  That 
would  have  been  quite  a  feasible  policy.  To  your  general  line  of 
questions  I  say  "yes/'  as  a  very  conceivable  policy  that  might  have 
been  adopted  a  year  ago. 

Senator  Kellogg.  In  your  opinion,  would  that  not  have  been 
better  than  to  take  over  all  the  railroads  under  Government  operation ! 

Commissioner  Anderson.  I  do  not  think  I  have  any  settled  judg- 
ment on  that  point.  I  do  not  know  how  this  experiment  is  coming 
out.  The  only  thing  I  know  is  that  when  I  saw  the  real  situation, 
or  thought  I  saw  it  about  two  months  ago,  I  saw  no  alternative  except 
for  the  Executive,  and  for  the  Interstate  Commerce  Commission,  so 
far  as  it  had  advisory  power,  to  act  under  the  legislation  which  the 
Congress  had  enacted,  and  not  wait  until  this  critical  winter  war 
season  to  ask  Congress  to  pass  new  legislation. 

The  Chairman.  Mr.  Anderson,  it  is  a  fact  that  we  have  taken  the 
roads  over? 

Commissioner  Anderson.  Yes,  sir. 

The  Chairman.  And  this  committee  is  addressing  itself  to  what 
we  are  going  to  do  under  an  absolute  fact  and  not  a  theory? 

Commissioner  Anderson.  That  is  true. 

The  Chairman.  We  have  10  minutes  before  the  hour  for  recess. 
Mr.  Robinson,  haveyou  any  other  witness  that  you  desire  to  examine ! 

Mr.  Robinson.  I  have  two  witnesses  yet.  We  have  presented 
only  two  this  morning. 

The  Chairman.  We  will  hear  your  next  witness. 

Mr.  Thom.  Mr.  Chairman,  I  desire  to  express  regret  that  this 
matter  which  has  now  been  interjected  into  this  case  has  arisen.  It 
does  not  seem  to  me  that  the  committee  of  Congress  is  helped  by 
bringing  in  a  subject  about  which  there  is  acute  difference  of  opinion. 
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I  have  attempted  to  take  up  as  little  time  of  this  committee,  and  of 
the  committee  of  the  House,  as  possible  in  presenting  the  case  of 
these  railroads.  By  "  these  railroads/'  I  mean  railroads  of  Class  I, 
so  far  as  we  represent  them.  You  will  understand  that  our  prop- 
erties have  been  taken.  We  get  no  compensation  until  this  bill  is 
passed.  There  is  no  certainty  as  to  what  compensation  will  be  offered 
us  until  this  bill  is  passed.  Therefore,  outside  of  any  concern  that 
I  have  for  conditions  in  the  country  at  large,  and  my  concern  is 
very  great  in  that  matter,  I  have  every  inducement  to  hurry  to  a 
conclusion  and  not  to  impede  the  matter  by  unnecessary  issues. 

It  is  with  that  view  that  I  have  taken  so  little  part  in  what  has  been 
going  on.  I  want  to  get  an  early  conclusion.  I  believe  that  that  is 
necessary,  not  only  for  the  railroads,  but  for  the  safety  and  security 
of  the  financial  structure  of  this  country. 

I  do  not  believe  that  a  long  period  of  uncertainty  can  be  faced 
without  the  gravest  apprehension  as  to  what  is  going  to  occur,  and 
therefore  that  every  man  who  has  concern  for  the  future  of  the 
country  and  its  success  in  this  war  must  do  what  in  him  lies  to  hurry 
this  matter  to  a  final  and  definite  conclusion. 

As  to  this  matter  which  has  been  introduced,  and  as  to  which  there 
is  an  acute  difference  of  opinion,  if  we  were  to  meet  that  we  would 
have  to  go  into  the  trial  of  a  rate  case. 

The  Chairman.  To  what  matter  do  you  refer,  Mr.  Thorn  ? 

Mr.  Thom.  I  mean  the  matter  whicn  Mr.  Commissioner  Anderson 
has  introduced  in  his  remarks.  We  would  have  to  go  into  the  trial 
of  a  rate  case.  We  would  have  to  go  into  an  investigation  of  the 
whole  attitude  of  regulation  toward  these  carriers.  Now,  I  do  not 
propose  to  do  that,  but  I  do  propose  to  call  the  attention  of  this  com- 
mittee to  the  fact  that,  in  my  judgment,  what  has  been  said  is  not 
one  of  the  issues  before  this  committee  and  ought  not  to  be  permitted 
one  way  or  the  other,  whichever  view  is  correct,  to  sway  it  in  its 
determination. 

The  main  thing  that  you  are  interested  in  is  to  find  out  the  value 
of  the  use  of  the  properties  you  have  taken  over.  We  can  have  that 
determined  without  condemning  or  approving  the  previous  policy  of 
this  Government  in  respect  to  the  railroads.  I  want  to  have  that 
taken  as  it  is.  I  do  not  want  to  be  led  into  any  suggestion  or  crit- 
icism, nor  to  be  led  into  any  attitude  of  approval  of  matters  that  are 
not  really  before  your  committee. 

I  desire  to  keep  the  issue  where  I  believe  it  properly  should  be,  and 
that  is  for  you  gentlemen  to  ascertain  the  principles  on  which  just 
compensation  of these  railroads  should  be  determined,  and  therefore 
I  want  to  express  my  regret  that  any  other  matter  has  been  inter- 
polated into  the  consideration  of  the  case. 

Commissioner  Anderson.  Mr.  Chairman,  you  asked  for  certain 
figures.    Do  you  care  to  have  me  give  them  ? 

Senator  Kellogg.  So  far  as  I  am  concerned,  I  do  not  care  anything 
about  the  figures  if  the  chairman  does  not  want  them  in  the  record. 

The  Chairman.  I  would  suggest  that  you  just  have  them  incor- 
porated in  the  hearings  for  the  convenience  of  the  committee. 

Commissioner  Andekson.  Do  you  want  this  whole  report  printed  ! 

Senator  Kellogg.  I  do  not  think  so. 

Senator  Robinson.  What  do  they  relate  to  1 
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Senator  Cummins.  Is  that  a  showing  for  the  month  of  September 
or  October? 

Commissioner  Anderson.  For  the  month  of  October  and  for  the 
10  months  of  that  year  compared  with  the  10  months  of  the  previous 
years  for  all  the  big  railroads  and  for  the  three  districts. 

Senator  Cummins.  They  are  interesting,  Mr.  Chairman,  but  I  regard 
them  as  entirely  immaterial. 

Commissioner  Anderson.  So  do  I,  but  I  would  be  glad  to  put  them 
in  the  record  if  the  committee  cares  for  them. 

Senator  Underwood.  Let  them  go  into  the  record,  Mr.  Chairman. 

The  Chairman.  If  there  is  a  difference  of  opinion,  we  will  resolve 
the  matter  in  favor  of  the  committee  having  the  figures.  Therefore 
we  will  just  allow  them  to  go  in. 

Senator  Kellogg.  They  can  be  inserted  in  the  record  without 
reading  them  off. 

The  Chairman.  They  will  be  allowed  to  go  into  the  record  without 
being  read. 

(The  table  referred  to  is  here  printed  in  full,  as  follows:) 
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Mr.  Robinson.  Mr.  Chairman,  I  will  introduce  as  a  witness  Mr. 
J.  C.  Bailey,  representing  the  owners  of  the  Colorado  Midland. 

The  Chairman.  The  hour  for  recess  having  arrived,  we  will  hear 
the  witness  immediately  at  2  o'clock. 

(Thereupon,  at  12  o'clock  p.  m.  the  committee  took  a  recess  until 
2  o'clock  p.  m.  on  the  same  day.) 

AFTER  RECESS. 

The  Chairman.  The  committee  will  come  to  order.    Mr.  Robinson, 
you  had  a  witness  ? 
Mr.  Robinson.  Mr.  J.  C.  Bailey,  of  the  Colorado  Midland. 

STATEMENT  OF  MR.  J.  C.  BAILEY,  OF  COLORADO  SPRINGS, 
COLO.,  ASSISTANT  TO  THE  PRESIDENT  OF  THE  COLORADO 
MIDLAND  RAILROAD. 

The  Chairman.  Mr.  Bailey,  give  your  name  and  address,  and  your 
official  connection  with  vour  road. 

Mr.  Bailey.  J.  C.  Bailey,  Colorado  Springs,  assistant  to  the  presi- 
dent of  the  Colorado  Midland  Railroad,  a  line  of  300  miles,  with 
terminals  at  Colorado  Springs,  Grand  Junction,  and  Leadville,  serving 
an  agricultural,  mining,  and  stock-raising  community. 

Mr.  Chairman  and  gentlemen  of  the  committee,  if  you  will  allow 
me  I  will  attempt  to  present  briefly  some  facts  as  I  believe  them  to 
exist,  which  are  of  vital  concern  to  the  railroad  which  I  represent. 
We  feel  that  in  framing  a  measure  under  which  the  railroads  of  the 
United  States  will  be  operated  these  facts  are  pertinent  and  should 
be  submitted  for  your  consideration. 

First.  To  exclude  the  short  lines  under  which  the  Colorado  Midland 
is  classified  will  result  in  a  loss  jf  through  business  upon  wdich  it 
is  largely  dependent,  to  a  competitive  trunk  line  traversing  the  same 
territory,  and  will  mean  a  tremendous  decrease  in  revenue. 

Second.  Increased  labor  costs  that  will  be  forced  upon  such  lines  to 
meet  the  increase  granted  by  greater  lines  under  Government  control. 

Third.  In  the  caso  of  the  Midland,  an  increased  deficit  of  $25,000 
monthly  instead  of  at  present  a  deficit  of  $10,000  for  operating 
expenses.  This  total  monthly  deficit  comprises  an  increased  supply 
cost  of  $5,000,  labor  $8,000,  and  fuel  $12,000.  This  is  exclusive  of 
any  allowance  for  investment  in  the  property. 

Every  railroad  in  the  United  States  in  recent  years  has  been  con- 
fronted with  a  steady  increase  in  the  cost  of  labor  and  supplies,  par- 
ticularly fuel,  failing  to  receive  an  increase  in  rates  sufficient  to  onset 
this  condition.  The  Government,  I  believe,  to  avoid  bankruptcy  for 
the  greater  lines  proposes  to  guarantee  earnings  based  on  operating 
expenses  for  the  three  years  past,  which  were  much  lower  than  at 
present. 

This  is  a  matter  of  necessity  and  justice,  as  we  view  it,  to  these 
carriers;  it  is  equally  a  matter  of  necessity  and  justice  that  950 
lesser  lines  be  afforded  the  same  measure  of  protection  which  it  is 
now  proposed  to  extend  to  the  181  trunk  lines  serving  the  country. 
Otherwise  a  large  proportion  of  these  weaker  lines  will  be  unable  to 
earn  operating  costs,  and  bankrupt  owners  will  not  be  able  to  throw 
sufficient  financial  power  into  the  breach  to  continue  operations  or 
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Mr.  Bailey.  That  would  include  and  cover  new  equipment,  new 
rails. 

Senator  Cummins.  That  takes  up  the  present  indebtedness, 
though  ? 

Mr.  Robinson.  They  have  bought  it  and  seem  to  own  it. 

Mr.  Bailey.  There  is  no  present  indebtedness. 

Mr.  Robinson.  How  much  did  they  pay  for  it  at  the  master's  sale  ? 

Mr.  Bailey.  About  $2,000,000. 

Mr.  Robinson.  The  issue  of  bonds  that  you  suggest  is  to  take  care 
of  that  purchase  ? 

Mr.  Bailey.  Yes;  and  rehabilitate  the  property. 

Mr.  Robinson.  And  to  put  a  million  dollars  more  into  the 
property?  • 

Mr.  Bailey.  Yes. 

Mr.  Robinson.  Besides  what  you  get  from  stock? 

Mr.  Bailey.  That  is  correct. 

Mr.  Robinson.  That  is  all. 

Mr.  Chairman,  I  will  introduce  Mr.  R.  C.  Hobbs,  of  the  Kansas 
City  &  Memphis  Railway,  in  northwestern  Arkansas. 

STATEMENT  OF  MB.  R.  C.  HOBBS,  GENERAL  MANAGER  FOB 
THE  RECEIVERS,  KANSAS  CIT7  ft  MEMPHIS  RAILWAY 
CO.,  ROGERS,  ABK. 

The  Acting  Chairman.  Mr.  Hobbs,  give  your  name  and  address 
and  railroads  you  represent  to  the  stenographer,  please. 

Mr.  Hobbs.  R.  C.  Hobbs,  general  manager  for  the  Receivers, 
Kansas  City  &  Memphis  Railway  Co.,  Rogers,  Ark. 

The  Acting  Chairman.  You  may  now  make  the  statement  that 
you  desire  to  make. 

Mr.  Hobbs.  We  have  a  little  railroad  that  is  located  in  northwest 
Arkansas.  Our  whole  line  is  located  in  that  State,  and  it  is  pecu- 
liarly situated.  We  operate  68  miles,  and  a  portion  of  our  line  goes 
through  a  very  thickly  settled  farming  and  agricultural  country, 
which  is  the  western  and  southern  portion  of  our  line,  and  the 
eastern  portion  is  going  through  an  undeveloped  timber  country. 

These  orders  of  Mr.  McAdoo,  his  orders  No.  1  and  No.  2,  have 
taken  away  from  us  practically  75  per  cent  of  our  business.  We 
were  getting  in  approximately  enough  carload  business  to  take  care 
of  our  outDound  tonnage,  and  therefore  we  were  not  suffering 
greatly  upon  our  line  from  the  fact  that  we  were  not  getting  in 
equipment  although  we  did  suffer  to  a  great  extent. 

On  the  west  we  connected  with  the  Kansas  City  Southern  Rail- 
road, which  run3  from  Kansas  City,  Mo.,  directly  south  to  the 
Gulf,  and  on  the  east  we  connect  withvthe  Frisco  Railroad  at  two 
different  points. 

I  have  compiled  here  a  statement  of  all  the  tonnage  we  handled 
the  last  past  year  which  speaks  for  itself  as  to  the  amount  of  tonnage 
we  handled,  and  it  shows  its  originating  point  and  its  destination. 
I  do  not  know  whether  this  committee  would  like  to  see  it  or  not, 
but  if  they  do,  I  have  the  figures,  the  cars,  and  the  commodities. 

The  Acting  Chairman.  If  you  desire,  you  can  put  it  in  the 
record  to  supplement  your  statement. 
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(The  statements  referred  to  are  here  printed  in  full  as  follows:) 

Cars  received  from  Kansas  City  Southern  during  year  1917. 
Autoe: 

Joliet,  111.,  to  Fayetteville 3 

St.  Louis,  Mo.,  to  Fayetteville 10 

Kansas  City,  Mo.,  to  Fayetteville 10 

Joliet,  111.,  to  Rogers 3 

Kansas  City,  Mo.,  to  Rogers 6 

St.  Louis,  Mo.,  to  Rogers 8 

'  Flint,  Mich.,  to  Fayetteville 1 

Memphis,  Tenn.,  to  Fayetteville 1 

Total 42 

Ammunition: 

St.  Louis,  Mo.,  to  Rogers 1 

Apples: 

Gentry,  Ark.,  to  Rogers 1 

Gentry,  Ark.,  to  Fayetteville 1 


Total. 


2 


Beans: 

Joplin,  Mo.,  to  Rogers 1 

San  Francisco,  Cal.,  to  Fayetteville 1 

St.  Louis,  Mo.,  to  Rogers 1 


Total. 


3 


Beverages: 

St.  Paul,  Minn.,  to  Fayetteville 3 

Peoria,  111.,  to  Fayetteville 3 

Kansas  City,  Mo.,  to  Fayetteville 1 


Total. 


7 


Blue  vitriol: 

St.  Louis,  Mo.,  to  Rogers 1 

Brick: 

Fort  Smith,  Ark.,  to  Rogers 13 

Fort  Smith,  Ark.,  to  Litteral 1 

Total 14 

Bale  ties: 

Peoria,  111.,  to  Rogers 3 


Bei 


rry  packages: 

Longview,  Tex.,  to  Tontitown 1 

Longview,  Tex.,  to  Steele 1 


Total 2 

1 


Baggage: 

Fort  Smith,  Ark.,  to  Fayetteville. 


Boxes: 

Fort  Smith,  Ark.,  to  Fayetteville 1 

Barrels: 

Chesterfield  to  Rogers 2 

BagB*. 

Chicago,  111.,  to  Rogers 1 
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Flour — Continued. 

Arkansas  City,  Kane.,  to  Fayetteville 2 

Kingman,  Kans.,  to  Rogers 1 

Kansas  City,  Kans.,  to  Fayetteville 1 

Caldwell,  Kans.,  to  Fayetteville 2 

Neosho,  Mo.,  to  Fayetteville 6 

Newton,  Kans.,  to  Rogers 3 

Pittsburg,  Kans.,  to  Fayetteville 1 

Kansas  City,  Mo.,  to  Tontitown 1 

Pittsburg,  Kans.,  to  Highfill . . , 1 

Total 35 

Fencing: 

Peoria,  111.,  to  Fayetteville 1 

Peoria,  111.,  to  Rogers 2 

Sterling,  111.,  to  Rogers 1 


Total. 


4 


Fertilizer: 

St.  Louis,  Mo.,  to  Rogers 1 

Kansas  City,  Mo.,  to  Rogers 2 

Memphis,  Tenn.,  to  Litteral 1 


Total. 


4 


Freight  packages: 

Beaumont,  Tex.,  to  Highfill 1 

Longview,  Tex.,  to  Steele 1 


Total. 


2 


Fixtures: 

Longview,  Tex.,  to  Cave  Springs 1 

Fruitjars: 

Kansas  City,  Kans.,  to  Rogers 1 

Hay: 

Miami,  Okla.,  to  Springtown 1 

Hume,  Mo.,  to  Sprmgjtown 2 

Richards,  Mo.,  to  Springtown 1 

Miami,  Okla.,  to  Cave 2 

Stokesbury,  Mo.,  to  Highfill 1 

Eve,  Mo.,  to  Fayetteville 4 

Farlan,  Mo.,  to  Rogers 1 

Miami,  Okla.,  to  Highfill 1 

Kansas  City,  Kans. ,  to  Cave  Springs 2 

Kansas  City,  Mo.,  to  Elm  Springs 2 

Miami,  Okla.,  to  Fayetteville 2 

Cleora,  Okla.,  to  Rogers 1 

Locust  Grove,  Okla.,  to  Fayetteville 7 

Total 27 

Horseshoes: 

St.  Louis  to  Rogers 3 

Grand  Island,  N.  Y.,  to  Rogers 1 


Total. 


4 


Hardware: 

Kansas  City  to  Rogers 1 

St.  Louis  to  Rogers 2 


Total. 


3 
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Hominy: 

St.  Louis,  Mo.,  to  Fayetteville 1 

St.  Louis,  Mo.,  to  Rogers 1 


Total. 


2 


Hoops: 

Alexandria,  La.,  to  Rogers 1 

Implements: 

St.  Louis,  Mo.,  to  Fayetteville 1 

St.  Louis,  Mo.,  to  Rogers 4 

Deering,  111.,  to  Rogers 2 

Chicago,  111.,  to  Rogers 11 

Bloomington,  111.,  to  Rogers 1 

Springfield,  Mo.,  to  Fayetteville 1 

Hutchinson,  Kans.,  to  Rogers 1 

Kansas  City,  Mo.,  to  Rogers 1 

Kansas  City,  Mo.,  to  Fayetteville 2 

Total 24 

Iron: 

Howard,  Mo.,  to  Rogers 1 

St.  Louis,  Mo.,  to  Rogers 1 


Total. 


2 


Junk: 

St.  Louis,  Mo.,  to  Rogers 1 

Lumber: 

Malvern,  Ark.,  to  Rogers 4 

Ballard  to  Fayetteville 1 

Decard,  Mo.,  to  Fayetteville 1 

De  Queen,  Ark.,  to  Fayetteville 3 

Becker,  Ark.,  to  Elm 3 

St.  Louis,  Mo.,  to  Rogers 1 

Lufkin,  Tex.,  to  Rogers 1 

Total 14 

Limestone: 

Watts,  Okla.,  to  Highfill 1 

Lard: 

Houston,  Tex.,  to  Rogers 3 

Gretna,  La.,  to  Fayetteville 2 


Total. 


5 


Live  stock: 

Kansas  City  to  Cave 2 

Kansas  City  to  Fayetteville 2 

Kansas  City  to  Highfill '. 1 

Joplin,  Mo.,  to  Fayetteville 8 

Total 13 

Lead: 

Kansas  City  to  Rogers 1 

Chicago  to  Rogers 1 


Total. 


2 
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Sand: 

Fort  Smith  to  Rogers 16 

Fort  Smith  to  Fayetteville 3 

Total 19 

Sash  doors: 

St.  Louis  to  Rogers 2 

Sawmills: 

Anderson,  Mo.,  to  Monte,  Nebr 1 

Steel: 

Kansas  City  to  Rogers 2 

Shingles: 

Granite  Falls,  Wash.,  to  Fayetteville 1 

Harding,  Wash.,  to  Rogers 1 

Everett,  Wash. ,  to  Cave 1 

Aberdeen,  Wash.,  to  Rogers 1 

Ballard,  Wash.,  to  Elm 1 

Total 5 

Soda: 

Memphiflj  Tenn..  to  Fayetteville 1 

Kansas  City  to  Fayetteville 1 

Total 2 

Sewer  pipe: 

Pittsburg,  Kans.,  to  Fayetteville 2 

Stoves: 

Metropolis,  111.,  to  Rogers 3 

St.  Louis,  Mo.,  to  Rogers 1 


Total. 


4 


Tile: 

Pittsburg,  Kans.,  to  Fayetteville 1 

Twine: 

Deering,  111.,  to  Rogers 1 

Vehicles  * 

West  Pullman,  111.,  to  Fayetteville 1 

West  Pullman,  111.,  to  Rogers 3 

St.  Louis,  Mo.,  to  Rogers 5 

Springfield,  Mo.,  to  Fayetteville 2 

Pittsburg,  Kans.,  to  Rogers 1 

Gresham,  111.,  to  Rogers 1 

Total 13 

Wheels: 

Pittsburg,  Kans.,  to  Rogers 1 

Wire: 

Joliet,  111.,  to  Elm  Springs 1 

Memphis,  Tenn.,  to  Rogers 2 

St.  Louis,  to  Rogers 5 

Peoria  to  Rogers 1 

Sterling,  111.,  to  Rogers 1 

Bloomington,  111.,  to  Rogers 1 

Total • 11 
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Recapitulation. 


Autos 42 

Ammunition r 1 

Apples 2 

Beans 3 

Beverage 7 

Blue  vitriol 1 

Brick 14 

Bale  ties 3 

Berry  packages 1 


Baggage 
Boxes. . . 
Barrels. 


2 
1 
1 
1 
12 


Corn 

Coal 

Cans 4 

Cement 20 

Canned  goods 6 

Cottonseed  meal 7 

Columns 1 

Emigrant  outfit 5 

Furniture 10 

Feed 107 

Flour.  v 36 

Fencing 4 

Fertilizer 4 

Freight  packages 2 

Fixtures 1 

Fruit  jars 1 

Hay 27 

Horseshoes 4 

Hardware 3 

Hoops 1 

Hominy 2 

Implements 24 

Iron 2 

Junk 1 

Lumber 14 

Limestone 1 

Lard 6 

Live  stock 13 

Cream  separators 1 

Lead s   2 

Logs '    3 

Manure 31 

Machinery 3 


Milk 

Nails. 

Oil... 

Plows 

Paper 

Rods. 

Rice. . 

Rye.. 

Sirup. 


4 
3 

66 
1 
5 
1 
2 
1 

11 


Salt 12 

Sweat  pads 2 

Spuds 9 

Sugar 32 

Soap 10 

Sulphur  solution 2 

Sulphur 3 

Screen  doors 1 

Sand 19 

Sash  and  doors , .  2 

Sawmill 1 

Steel 2 

Shingles 5 

Soda 2 

Sewer  pipe 2 

Stoves 4 

Tile 1 

Twine 1 

Vehicles 13 

Wheels 1 

Wire 11 


Total. 


724 


Merchandise  cars: 

January 6 

February 5 


March. 

April. 

May. 

June. 

July. 


7 
7 
6 
5 
4 
September 3 

Total  merchandise 43 

Total  number  of  carloads 724 


Grand  total 767 


Cars  switched: 

Feed 

Coal 

Oil 

Flour 

Household  goods. 

Hay 

Machinery 

Boilers 

Brick 

Chatt 

Sand 

Grits 

Fertilizer 


Total. 


24 

19 
13 
7 
1 
1 
1 
1 
9 
3 
1 
6 
1 

87 


Cars  delivered  to  Kansas  City  Southern  during  year  1917. 

Evaporated  apples: 

Fayetteville  to  Beaumont,  Tex 2 

Fayetteville  to  Memphis.  Term 7 

Fayetteville  to  Paris,  Art 1 

Fayetteville  to  Dallas,  Tex 3 

FayetteviUe  to  Waco,  Tex 1 

Fayetteville  to  Anniston,  Ala 1 


43202— -18- 


43 
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Evaporated  apples — Continued. 

Fayetteville  to  Kansas  City,  Mo 1 

Fayetteville  to  St.  Louis,  Mo 1 

Fayetteville  to  Fort  Smith,  Ark 2 

Fayetteville  to  Texarkana,  Ark 1 

Fayetteville  to  Birmingham,  Ala 5 

Fayetteville  to  New  Orleans,  La 1 

Fayetteville  to  Meridian,  Miss 1 

Fayetteville  to  Winnepeg,  Manotoba 1 

Fayetteville  to  Chicago,  111 2 

Fayetteville  to  Green  Bay,  Wis 1 

Highfill  to  St.  Louis,  Mo 7 

Rogers  to  St.  Louis,  Mo 2 

Litteral  to  Hartshorn,  Okla 1 

Cave  Springs  to  St.  Louis,  Mo 2 

Tontitown  to  St.  Louis,  Mo 1 

Elm  Springs  to  St.  Louis,  Mo 3 

Springtown  to  St.  Louis,  Mo 2 

Total. 49 

Apple  waste: 

Rogers  to  St.  Louis,  Mo 2 

Tontitown  to  St.  Louis,  Mo 3 

Tontitown  to  Chicago,  111 1 

Litteral  to  Elwood,  Ind 1 

Highfill  to  S  t .  Louis,  Mo 2 

Elm  SpringB  to  St.  Louis,  Mo 3 

Mount  Comfort  to  Rochester,  N.  Y 2 

( 'ave  Springs  to  St.  Louis,  Mo 1 

Elm  Springs  to  Chicago,  III 1 

Total 16 

Empty  carriers: 

Fayetteville  to  Peoria,  111 1 

Fayetteville  to  St.  Paul,  Minn 1 


Total. 


9 


Canned  goods: 

Litteral  to  Kansas  City,  Mo 15 

Litteral  to  Clinton,  Okla 1 

Litteral  to  St.  Louis,  Mo « 

Litteral  to  Elwood,  Ind 1 

Litteral  to  Shreveport,  La 1 

Litteral  to  Tulsa,  Okla 1 

Litteral  to  Salina,  Kans 1 

Litteral  to  Des  Moines,  Iowa 1 

Litteral  to  Fort  Smith ,  Ark 1 

Litteral  to  Oklahoma  City,  Okla 1 

Mount  Comfort  to  Muskogee,  Okla 3 

Tontitown  to  Kansas  City 3 

Tontitown  to  Hattiesburg,  Miss 1 

Tontitown  to  Dallas,  Tex 2 

Tontitown  to  St.  Joseph,  Mo 1 

Tontitown  to  Tulsa,  Okla 2 

Tontitown  to  Salina,  Kans 1 

Tontitown  to  Fort  Smith,  Ark 1 

Springtown  to  Pittsburgh,  Pa 

Cave  Springs,  to  McAlester,  Okla 1 

Cave  Springs  to  Joplin,  Mo 

Cave  Springs  to  Sioux  City,  Iowa 1 

Cave  Springs  to  Fort  Smith,  Ark 1 

Cave  Springs  to  Kansas  City,  Mo 1 

Fayetteville  to  Emporia,  Kans 1 

Fayetteville  to  Columbus,  Nebr 1 


0 


•) 
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Canned  goods — Continued. 

Fayetteville  to  Elk  City,  Kara 

Fayetteville  to  Muskogee,  Okla 

Fayetteville  to  Winnfield,  Kans 

Fayetteville  to  Parsons,  Kans 

Fayetteville  to  Hutchinson,  Kans 

Fayetteville  to  Kansas  City,  Mo 

Fayetteville  to  Sayer,  Okla 

Fayetteville  to  Greenville,  Tex 

Fayetteville  to  Greenville,  Tex 

Fayetteville  to  El  Reno,  Okla 

Fayetteville  to  Alexandria,  La 

Fayetteville  to  Lincoln,  Nebr 


Total 64 


Corn: 

Rogers  to  Gainesville,  Tex I 

Rogers  to  Byars,  Okla 1 

Rogers  to  Cleburn,  Tex 1 

Rogers  to  Waxahachie,  Tex 1 

Rogers  to  Ardmore,  Okla 2 

Rogers  to  Halleteville,  Tex 2 

Rogers  to  Tulsa,  Okla 1 

Rogers  to  Texarkana,  Ark 2 

Rogers  to  Mount  Pleasant,  Tex 2 

Rogers  to  Shiner,  Tex 1 

Rogers  to  Bishop,  Tex 1 

Rogers  to  Leander,  Tex 1 

Narrows  to  Sweetwater,  Tex 1 

Cave  Springs  to  Fort  Worth,  Tex 1 

Cave  Springs  to  Mundy,  Tex 1 

Cave  Springs  to  Mount  Pleasant,  Tex 1 

Highfill  to  Abilene,  Tex 1 

Highfill  to  Bomarton,  Tex 1 

Highfill  to  Fort  Worth,  Tex 1 


Total 2S 


Frill  rig: 

Rogers  to  Joplin,  Mo 1 

Fayetteville  to  Lincolnville,  Okla 1 

Total 2 


Emigrant  movables: 

Rogers  to  Milwaukee,  Wis 1 

Rogers  to  St.  Joseph,  Mo 1 

Rogers  to  Kansas  City,  Mo 2 

Rogers  to  Joplin,  Mo 2 

Rogers  to  Erie,  Kans 1 

Rogers  to  Oklahoma  City,  Okla 1 

Rogers  to  Tulsa,  Okla 1 

Rogers  to  Lake  Andes,  S.  Dak 1 

Rogers  to  Butler,  Mo 1 

Rogers  to  Anderson,  Ind 1 

Rogers  to  Pratt  City,  Okla 1 

Cave  Springs  to  Rolla,  Mo 2 

Cave  Springs  to  Barthoud,  Colo 1 

Cave  SpringB  to  Poplar,  Mont I 

Cave  Springs  to  Watts,  Okla I 

Felker  to  Chanute,  Kans I 

Fayetteville  to  Lamed,  Kans 1 

Total 20 
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Eggs: 

Fayetteville  to  Chicago,  111 4 

Fayetteville  to  Dallas,  Tex 1 


Total. 


o 


Dried  fruit: 

Fayetteville  to  Texarkana,  Ark 1 

Fayetteville  to  Memphis,  Tenn 1 

Fayetteville  to  Pueblo,  Colo 1 

Total 3 

Hoops: 

Rogers,  Ark. ,  to  Watts,  Okla 1 

Hay: 

Rogers  to  Yorktown,  Tex 1 

Rogers  to  Waxahachie,  Tex 1 

Rogers  to  Dallas,  Tex 2 

Rogen  to  New  Ulm,  Tex 1 

Total 5 

Scrap  iron: 

Rogers  to  Fort  Smith,  Ark 2 

Rogers  to  Joplin,  Mo 1 

Cave  SpringB  to  Joplin,  Mo 1 

Fayetteville  to  St.  Louis,  Mo 3 


Total. 


i 


Junk: 

Fayetteville  to  Fort  Smith,  Ark 1 

Springtown  to  Joplin,  Mo 1 

Rogers  to  Joplin,  Mo 1 

Rogers  to  Fort  Smith,  Ark 3 

Highfill  to  Joplin,  Mo 2 

Litteral  to  Joplin,  Mo 1 

Healing  Springs  to  Joplin,  Mo 1 

Total 10 

Lumber: 

Fayetteville  to  Anthony,  Kans 1 

Rogers  to  Tulsa,  Okla 1 

NarrowB  to  Albuquerque,  N.  Mex 2 

Narrows  to  Joplin,  Mo 2 

Springtown  to  Joplin,  Mo 1 

Narrows  toOmaha,  Nebr 1 

Total 8 

Live  stock: 

Rogers  to  Kansas  City,  Mo 25 

Fayetteville  to  Oklahoma  City,  Okla 1 

Highfill  to  Joplin,  Mo ! 

Highfill  to  Pittsburg,  Kans 2 

Highfill  to  Kansas  City,  Mo \ 

Rogers  to  Pittsburg,  Kans 3 

Rogers  to  Mexico,  Mo 3 

Rogers  to  Waxahachie,  Tex J 

Cave  Springs  to  Pittsburg,  Kans ? 

Cave  Springs  to  Kansas  City,  Mo & 

Healing  SpringB  to  Kansas  City,  Mo 3 

Healing  Springs  to  Joplin,  Mo * 

Fayetteville  to  Joplin,  Mo 1 
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Live  stock — Continued. 

Fayetteville  to  Bartlesville,  Okla 1 

Fayetteville  to  Little  Rock,  Ark 10 

Fayetteville  to  Chickamauga,  Ga 3 

Fayetteville  to  Dewey.  OWa 1 

Fayetteville  to  Fort  Sill,  Okla 10 

Total 7& 

Machinery: 

Rogers  to  Watts,  Okla I 

Nuts: 

Rogers  to  Omaha,  Nebr 1 

Oats: 

Rogers  to  Memphis,  Tenn 3 

Cave  Springs  to  Kansas  City,  Mo 1 

Rogers  to  Sherman,  Tex 1 

Cave  Springs  to  Fort  Worth,  Tex I 


Total 1 & 

Oil: 

Fay< 

rturned  on  their  request. 


Fayetteville  to  Kansas  City  Southern 1 

Rel 


Paper: 

Rogere  to  Kansas  City,  Mo I 

Peaches: 

Fayetteville  to  Chicago,  111 I 

Wire: 

Fayetteville  to  De  Kalb,  111 1 

Wheat: 

Healing  Springs  to  Kansas  City 1 

Stone: 

Fayetteville  to  8t.  Paul,  Minn 1 

Fayetteville  to  Hancock,  Wis 1 


Total. 


Total. 


2 


Staves: 

Rogers  to  Stillwell,  Okla 1 


8pok< 

Fayetteville  to  Huntington,  Ind 1 

Fayetteville  to  Fort  Smith,  Ark 1 


2 


Spuds: 

Rogers  to  Joplin,  Mo 1 

Tanks: 

Rogers  to  Tulsa,  Okla 1 

Ties: 

Litteral  to  Kansas  City,  Mo 4 

Litteral  to  Omaha,  Nebr 1 

Litteral  to  Topeka,  Kans 4 

Litteral  to  Lincoln,  Nebr 2 

Litteral  to  Brookfield,  Mo & 

Litteral  to  Galesburg,  111 1 

Springtown  to  Brookfield,  Mo 1 

Springtown  to  Galesburg,  111 I 

Springtown  to  Atchison,  Kans 2 

Springtown  to  Omaha,  Nebr 9 

Springtown  to  Kansas  City,  Mo 1 

Springtown  to  Bonner  Springs,  Kans 5 
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Ties — Continued. 

Rogers  to  Bonner  Springs,  Kans 4 

Rogers  to  Kansas  City,  Mo 2 

Rogers  to  Omaha,  Nebr 3 

Rogers  to  Milwaukee,  Wis 1 

Rogers  to  Pittsburg,  Kans 1 

Healing  Springs  to  Brookfield,  Mo 1 

Narrows  to  Laredo,  Mo 8 

Narrows  to  Fuller,  Kans 1 

Narrows  to  Joplin,  Mo 5 

Narrows  to  Brookfield,  Mo 77 

Narrows  to  Galesburg,  111 2 

Narrows  to  Colorado  City,  Colo 15 

Narrows  to  Utah  Junction,  Colo 10 

Total 170 

Mine  ties: 

Springtown  to  Pittsburgh,  Kans 1 


Mine  props: 

Tontitown  to  Pittsburg,  Kans 2 

Elm  Springs  to  Pittsburg,  Kans 8 

Litteral  to  Pittsburg,  Kans 16 

Springtown  to  Pittsburg,  Kans 9 

Cave  Springs  to  Pittsburg,  Kans 1 

Litteral  to  Fuller,  Kans 3 

Narrows  to  Pittsburg,  Kans 5 

Healing  Springs  to  Pittsburg,  Kans 1 

Total 45 

Vehicle,  wood: 

Fayetteville  to  Kansas  City,  Mo 

Fayetteville  to  Burlington,  Iowa 

Fayetteville  to  El  Paso,  Tex 

Fayetteville  to  Los  Angeles,  Cal 

Fayetteville  to  Texarkana,  Tex 

Fayetteville  to  Clarksville,  Tex 

Fayetteville  to  8t.  Joseph,  Mo 


Total 12 

Wheels: 

Rogers  to  Pittsburg 1 


Apples: 

Rogers  to  Abilene  Kans 1 

Rogers  to  Ardmore,  Okla 3 

Rogers  to  Brookings,  S.  Dak 1 

Rogers  to  Hammon,  Okla 2 

Rogers  to  Pittsburg,  Kans 1 

Rogers  to  Ft.  Worth,  Tex 5 

Rogers  to  New  Orleans,  La 10 

Rogers  to  Eldorado,  Ark 4 

Rogers  to  Menno,  S.  Dak 1 

Rogers  to  Houston,  Tex I 

Rogers  to  Dalhart,  Tex 1 

Rogers  to  Moulton,  Iowa 1 

Rogers  to  Lincolnville,  Kans 1 

Rogers  to  Spearville,  Kans 1 

Rogers  to  Kansas  City,  Mo 2 

Rogers  to  Holdenville,  Okla 1 

Rogers  to  Natchez,  Miss 7 

Rogers  to  Tuba,  Okla 4 

Rogers  to  Hurdick,  Kans 1 

Rogers  to  Bonham,  Tex 1 
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A  pples — Continued . 

Rogers  to  Paris,  Tex 1 

Rogers  to  Camden,  Ark 1 

Rogers  to  Houston,  Tex 3 

Rogers  to  Lincolnville.  Tex 1 

Rogers  to  Louisville,  Kv: 1 

Rogers  to  Claremore,  Ofcla 1 

Rogers  to  Wellington,  Tex 1 

Rogers  to  Savonburg,  Kans 1 

Rogers  to  Victoria  Tex 1 

Rogers  to  Little  Rock,  Ark 1 

Rogers  to  Russellville,  Ark 1 

Rogers  to  Denton,  Tex 1 

Rogers  to  Hillsboro.  Tex 1 

Rogers  to  Fort  Smith.  Ark 1 

Rogers  to  Shattuck,  Okla 1 

Rogers  to  Alastyne,  Tex 1 

Rogers  to  Pittsburgh,  Pa 1 

Rogers  to  Sentinel,  Okla 1 

Rogers  to  Hinton.  Okla 1 

Total 70 

Cave  Springs  to  Texarkana,  Ark 13 

Cave  Springs  to  San  Antonio,  Tex 3 

Cace  Springs  to  Claremore,  Okla 1 

Cave  SpringB  to  Gainesville,  Tex 3 

Cave  Springs  to  Herrington,  Kans 1 

Cave  Springs  to  Weatherford,  Tex 2 

Cave  SpringB  to  Sherman,  Tex 1 

Cave  Springs  to  Wichita  Falls,  Tex 1 

Cave  Springs  to  Childress,  Tex 3 

Cave  Springs  to  Elk  City,  Kans 1 

Cave  Springs  to  Bronson,  Kans 1 

Cave  Springs  to  Lindsborg,  Kans 1 

Cave  Springs  to  Tyro,  Kans 1 

Cave  Springs  to  Howe,  Tex 1 

Cave  Springs  to  Whitesborough,  Tex 1 

Cave  Springs  to  Ashdown,  Ark 1 

Cave  Springs  to  Milwaukee,  Wis 1 

Cave  Springs  to  Dallas,  Tex 1 

Cave  Springs  to  Kansas  City,  Mo 1 

Cave  SpringB  to  Shreveport,  La 1 

Cave  Springs  to  Chicago,  111 1 

^ave  SpringB  to  Neodesha.  Kans 1 

Total 41 

Healing  Springs  to  Genesho.  Kans 1 

Healing  Springs  to  Muskogee,  Okla 5 

Healing  Springs  to  Henryetta,  Okla 1 

Healing  Springs  to  Houston,  Tex 2 

Healing  SpringB  to  Temple,  Tex 1 

Healing  Springs  to  ShreveDort,  La 2 

Healing  Springs  to  Memphis,  Term 1 

Healing  Springs  to  Kansas  City,  Mo 1 

Healing  Springs  to  Mineola,  Tex 1 

Healing  Springs  to  New  Orleans,  La 1 

Total 16 

Highfill  to  Fort  Worth,  Tex 1 

Highfill  to  Lone  Oak ,  Tex 1 

Highfill  to  Waco,  Tex 6 

Highfill  to  Houston,  Tex 1 

Highfill  to  Wellington,  Kans 1 

Highfill  to  San  Antonio,  Tex 3 
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A  pples — Continued . 

Highfill  to  Tyler,  Tex 

Highfill  to  Pittsburgh,  Pa 

Highfill  to  Bronson,  Kuu 

Total 

Springtown  to  San  Antonio,  Tex 

Springtown  to  Fort  Worth,  Tex 

Springtown  to  New  Orleans,  I  a  . . 

Springtown  to  Towanda,  Kans 

Total 

Elm  Swings  to  Farm„rHvi]le,  Tex. 

Elm  Springs  to  Gatesville,  Tex 

Elm  8j>::ijgs  to  Eureka,  Kans 

Elm  Springs  to  Cuero,  Tex 

Elm  Spring"  t»  Eureka,  Kan* 

Elm  Si  ■     igs  to  Hoisington,  Kane 

ElmS,.  .   gs  to  McKinney,  Ten 

Elm  S].    i  js  to  Sherman,  Tex. 

Elm  Springs  to  New  Orleans.  La 

Elm  Spring)  to  Pittsburgh.  Pa 

Elm  Springs  to  Palestine.  Tex 

Elm  Sj.rmgs  to  Dallas,  Tex 

Elm  Si.:  i  Mjs  to  El  ("ampo.  Tex 

Elm  Sj  iri  D  gs  to  Fort  Worth.  Tex 

Elm  S  .     gs  to  San  Angr k>.  Tex 

ElmS,    ,,,  gs  to  Tyler  ,Tex 

Elm  Sitings  to  Rich  Hill,  Mo 

ElmS;  rings  to  St.  Jo,  Tex 

Elm  Spring)  to  lone  Oak,  T«x 

ElmS..      gsto  Rosfimii.  Tpi 

Elm  Si  ringBtoGoree,  Tex 

ElmSvii'igstoNeodtaha.  Kana 

Elm  Springs  to  Marcos,  Tex 

Elm  Springs  to  St.  Louis,  Mo 

Elm  S   'ings  to  Lamed  Kana.. 

Elm  Springs  to  Richmond,  Mo 

Total..: 

Tontitown  to  Waco,  Tex 

Tontitown  to  Fort  Smith,  Ark 

Tontitown  to  Camden,  Ark 

Tontitown  to  Clarendon.  Ark 

Tontitown  to  Tulsa,  Okla 

Tontitown  to  Severy,  Kans 

Tontitown  to  Lake  Park,  Iowa 

Tontitown  to  Altamont,  Kans 

Tontitown  to  Wichita  Falls.  Tex 

Tontitown  to  Saline,  Kans 

Tontitown  to  Manhattan.  Kans 

Tontitown  to  Martin.  Tex 

Tontitown  to  Sherman,  Tex 

Tontitown  to  Henryetta.  Okla 

Tontitown  toCaney,  Kans 

Tontitown  to  Kansas  City,  Mo 

Tontitown  to  Gatesville,  Tex 

Tontitown  to  Mexia.  Tex 

Tontitown  to  Austin.  Tex 

Tontitown  to  Tyler,  Tex 

Tontitown  to  Dallas.  Tex 

Tontitown  to  Hamilton,  Tex 

Tontitown  to  Apache,  Okla 

Total 
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A  pples — Continued. 

Hazlewood  to  Wichita,  Kans 1 

Hazlewood  to  Wellington,  Kans • 1 


Total. 


Total. 


Total. 


Total 


2 


Fayetteville  to  Kansas  City,  Mo 1 

Fayetteville  to  Shreveport,  La 1 

Fayetteville  to  Denison,  Tex : 1 

Fayetteville  to  Fort  Worth,  Tex 1 

Fayetteville  to  Austin,  Tex 1 


5 


Litteral  to  Lucas,  Kans 1 

Litteral  to  Ellis,  Kans 2 

Litteral  to  Kansas  City,  Mo 1 

Litteral  to  Ashland,  Ky 1 

Li  tteral  to  Fort  Worth,  Tex 1 

Litteral  to  Pari  s ,  Tex 1 

Litteral  to  Dallas,  Tex 2 

Litteral  to  Hartshorn,  Okla 1 

Total 10 

Mount  Comfort  to  Joplin,  Mo 1 

Dowel  Spur  to  Texarkana,  Ark 11 

Felker  to  Rich  Hill,  Mo 1 

Felker  to  Larned,  Kans 1 

Felker  to  Joplin,  Mo 1 


3 


Steele  to  Sherman,  Tex 1. 

Steele  to  Okmulgee,  Okla 1 

Steele  to  Ada,  Okla 1 


3 


Total  apples: 

From  Rogers 70 

From  Cave  Springs 41 

From  Healing  Springs 16 

FromffighfiU 15 

From  Suringtown 6 

From  Elm  Springs 33 

From  Tontitown 43 

From  Litteral 10 

From  Hazlewood 2 

From  Fayetteville 5 

From  Mount  Comfort ». 1 

From  Dowel  Spur 1 

From  Felker 3 

From  Steele 3 

Total 249 

Grapes: 

Tontitown  to  Oklahoma  City,  Okla 1 

Tontitown  to  Topeka,  Kans 1 

Tontitown  to  Kansas  Ci  ty 1 

Tontitown  to  Sioux  City,  Iowa 1 

Tontitown  to  Lincoln,  Nebr 1 

Tontitown  to  Hastings,  Nebr '. . . .  1 

Total 6 
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Strawberries: 

Gave  Springs  to  Kansas  City,  Mo 

Cave  Springs  to  Sioux  City,  Iowa 

Cave  Springs  to  Detroit,  Mich 

Highfill  to  Pittsburgh,  Pa 

Highfill  to  Kansas  City,  Mo 

Highfill  to  Lincoln,  Nebr 

Highfill  to  Ottumwa,  Iowa 

Highfill  to  Janes ville ,  Wis 

Highfill  to  Minneapolis,  Minn 

Tontitown  to  Minneapolis,  Minn 

Tontitown,  to  Dead  wood,  S.  Dak 

Tontitown ,  to  St 4  Paul ,  Minn 

Tontitown  to  Grand  Island 

Tontitown  to  Burlington,  Iowa 

Tontitown  to  Des  Moines,  Iowa 

Tontitown  to  Kansas  City,  Mo 

Mount  Comfort  to  Janesville ,  Wis 

Mount  Comfort  to  Minneapolis,  Minn 

Mount  Comfort  to  Pipestone,  Minn 

Mount  Comfort  to  Kansas  City,  Mo 

Mount  Comfort,  to  Denver,  Colo 

Litteral  to  Minneapolis,  Minn 

Litteral  to  Holdrege,  Nebr 

Litteral  to  Des  Moines,  Iowa 

Litteral  to  St.  Joseph,  Mo 

Litteral  to  St.  Paul,  Minn 


Total M 


Litteral  to  Kansas  City,  Mo 

Litteral  to  Sioux  Falls,  S.  Dak 

Litteral  to  Topeka,  Kans 

Litteral  to  Omaha,  Nebr 

Litteral  to  Sioux  City,  Iowa 

Elm  Springs  to  Des  Moines,  Iowa. . 

Elm  Springs  to  Milwaukee,  Wis 

Steele  to  Minneapolis,  Minn 

Steele  to  Grand  Island,  Nebr 

Steele  to  St.  Joseph,  Mo 

Steele  to  Denver,  Colo 

Steele  to  Kansas  City,  Mo 

Fayetteville  to  Detroit 

Litteral  to  Hutchinson,  Kans 

Litteral  to  Green  Bay,  Wis 

Tontitown  to  Burlington,  Iowa 

Tontitown  to  Milwaukee,  Wis 

Mount  Comfort  to  Milwaukee,  Wis 


31 
S  trawl  >erri  oh,  total 54 


86 


Lime: 

Monte  Ne  to  Ardmore.  ( )kla 1 

Monte  Ne  to  Amarillo.  Okla 2 

Monte  Ne  to  Alexandria.  La 2 

Monte  Ne  to  Arkansas  City,  Kans 5 

Monte  Ne  to  Allen,  Okla. '. 1 

Monte  Ne  to  Argentine.  Kans 2 

Monte  Ne  to  Argenta.  Ark 2 

Monte  Ne  to  Alva.  Okla 2 

Monte  Ne  to  Beatrice,  Nebr 1 

Monte  Ne  to  Booneville,  Ark 1 

Monte  Ne  to  Baton  Rouge.  La 10 

Monte  Ne  to  Cedarvale,  Kans 1 
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Lime — Continued. 

Monte  Ne  to  Clyde,  Kans 1 

Monte  Ne  to  Cheney,  Kans 2 

Monte  Ne  to  Carlyie.  Kans. 1 

Monte  Ne  to  Carrol  ton,  Mo . 1 

Monte  Ne  to  Cunningham.  Kans 1 

Monte  Ne  to  Colorado  Springs,  Colo 1 

Monte  Ne  to  Coldwater,  Kans 1 

Monte  Ne  to  Concordia,  Kans 1 

Monte  Ne  to  De  Queen.  Ark 2 

Monte  Ne  to  Decatur.  Ark 1 

Monte  Ne  to  Dardanelle,  Ark 1 

Monte  Ne  to  Eldorado.  Ark 2 

Monte  N  e  to  Eufala,  Okla 1 

Monte  Ne  to  Emporia.  Kans 1 

Monte  Ne  to  Fort  Smith.  Ark 8 

Monte  Ne  to  Florence,  Kans 1 

Monte  Ne  to  Fairburg,  Nebr 6 

Monte  Ne  to  Green  Forest,  Ark 1 

Monte  Ne  to  Gravette,  Ark 2 

Monte  Ne  to  Grinnell.  Kans 1 

Total 66 

Monte  Ne  to  Haskell .  Okla 1 

Monte  Ne  to  Hutchinson,  Kans 36 

Monte  Ne  to  Herrington.  Kans 1 

Monte  Ne  to  Hubbel.  Nebr 1 

Monte  Ne  to  Hot  Springs,  Ark 1 

Monte  Ne  to  Hanna.  Okla , 1 

Monte  Ne  to  Humboldt,  Kans 1 

Monte  N    to  Jonesboro,  Ark 1 

Monte  Ne  to  Joplin.  Mo 1 

Monte  Ne  to  Kansas  City  Mo 1 

Monte  Ne  to  Lincoln,  Nebr 5 

Monte  Ne  to  Little  Rock  Ark 8 

Monte  Ne  to  Lamed,  Kans 1 

Monte  Ne  to  Lanagan,  Mo 1 

Monte  Ne  to  Mulberry,  Kans 1 

Monte  Ne  to  Marianna,  Ark 1 

Monte  Ne  to  Muskogee,  Okla 14 

Monte  Ne  to  McPherson,  Kans 1 

Monte  Ne  to  Mena.  Ark 3 

Monte  Ne  to  MarvUl,  Okla 1 

Monte  Ne  to  Morrillton,  Ark 1 

Monte  Ne  to  Malvern,  Ark 2 

Monte  Ne  to  Norwich,  Kans 1 

Monte  Ne  to  Newmans  Grove 1 

Monte  Ne  to  Nashville,  Ark 1 

Monte  Ne  to  Okemah,  Okla 2 

Monte  Ne  to  Onaga,  Kans 1 

Monte  Ne  to  Ordway,  Colo 1 

Monte  Ne  to  Oklahoma  City,  Okla 1 

Monte  Ne  to  Omaha,  Nebr 1 

Monte  Ne  to  O'Neil,  Nebr 1 

Monte  Ne  to  Okeman,  Kans 1 

Total 65 

Monte  Ne  to  Pueblo,  Colo 3 

Monte  Ne  to  Protection,  Kans 1 

Monte  Ne  to  Pittsburg,  Kans 6 

Monte  Ne  to  Pine  Bluff,  Ark 3 

Monte  Ne  to  Panama,  Okla 1 

Monte  Ne  to  Pryor,  Okla 2 

Monte  Ne  to  Poteau,  Okla 1 

Monte  Ne  to  Rushton,  La 2 
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Lime — Continued . 

Monte  Ne  to  Russell  ville.  Ark 

Monte  Ne  to  Sommerfiela,  Kans 

Monte  Ne  to  Salina,  Kans 

Monte  Ne  to  Shreveport,  La 

Monte  Ne  to  Slaton,  Tex 

Monte  Ne  to  Shawnee,  Okla 

Monte  Ne  to  Stamps.  Ark 

Monte  Ne  to  Sedon.  Kans 1 

Monte  Ne  to  Sand  Springs,  Okla 4 

Monte  Ne  to  Towanda,  Kans f 1 

Monte  Ne  to  Texarkana,  Ark 12 

Monte  Ne  to  Tulsa,  Okla 21 

Monte  Ne  to  Topeka,  Kans 1 

Monte  Ne  to  Vale,  Mo 1 

Monte  Ne  to  Wausa,  Nebr 1 

Monte  Ne  to  Wellington,  Kans 2 


Total. 


78 


Monte  Ne  to  Winfield,  La 1 

Monte  Ne  to  Watts,  Okla 3 

Monte  Ne  to  Waldron,  Ark 1 

Monte  Ne  to  Wisner,  Nebr 1 


Total. 


Total  cars  lime. 


215 


Recapitulation. 


Evaporated  apples 49 

Apple  waste 16 

Empty  carriers 

Canned  goods 

Corn 

Drill  rig 

Emigrant  movables 

Eggs 

Dried  fruit 

Hoops 

Hay 

Scrap  iron 

Junk 

Lumber 

Live  stock 

Machinery 

Nuts 

Oats 

Oil 

Paper 

Peaches 

Wire 

Wheat 

Stone 

Staves 

Spokes 

Spuds 

Tanks 

Ties 

Mine  ties 

Mine  props 

Vehicle  wood 


2 

64 

23 

2 

20 
5 
3 
1 
5 
7 

10 

8 

76 

1 

1 

6 

1 

1 

1 

1 

1 

2 

1 

2 

1 

1 

170 

1 

45 

12 


Wheels 1 

Lime 215 

Grapes 6 

Strawberries 85 

Apples '249 


Total. 


1,095 


Package  cars: 

Rogers  to  Center 1 

Fayetteville  to  Way 32 

Rogers  to  Louisville 1 

Total 34 

Total 1,095 


1,129 


Switched  to  Kansas  City's  station  at 
Siloam  Springs: 

Bottles 18 

Barrels 29 

Sawdust 1 

Vinegar 1" 

Cider 2 

Shavings 3 

Oats 1 

Apples 2  44 

Coal. 10 

Machinery 1 


Total 


126 


'  Does  not  Include  those  in  storage  at  Siloam  Springs  or  in  switching  service  only. 
•  Includes  all  apples  for  cold  storage. 
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Cars  delivered  to  Frisco  at  Rogers  during  year  1917. 


Oats 1 

Lumber 41 

Ties 117 

Props 20 

Cape 3 

Grapes 2 

Dried  fruit 3 

Emigrant  outfit 13 

Vinegar 136 

Tanks 1 

Live  stock 9 

Brick 1 

Boiler , 1 

lime 39 

ShookB 1 

Wood 1 

Eggs 14 

Merchandise 3 

Racks 6 

Junk 3 

Wheat 3 

Oats 6 

Wagon  material 1 

Canned  goods 5 

Apple  waste 12 

Sirup 1 

Oil 2 

Feed 1 

Tomato  pulp 2 

Corn 14 

Cement 1 


Total. 


463 


Delivered  to  Frisco  for  switching: 

Tinware 1 

Galvanized  ware 1 

Sand 4 


Delivered  to  Frisco  for  switching — 
Continued. 

Nails 

Roofing 

Woodenware 

Corn. 

Furniture 

Soap 

Beverages 

Beds 

Nails 

Blue  vitriol 

Bran 

Bale  ties 

Ammunition 

Feed 

Wheat 

Shooks 

Stoves 

Sash  weights 

Engines 

Hani  ware 

Dried  fruit 

Cement 

Paper v 

Oil. 

Wire 

Lard 

Implements 

Sweat  pads 

Coal 

Sirup 

Beans 

Wagon  wood 

Horseshoes 

Screen  doors 

Total 


2 
2 


4 
1 
2 

33 
2 
3 
8 
1 

28 
4 
1 
2 
4 
1 


134 


Cars  received  from  Frisco  at  Fayetteville  during  year  1917. 


Emigrant  outfit 2 

Shooks 1 

Boilers 1 

Apples 14 

<  )sldb 1 

Barrels 1 


Total 20 


Cars  received  from  Frisco  for  switch- 
ing: 

Lumber 10 

Rives 2 

Spokes 1 

Cans 1 

Barrels 3 

Boxes 1 


I 


Total 18 


Cars  delivered  to  Frisco  at  Fayetteville  during  year  1917. 


Hay 1 

Emigrant  outfit 1 

live  stock 1 

Lumber 2 

Merry-go-round 1 

Apples 8 

Straw 1 

Tan  ks 1 

Vinegar 1 

Fertilizer 1 

Tanned  apples 1 

Total 19 


Cars  delivered  to  Frisco  for  switch- 
ing: 

Wood 

Vinegar 

Boiler 

Dried  fruit 

Canned  goods 

Total 


8 
3 
1 
1 
2 


15 


674        GOVERNMENT  CONTBOL  AND  OPERATION   OP  RAILROADS. 


Cars  received  from  Frisco  at  Rogers  during  year  1917. 


Merchandise 3 

Hay 1 

Coal 134 

Hoops 2 

Feed 10 

Oil 4 

Brick 2 

Barrels 39 

Sewer  pipe 3 

Lime 6 

Vinegar 19 

Lime  and  sulphur  solution 2 

Spuds 2 

Cottonseed  meal 1 

Lumber 6 

Emigrant  outfit 6 

Fertilizer 3 

Staves 8 

Heading 2 

Shooks 11 

Chatts 1 

Cider 2 

Bottles 17 

Autos 2 

Cement 2 

Bridge  material 1 

Sugar 5 

Sirup 3 

Flour 5 

Salt 5 

Apples 12 

Cans 25 


Iron 

Machinery. 
Shavings. . 

Oats 

Canned  goods. 


1 

1 

Furniture I 


Total. 


352 


Cars  received  from  'Frisco  for  switch- 
ing: 

Cottonseed  meal 

Chatts 

Fertilizer 

Barrels 

Oil 

Crates 

Meal 

Hay 

Coal 

Feed 

Brick 

Flour 

Bananas 

Oranges 

Lemons 

Cabbage 

Spuds 

Lumber 


Total. 


4 
«> 

to 

5 

6 

1 

1 

26 

17 

52 
<> 

m 

20 
13 
% 
1 
1 
1 
1 

158 


Mr.  Hobbs.  The  Kansas  City  &  Memphis  Railway  Co.  received 
from  the  Kansas  City  Southern  Railway  Co.  in  1917,  762  carloads 
of  freight.  This  report  does  not  include  les  -than-carload  freight. 
I  might  add  that  95  per  cent  of  this  tonnage,  or  possibly  98  per  cent. 
was  interstate  tonnage,  not  State    onnage. 

The  Kansas  City  &  Memphis  Railway  Co.  delivered  to  the  Kansas 
Citv  Southern  Railway  Co.  during  thu  same  period  1,129  carloads 
of  freight.  I  might  add  that  a  large  per  cent  of  this  tonnage  was  of 
a  perishable  nature.  We  handled  approximately  500  cars  of  green 
apples.  We  have  three  large  apple  storage  warehouses  on  our  line. 
We  handled  approximately  100  car  of  strawberries.  Our  line  is 
quite  a  heavy  fruit  line.  We  handled  also  a  large  amount  of  lumber 
products,  such  as  mine  ties,  mine  timbers,  and  at  one  point  on  our 
line  now  we  have  approximately  200  cars  of  this  material  stacked 
up  ready  for  movement. 

We  have  shown  a  defic  t,  or  a  very  small  net  Amount  <f  operating 
i  u<  me,  operating  re  nue  for  the  past  thre  years.  I  have  all  the 
statements  here  compiled  with  all  the  data,  as  well  as  our  balance 
sheet  for  the  past  three  years,  and  the  total  for  the  three  years  we 
show  a  net  operation  revenue  of  $22,107.60,  or  for  each  year  $7,360. 

Mr.  McAdoo's  order,  if  it  eliminates  and  does  not  take  care  of  us 
in  any  way,  I  do  not  know  what  is  going  to  become  of  us.  We  can 
not  go  much  further. 

As  I  stated,  this  property  is  in  the  hands  of  the  court  at  the  present 
time.  It  is  going  to  oe  sold,  possibly  in  February  some  time,  but 
if  our  tonnage  is  taken  away  from  us  and  the  Government  takes  no 
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hand  whatever  in  looking  after  us,  and  if  we  are  nonessential,  we  will 
have  to  quit  business,  because  the  stockholders  I  do  not  think  will 
even  buy  this  property  in. 

The  eastern  terminus  of  our  line  in  Arkansas  is  here  shown  on  this 
map,  and  we  are  building  through  the  timber  country  over  here, 
going  from  the  western  part  through  to  the  eastern  part.  There  are 
no  railroads  in  this  territory  at  all.  Your  Governmen  statistics  will 
show  you  that  the  largest  body  of  hardwood  timber  in  the  world  is 
located  in  this  undeveloped  territory.  Our  road  is  like  mosto!  the 
little  roads  in  Arkansas.     We  are  developing  the  country. 

There  are  57  common  carriers  in  the  State  of  Arkansas,  with  a 
total  mileage  of  5,240  miles.  Six  of  the  principal  trunk  lines  of  this 
territory  have  a  mileage  of  3,951  miles.  The  remaining  51  carriers 
have  only  1,289  miles,  making  the  51  approximately  an  average  of 
24  miles  for  each  line. 

You  can  see  from  the  map  that  I  have  got,  if  you  care  to  look  at  it, 
that  they  go  to  all  corners  of  the  State.  The  trunk  lines  practically 
split  the  State  open,  and  these  little  lines  are  going  into  the  coal 
fields,  into  the  timber  fields,  the  cotton  fields,  and  they  furnish 
practically  the  trunk  lines  with  all  their  tonnage. 

wSenator  Kellogg.  You  mean  the  little  short  lines  ? 

Mr.  Hobbs.  Yes,  sir. 

Take  our  line,  for  instance,  under  this  order  of  Mr.  McAdoo,  take 
the  town  of  Fayetteville,  Ark,  a  town  of  12,000  or  15,000  population; 
we  have  terminals  there,  industries  on  our  track.  The  way  I  construe 
this  order,  with  tonnage  destined  to  St.  Louis,  Mo.,  even  loaded  on 
our  rails,  it  is  necessary  for  us  to  turn  it  over  to  our  connection  for 
a  nominal  switching  charge  that  will  take  away  from  us  what  we  have 
spent  money  to  build  up. 

Senator  Kellogg.  I  do  not  understand  how  this  will  be  taken 
away  by  the  order  of  Mr.  McAdoo.  Have  they  not  got  to  ship  into 
that  territory  and  ship  out  of  that  territory- just  the  same,  with  the 
trunk  lines  in  the  hands  of  the  Government? 

Mr.  Hobbs.  It  is  this  way,  Senator.  Take  our  road,  for  example, 
there  are  many  hardwood  lumber  mills  or  finishing  factories  on  our 
line.  They  get  rough  material  out  in  the  interior  on  our  railroad  and 
we  bring  it  in  there  at  what  the  State  provides  for  the  rate  on  logs, 
which  is  very  nominal.  In  fact,  it  will  not  pay  for  its  operation  at 
this  time.  They  finish,  that  car,  finish  the  product,  and  ship  it  out, 
we  will  say,  to  St.  Louis,  Mo.  We  are  188  miles  farther  from  St. 
Louis  than  the  most  direct  line.  Therefore,  under  this  order  of  Mr. 
McAdoo,  it  will  be  necessary  for  us  to  switch  that  car  to  our  connec- 
tion. Of  course,  I  am  only  familiar  with  the  conditions  in  the  South 
and  in  our  territory,  but  shooting  all  of  this  traffic  to  the  lines  that 
are  the  most  direct  route  is  simply  going  to  congest  them  in  such  a 
way  that  they  are  going  to  be  unable  to  move  the  traffic  that  they  have. 
They  are  unable  to  move  the  traffic  that  they  have  now.  If  you 
eliminate  us  little  fellows,  where  we  can  help  out  and  take  care  of 
business,  you  are  going  to  congest  conditions  so  it  is  going  to  be 
impossible  for  these  carriers  to  operate. 

Take  one  of  our  carriers,  the  Frisco,  which  is  a  large  and  important 
factor  in  commercial  transportation  facilities  in  our  country.  They 
have  been  practically  blocked  for  months  and  months,  and  nave  had 
embargo  alter  embargo,  and  if  you  take  and  throw  all  the  business 
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of  all  these  little  feeders  upon  it,  regardless  of  the  routes,  it  is  going 
to  be  impossible. 

Senator  Kellogg.  You  mean  there  are  short  lines  reaching  the 
principal  points  that  you  reach  1 

Mr.  Hobbs.  Yes,  sir.  We  connect  with  other  carriers,  not  only 
our  lines  but  other  lines  throughout  the  State. 

Take  the  Kansas  City  Southern  on  the  west  of  us.  It  has  been 
in  fine  condition  all  the  year.  People  in  that  territory  will  route 
stuff  away  around  in  order  to  get  it  through  this  other  gateway 
because  there  is  no  congestion  on  that  side  of  us,  but  on  the  other  side 
of  us  congestion  is  very  severe,  and,  in  fact,  the  Frisco  turns  us 
business  and  will  be  glad  to  give  us  business  around  via  the  cir- 
cuitous routes  providing  we  can  handle  it.  But,  I  am  even  afraid 
to  handle  business  under  this  order. 

I  think  those  things  should  be  worked  out  in  zones  and  in  terri- 
tories where  the  conditions  will  permit  them.  I  know  that  traffic  is 
abused  in  lots  of  ways  in  this  routing,  in  its  handling  heretofore. 

Senator  Cummins.  When  Mr.  McAdoo  finds  that  he  can  not  handle 
all  the  freight  by  employing  simply  the  shortest  lines,  he  will  be  com- 
pelled to  resort  to  these  other  lines,  will  he  not? 

Mr.  Hobbs.  It  should  be  worked  out  now,  the  congestion  is  getting 
so  bad  down  in  our  territory.  Cars  have  been  standing  for  months 
and  months,  in  congested  yards,  that  have  not  been  moved,  and  you 
take  this  territory  here  and  throw  all  this  business  of  all  these  little 
51  carriers  to  six  trunk  lines,  because  they  are  the  shortest  route, 
and  you  are  going  to  congest  them  so  that  they  are  not  going  to  be 
able  to  handle  the  traffic.     They  can  not  handle  it  as  it  is,  hardly. 

The  Acting  Chairman.  Are  there  any  further  questions  ? 

Mr.  Robinson.  Are  you  building  an  extension  of  your  line  now 
into  that  timber  section  to  the  east  of  you  there  for  new  development  i 

Mr.  Hobbs.  Yes,  sir. 

Mr.  Robinson.  Have. you  got  new  developments  in  prospect  there? 

Mr.  Hobbs.  Yes,  sir. 

Mr.  Robinson.  Do  you  expect  any  substantial  increase  in  your 
return  on  your  property  in  the  near  future  as  a  result  of  that  im- 
provement that  you  are  making  ? 

Mr.  Hobbs.  i  es,  sir;  that  is  why  the  bondholders  are  continually 
putting  up  money  for  its  development.  They  have  been  meeting 
the  deficit  that  we  have  shown  here,  and  thqy  have,  of  course,  been 
expecting  a  deficit,  but  they  have  been  expecting  that  developments 
in  this  new  territory  would  be  remunerative  in  time. 

Senator  Cummins.  As  I  understand  you,  under  the  bill  as  it  is  now, 
you  would  not  get  anything  ? 

Mr.  Hobbs.  No,  sir;  we  would  not  get  anything  at  all.  As  I  say 
the  conditions  are  such  that  we  have  absolutely  got  to  emit  operating. 
If  they  take  all  of  this  business  that  we  have  got  ana  take  it  away 
from  us,  our  earnings  will  fall  off.  I  think  the  statement  here,  and 
the  figures  here  show  you  that  we  will  lose  60  per  cent  or  more  of  our 
tonnage,  and  there  is  nothing  to  come  back  for  it,  and  our  bond- 
holders are  not  going  to  take  and  try  to  develop  this  undeveloped 
territory  and  country,  and  go  in  and  spend  a  lot  more  money.  They 
are  simply  going  to  quit.  Somebody  is  going  to  have  a  railroad,  I 
do  not  know  who  it  will  be.  I  do  not  think  anybody  will  want  it. 
I  would  not  have  it. 
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The  Acting  Chairman.  Are  there  any  other  witnesses,  Mr.  Rob- 
inson? 

Mr.  Robinson.  On  behalf  of  my  association,  no.  I  have  two  or 
three  tables  here  which  I  was  to  supply  in  response  to  inquiries. 
There  are  some  other  witnesses  here  tnat  have  special  things  that 
they  want  to  present,  but  I  assume  they  have  made  their  own  arrange- 
ments, as  they  have  not  asked  me  to  represent  them.  I  understand 
there  is  some  additional  testimony  on  behalf  of  the  short  and  weaker 
lines.  I  will  offer  these  tables  here.  They  are  prepared  in  response 
to  requests  made  when  I  was  on  the  stand. 

The  Acting  Chairman.  They  will  be  printed  in  the  proper  place 
in  the  record. 

(The  statements  referred  to  are  here  printed  in  full  as  follows:) 


Summary  according  to  length  of  road. 
[110  roads  included  in  American  Short  Line  Railroad  Association.] 


Item. 


Mileage  operated 

Property  investment 

Capital  stock 

Ponded  debt 

Total  operating  revenues 

Net  operating  income 

Rate  of  return  on  investment. . 
Rate  of  return  on  funded  debt. 
Number  of  roads  represented . . 


Roads  under 

100  miles  in 

length. 


3.465.77 

169,047,046 

938,819,068 

$31,083,808 

$8,112,008 

$1,639,716 

2.23 

4.86 

97 


Roads  100      Roads  200 

to  200  miles   to  300  miles 

in  length.   |   in  length. 


1.013.39 

$24,988,734 

$11,823,260 

$13,282,340 

$3,409,996 

$74,906 

6.30 

0.66 

8 


*  73a  74 

$29,237,789 

$36,000,000 

$10,662,698 

$2,310,858 

$233,155 

0.80 

2.19 

3 


Roads  300 

to  400  miles 

in  length. 


729.68 

$32,090,779 

$16,708,000 

$18,380,984 

$2,983,272 

$614,322 

1.91 

3.34 

2 


All  classes. 


5.929.58 

$155,364,747 

$103,350,338 

$74,009,730 

$15,826,728 

$2,462,099 

1.58 

3.33 

110 


N on.— Class  I  includes  roads  with  operating  revenues  above  $1,000,000  a  year:  Class  II,  those  with  annual 
operating  revenues  above  $100,000,  but  not  above  $1,000,000;  Class  III,  those  with  annual  operating  revenues 
or  $100,000  or  less. 

Summary  by  classes. 
(110  roads  included  in  American  Short  Line  Railroad  Association.] 


Item. 


Uilcagc  operated 

Property  investment 

Capital  stock 

Funded  debt 

Total  operating  revenues , 

Net  operating  income , 

Rate  of  return  on  Investment . 
Rate  of  return  on  funded  debt 
Number  of  roads  represented. . 


Class  I. 

Class  II. 

Class  III. 

381.58 

3.733.61 

1,814.39 

$16,689,434 

$105,515,588 

$31,259,725 

$8,013,000 

$74,648,035 

$20,689,303 

$10,512,500 

$51,710,945 

$11,786,285 

$2,121,216 

$545,694 

3.29 

$10,646,947 

$3,048,565 
$320,559 

$1,595,946 

1.51 

1.03 

5.19 

3.09 

2.72 

1 

38 

71 

Total. 


6.929.58 

$155,364,747 

$103,350,338 

$74,009,730 

$15,826,728 

$2,462,099 

1.58 

3.33 

110 


Note.— Class  I  includes  roads  with  operating  revenues  above  $1,000,000  a  year;  Class  II  those  with  annual 
operating  revenues  above  $100,000,  but  not  above  $1,000,000;  Class  III,  those  with  annual  operating  revenues 
of  $100,000  or  less. 
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Mr.  Robinson.  The  probabilities  are  that  we  will  want  to  ask  the 
indulgence  of  the  committee  at  the  proper  time  for  presentation  of 
some  of  our  views  on  this  testimony. 

The  Acting  Chairman.  Mr.  Robinson,  the  chairman  is  called  out 
temporarily  and  I  do  not  know  what  his  plans  are.  I  can  not  speak 
for  him,  but  I  have  no  doubt  you  will  be  given  the  opportunity  to  do 
that. 

Senator  Cummins.  Mr.  Chairman,  there  are  representatives  of 
other  roads  here,  I  am  sure,  who  desire  to  be  heard.  There  is  the 
representative  of  the  Kansas  City,  Mexico  &  Orient,  I  think.  Who 
is  the  gentleman  that  represents  that  road  ? 

Mr.  D.  J.  Haff.  I  am  counsel  and  Dr.  De  Bernardi  is  general 
manager.  Mr.  De  Bernardi  is  the  vice  president  and  general  manager 
of  the  Kansas  City,  Mexico  &  Orient  Railroad,  a  man  of  35  years 
experience  in  the  railroad  business,  formerly  with  the  Missouri  Pacific. 

STATEMENT  OF  MB.  A.  DE  BEBJTABDI,  VICE  PBESIDENT 
AND  GENEBAL  MANAGES  OF  THE  KANSAS  CITY,  MEXICO 
&  OBIENT  BAILBOAD,   KANSAS  CITY,   MO. 

The  Chairman.  Mr.  De  Bernardi,  will  you  give  your  full  name  and 
address,  and  your  road  to  the  stenographer,  please  ? 

Mr.  De  Bernardi.  I  am  now  vice  president  and  general  manager 
of  the  Kansas  City,  Mexico  &  Orient  Railroad.  I  nave  been  with 
them  six  months.  Prior  to  that  time,  for  a  period  of  35  years,  I  was 
connected  with  the  Missouri  Pacific  Railroad  in  all  capacities,  from 
laborer  in  the  maintenance  of  way  department  to  general  superin- 
tendent, including  slight  train  service  and  telegraph  service.  There- 
fore, my  experience  nas  been  very  largely  in  construction,  mainte- 
nance, and  operation.     I  am  not  well  versed  in  finances. 

When  I  came  here  it  was  not  my  intention  to  go  before  the  com- 
mittee, as  I  said,  but  so  far  I  have  not  heard  evidence  that  directly 
touched  upon  the  conditions  of  this  road,  and  I  have  tried  here  to 
briefly  say  what  we  expect  to  be,  what  we  were,  and  what  we  need 
now. 

The  Kansas  City,  Mexico  &  Orient  Railroad  Co.  was  planned  from 
Kansas  City,  Mo.,  across  Kansas,  Oklahoma,  Texas,  and  northern 
Mexico,  to  the  west  coast  of  Topolobampo,  approximately  1,600 
miles.  Seven  hundred  and  thirty-seven  miles  from  Wichita,  Kans., 
to  Alpine,  Tex.,  are  constructed  and  in  continuous  operation.  It  is 
in  good  physical  condition,  reasonably  well  equipped  with  motive 

?ower  and  cars.  It  has  a  large  modern  locomotive  and  car  shop  at 
fichita,  Kans.,  and  fair  repair  facilities  at  San  Angelo,  Tex.  Tnere 
are  also  approximately  140  miles  of  right  of  way  in  Kansas  and  Texas 
on  which  trie  grade  is  completed. 

Furthermore,  which  may  not  be  of  interest  to  the  committee,  there 
are  230  miles  in  old  Mexico,  constructed  and  nearly  all  now  in  opera- 
tion, the  northern  part  of  Mexico. 

At  Wichita,  Kans.,  the  present  northern  terminus,  connections  are 
made  with  four  trunk  lines.  It  also  connects  with  several  roads  at 
intermediate  points,  and  the  Southern  Pacific  at  Alpine,  Tex.,  which 
is  only  about  60  miles  from  the  Mexican  border.  This  connection r 
and  with  the  Texas  Pacific,  at  Sweetwater,  forms  a  through  route 
to  west  Texas  and  southern  California,  and  we  have  considerable 
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business  that  way,  particularly  now  since  some  of  the  more  direct 
lines  are  very  badly  congested  and  we  are  not. 

It  developed  and  serves  good  agricultural  territory  in  Kansas, 
Oklahoma,  and  north  Texas,  and  serves  exclusively  227  miles  south 
from  San  Angelo,  Tex.  There  is  no  other  railroad  anywhere  near  us 
for  this  227  miles. 

The  original  cost  in  the  United  States,  in  approximate  figures,  is 
$22,000,000,  and  in  old  Mexico,  $5,500,000.  This  capital  was  raised, 
or  practically  so,  and  construction  was  in  progress  until  the  depres- 
sion of  1907  and  1908,  which  affected  all  roads.  Then,  subsequently, 
the  Mexican  War,  and  the  road  was  forced  into  the  hands  of  a  receiver. 
During  two  years  that  it  was  in  the  hands  of  the  receiver,  100  addi- 
rional  miles  were  authorized  by  the  court  and  were  constructed. 
That  is  the  extreme  southwest  portion,  forming  the  connection  with 
the  Southern  Pacific. 

At  the  end  of  two  years  they  reorganized  and  the  road  emerged 
with  only  $6,000,000  or  preferred  indebtedness  in  the  United  States, 
all  authorized  by  the  court. 

It  then  seemed  well  on  its  way  to  completion,  when  the  European 
war  of  1914  again  interrupted,  because  considerable  of  the  capital 
was  coming  from  England,  a  great  deal  of  it.  Of  course,  that  was 
immediately  stopped,  and  altnough  there  were  737  miles  here  in 
continuous  operation,  by  reason  of  it  not  being  finished  to  either 
terminus,  particularly  to  Kansas  City,  where  we  would  have  friendly 
-connections,  and  by  friendly  connections  I  mean  roads  that  are  not 
competitors,  all  of  our  connections  now  being  competitors,  and  very 
naturally  give  us  no  business  that  they  can  afford,  and  we  subsist 
entirely  upon  our  own  solicitation.  THey  were  forced  by  your  laws 
to  respect  the  routing  of  the  shipper  prior  to  this  very  recent  order, 
which  of  course,  now  has  obliterated  that.  But,  on  that  account, 
and  a  very  sever  drouth  in  Texas  for  two  years,  the  worst  drouth 
in  the  history  of  the  State,  the  general  advance  of  our  costs,  including 
labor  and  materials  and  the  general  low  rates,  -if  I  will  be  pardoned 
for  that  suggestion,  its  earnings  were  insufficient  to  meet  its  interest 
and  obligations  again,  and  in  April,  1917,  it  was  again  forced  into  the 
hands  of  the  court,  with  Mr.  W.  T.  Kemper,  of  Kansas  City,  Mo., 
serving  as  sole  receiver  with  no  salary  whatever.  He  harl  some 
interest  in  the  property. 

This  court  authorized  an  issue  of  $2,500,000  receiver's  certificates 
to  adjust  some  of  the  old  accounts  and  provide  a  working  capital 
to  tide  through  the  war.  You  understand,  this  receivership  came 
after  the  declaration  of  war. 

A  portion  of  these  have  been  sold,  but  taking  over  of  operation 
of  the  lines  by  the  Government  stopped  the  sale  of  the  remainder. 
Therefore,  there  is  no  further  financial  assistance  available  from  that 
source. 

During  the  three-year  period  referred  to  here  as  the  standard 
period,  1  believe,  ending  June  30,  1917,  the  cost  of  maintenance 
and  operation,  including  interest  on  the  securities  authorized  by  the 
court,  this  $6,000,000,  exceeded  the  earnings.  Therefore,  provisions 
for  compensation  under  article  1  proposed  by  the  bill  would,  of 
course,  be  fatal. 

We  feel  that  the  provision  made  in  article  3  is  entirely  too  long  a 
route  for  poor  roads. 
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W  However,  during  the  last  of  1917,  through  intense  solicitation  and 
some  additional  economies,  we  began  to  make  a  better  showing. 
The  earnings  for  October,  1917,  exceeded  all  expenses,  including  the 
interest  on  this  $6,000,000  gold  notes,  had  we  been  paying  interest. 
Of  course,  being  in  the  hands  of  a  receiver,  we  were  not  paying 
interest.  We  had  every  reason  to  believe  that  we  were  well  on  our 
way  to  success,  until  the  taking  over  of  the  roads  by  the  Government, 
practically  stopping  active  solicitation,  and  the  fact  that  the  freight 
we  have  solicited  may  be  diverted  from  us.  In  some  instances  we 
are  the  short  line  and  in  many  others  we  are  not,  but  as  I  remarked 
a  while  ago,  we  are  entirely  dependent  upon  our  competitors  to  give 
us  their  business  now. 

Instructions  are  out  by  the  Government  to  disregard  the  shipper's 
routings.  This  order  will  affect  the  Orient  road  very  seriously,  this 
taking  over  by  the  Government.  I  am  not  prepared  to  say,  gen- 
tlemen, to  what  extent  that  will  be.  It  may  oe  that  this  oraer  will 
double  our  earnings,  and  it  may  cut  them  half  in  two.  We  have  no 
basis  from  which  we  can  figure.  Neither  have  we  any  idea  what  is 
in  store  for  us  in  the  way  oi  increased  cost  of  labor. 

The  Government  has  also  taken  over  that  important  factor  in 
connection  with  our  operation.  Under  these  conditions  and  with  an 
already  large  pay  roll  and  material  bills  to  be  met  currently,  if  we 
now  fail  to  earn  these  expenses,  with  no  definite  provision  made. by 
Congress  to  protect  such  lines,  there  will  be  no  alternative  except 
that  we  permanently  suspend  operations  and  dispose  of  the  property 
as  junk. 

It  may  not  be  of  interest  to  the  committee,  but  I  will  say  that  at 
present  prices  that  could  be  done  and  more  than  cover  all  of  our 
outstanding  preferred  indebtedness.  Our  locomotives,  rail  and  junk, 
would  do  that.  But,  of  course,  we  know  that  the  Government  had 
no  such  intention  when  they  took  us  over. 

In  this  particular  case,  the  suspension  would  leave  a  very  large 
area  of  agricultural  and  stock  territory  with  no  railway  facilities 
whatever,  which,  of  course,  would  be  resented  by  them,  as  it  would 
mean  utter  ruin  to  them. 

Therefore,  under  these  conditions  that  we  have  set  forth  here,  I 
can  not  but  feel  that  inasmuch  as  you  have  taken  charge  of  us,  and 
have  interrupted  the  flow  of  our  traffic  and  possibly  our  expenses, 
that  it  is  only  due  us  that  we  be  guaranteed  Dy  the  Congress,  defi- 
nitely guaranteed,  I  will  say,  for  our  operating  expenses,  including 
maintenance,  and  the  interest  on  such  obligations  as  are  now  approved 
by  the  United  States  court. 

*  It  is  possible  we  will  not  need  that  protection.  If  we  are  used  to  a 
greater  extent  than  we  have  been  in  the  past,  we  can  take  care  of 
ourselves.  If  we  had  been  let  alone  in  the  general  course  of  events 
as  they  were,  we  were  prepared  then  to  take  care  of  ourselves  from 
our  earnings,  and  if  we  failed  in  that,  then  from  the  sale  of  our 
receiver's  certificates,  and  we  feel,  if  you  please,  that  we  should  be 
afforded  that  full  protection  and  not  only  we,  but  the  people  whom 
we  serve  throughout  this  740  miles  of  territory. 

This  would  make  us  safe.  It  would  enable  us  and  others  in  our 
class  to  be  retained  in  service  for  such  use  as  the  Government  may 
need,  and  I  think  they  will  need  us,  and  likewise  to  serve  the  people 
in  that  territory,  and  we  respectfully  ask  that  some  definite  provision 
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be  made  by  Congress  to  give  us  that  protection,  and  we  can  not 
accept  a  long  route,  because,  should  we  fail,  our  men,  were  they  so 
disposed  to  wait  several  months  until  we  went  through  the  routine 
provided  by  this  bill  to  secure  a  compensation,  could  not  do  so. 
The  cost  of  foodstuffs  are  entirely  too  high,  and  they  could  not  wait 
if  they  wished  to.  The  people  from  whom  we  purchase  our  material 
would,  not,  because  they  need  not.  There  is  plenty  of  sale  for  fuel 
and  all  other  materials  used  by  a  railroad  to  companies  who  are  in 
position  to  pay  for  them. 

I  came  here  with  the  knowledge,  as  I  supposed,  that  we  had  all 
been  taken  over  by  the  Government.  That  is  still  my  opinion.  But 
I  have  heard  argued  since  that  there  is  a  possibility  that  some  of  us 
may  not  be  needed.  I  can  not  but  feel  that  the  separation  of  any 
one  line  would  be  disastrous  to  the  whole  structure,  and  particularly 
to  that  certain  line.  I  have  in  mind,  for  instance,  that  a  surgeon 
amputating  that  finger  for  me;  I  can  get  along  nicely  without  it,  but 
the  finger  would  have  a  very  hard  row  to  hoe.  It  would  not  be 
necessarily  fatal  to  it,  it  might  be  grafted  if  there  was  some  other 
body  kicked  out  that  would  accept  the  finger.  It  might  be  grafted 
to  tnat,  but  its  chances  would  be  very  remote. 

So  I  feel  that  the  roads  are  all  taken  over,  and  should  be,  or  none 
should  be. 

With  reference  to  the  board  proposed,  and  termed,  I  believe, 
"auditors/'  with  all  due  respect  to  the  Interstate  Commerce  Com- 
mission, who  are  big  men,  I  hardly  think  it  fair  even  to  them  that 
this  very  important  matter  of  valuation  be  left  entirely  with  that 
one  body.  However  earnest  they  have  been  in  the  past  to  deal 
without  prejudice  as  between  the  shippers  and  the  railroads,  it  is 
common  knowledge  that  the  shippers  assume  that  the  Interstate 
Commerce  Commission  represents  them  in  these  rate  healings. 
Where  they  gain  that  information  I  am  not  clear,  but  it  is  entirely 

Erobable,  gentlemen,  that  the  railroads  from  the  same  source  may 
ave  acquired  the  same  impression,  so  I  believe  that  some  other 
board  or  some  other  construction  of  a  board  should  be  arranged  for. 

I  believe  the  Interstate  Commerce  Commission  should  be  repre- 
sented on  that  board.  It  is  my  opinion  that  the  railroads  should  be 
represented  also.  Their  property  is  being  taken  away,  and  thev 
should  have  a  voice  in  the  valuation.  Then,  likewise,  some  certain 
disinterested  party  like  a  United  States  judge,  or  some  one  else, 
whom  we  know  would  be  disinterested. 

I  want  to  say  again  that  this  is  no  reflection  on  the  efforts  of  the 
Interstate  Commerce  Commission,  but  it  is  common  knowledge  that 
the  shippers  believe  that  they  are  represented  by  that  body. 

One  more  thought  and  I  will  be  through.  Tiiat  has  reference  to 
the  last  article,  No.  13.  It  was  possible  for  the  Government  to  take 
over  the  control  of  these  roads  m  one  night.  I  can  not  but  think 
that  there  is  some  other  one  night  or  one  day,  within  at  least  a 
period  of  one  year  after  the  close  of  the  war,  vhere  they  could  safely 
intrust  us  again  with  our  property. 

I  thank  you. 

Senator  Cummins.  With  regard  to  the  composition  of  the  con- 
demnation tribunal,  you  think  it  ought  to  be  composed  of  a  member 
of  the  Interstate  Commerce  Commission,  and  some  one  selected  by 
the  railroads,  or  railroad,  and  then  the  two  to  select  a  third  ? 
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Mr.  De  Bernardi.  That  is  the  usual  procedure,  Senator. 

Senator  Cummins.  I  do  not  know  what  th  laws  of  the  Territory 
or  State  in  which  your  road  is  built  may  be,  but  when  your  road 
9tarts  to  condemn  a  right  of  way  across  a  farm,  neither  tne  farmer 
nor  the  road  was  given  the  opportunity  to  select  the  tribunal,  or  any 
part  of  the  tribunal,  was  it  ? 

Mr.  De  Bernardi.  I  am  not  entirely  clear  on  that,  Mr.  Senator. 
I  understand  ordinarily  that  is  correct. 

Senator  Cummins.  If  a  condemnation  tribunal  for  the  acquisition 
of  a  right  of  way  or  any  other  phase  of  eminent  domain  is  properly 
composed  of  public  officers  selected  by  a  public  official,  why  is  not 
the  same  thing  true  in  this  instance,  when  we  are  seeking  to  condemn 
the  use  of  this  property  ? 

Mr.  De  Bernardi.  That  may  be  true,  but  I  can  say  without 
hesitation  that  so  far  as  we  are  concerned,  and  I  believe  I  voice  the 
sentiments  of  most  roads,  we  are  willing  to  leave  that  to  any  informed, 
disinterested  body. 

Senator  Cummins.  That  is  just  what  I  have  in  mind.  I  say 
nothing  about  the  Interstate  Commerce  Commission.  I  suppose  it 
is  pointed  out  because  of  its  familiarity  with  the  nature  and  the 
operation  of  railroads,  but  the  tribunal  ought  to  be  composed  of 
disinterested,  impartial  people,  all  of  whom  will  represent  the  Gov- 
ernment of  the  United  States,  and  it  ought  not  to  be  composed  of 
representative  of  either  shippers,  railroads,  or  any  other  special 
interests,  it  would  seem  to  me. 

Mr.  De  Bernardi.  I  am  very  much  inclined  to  agree  with  you, 
Senator.  I  only  suggested  the  other  as  being  the  usual  form  of 
arbitration,  and  I  stand  corrected  that  this  is  not  exactly  an  arbi- 
tration. 

Senator  Cummins.  No;  an  arbitration  is  a  voluntary  arrangement. 

Mr.  De  Bernardi.  Yes,  sir. 

Senator  Cummins.  Which  results  from  an  agreement? 

Mr.  De  Bernardi.  Yes,  sir. 

Senator  Cummins.  This  is  not  a  voluntary  arrangement,  and  in- 
volves no  agreement,  as  I  understand  it. 

Mr.  De  Bernardi.  Any  informed  disinterested  body  would  be 
agreeable  to  us. 

Senator  Cummins.  Coming  back  to  another  point,  the  compensa- 
tion provided  for  in  section  1  as  the  bill  now  is,  would  give  your 
road  now  much  ? 

Mr.  De  Bernardi.  Nothing.  We  have  a  deficit  for  those  three 
years.  We  were  unable  to  pay  interest  on  the  $6,000,000  authorized 
Dy  the  court. 

Senator  Cummins.  So  it  is  perfectly  apparent  that  unless  you  are 
to  be  driven  to  the  condemnation  proceeding,  there  must  be  some 
other  standard  for  such  roads  as  yours  ? 

Mr.  De  Bernardi.  Yes,  sir;  I  think  the  roads  must  be  classified. 
There  are  too  many  different  kinds  and  classes  and  conditions  to  be 
allplaced  in  one  pot. 

Senator  Cummins.  Do  you  know  from  anything  you  have  learned 
since  coming  to  Washington  whether  you  are  in  or  out  of  this  scheme  ? 

Mr.  De  Bernardi.  In  ot  from  anything  I  have  learned  since  I  came 
here,  Senator,  but  I  learned  from  instructions  received  from  the 
Director  General  before  I  started  that  we  were  in  Government  hands. 
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Senator  Cummins.  His  adviser  has  taken  a  different  view  of  that. 
I  do  not  mean  that  he  has  decided  that  you  are  not  in.  As  I  under- 
stand it,  it  has  been  decided  that  those  cases  must  come  up  and  be 
presented  to  the  Director  General  and  that  then  the  decision  will  be 
made. 

Senator  McLean.  You  had  no  official  notice  of  any  change  in  the 
situation  ? 

Mr.  De  Bernardi.  No  change  since  instructions  to  get  in  bed 
with  our  competitors,  which  we  did. 

Senator  Cummins.  I  know,  but  Mr.  McAdoo  has  the  administration 
of  the  law  in  that  respect,  and  his  representative  has  said  that  there 
has  been  no  decision  as  yet  whether  you  are  in  or  out.  He  asked 
whether  you  had  made  any  application  to  the  Director  General  in 
order  to  ascertain  whether  you  are  in  or  out. 

Mr.  De  Bernardi.  I  have  not;  but  I  saw  the  Director  General 
for  a  few  moments  last  night,  likewise  Judge  Payne,  and  Judge  Payne 
raised  the  point  in  discussing  with  him  our.  conditions  if  we  would 
be  satisfied  to  be  left  out,  and  I  assumed  by  that  that  he  considers  we 
are  in. 

Senator  Cummins.  That  is  rather  indirect  and  unsatisfactory,  I 
would  think. 

Mr.  De  Bernardi.  But  of  course  it  is  my  thought  that  this  entire 
move  is  to  unify  the  roads,  not  any  one  road,  and  it  seems  to  me  it 
would  be  just  as  fair  for  the  Government  to  say,  4  'We  want  the  Santa 
Fe  main  line,  but  we  do  not  want  any  of  the  branches.  It  is  up  to 
you  owners  of  the  Santa  Fe  to  take  care  of  these  weak  branches  from 
some  other  source  than  the  Government.  We  onlv  need  your  main 
line." 

Senator  Cummins.  I  am  asking  these  questions  in  order  to  know 
whether  you  desire  to  make  any  suggestion  to  this  committee  as  to 
legislation  aloiig  that  line.  In  other  words,  do  you  want  the  Congress 
to  compel  the  President  to  take  you  in  ? 

Mr.  De  Bernardi.  Yes,  sir;  if  it  is  not  definitely  known  that  we  are 
all  in,  I  suggest  the  Congress  take  a  definite  step  that  we  be  all  in  or 
all  out. 

Senator  Cummins.  That  is,  you  want  legislation  that  will  practically 
say  all  or  none '( 

Mr.  De  Bernardi.  Yes,  sir;  the  situation  in  front  of  us  is  certainly 
uncertain  enough  without  having  that  confronting  us,  not  know 
what  day  we  would  be  notified  that  we  had  been  pruned  off  and  left  to 
drop  where  we  might  fall. 

Senator  Cummins.  Have  you  considered  whether  legislation  of  that 
kind  is  within  the  power  of  the  Congress  ? 

Mr.  De  Bernardi.  I  have  not  enough  legal  knowledge  to  answer 
that  question.     I  hope  it  is. 

Senator  Cummins.  I  express  no  opinion  upon  that.  I  suppose  we 
could  take  them  all  out,  possibly,  but  whether  we  could  compel  him 
to  take  them  all,  if  he  tooK  any,  that  is  another  proposition. 

Mr.  De  Bernardi.  I  will  venture  this  suggestion,  that  if  all  are  not 
taken  in,  it  will  create  a  very  great  panic  in  this  country  to  endeavor 
to  leave  some  in  and  some  out.  The  securities  of  these  roads  are  too 
widely  distributed,  and  it  would  have,  in  my  opinion,  too  serious  an 
effect  on  those  who  were  left  out  to  be  at  all  healthful  for  the  Govern- 
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ment,  and  would  do  anything,  in  my  opinion,  but  promote  the  interest 
of  the  war.     I  think  it  would  have  the  opposite  effect. 

The  Acting  Chairman.  Are  there  any  further  questions  ? 

Mr.  Haff.  Do  you  wish  to  say  anything  about  this  line  being  com- 
pleted or  the  effect  its  noncompletion  will  have  upon  industry  ? 

Mr.  De  Bernardi.  I  think  I  did  mention  one  reason  that  we  are 
not  more  prosperous  is  the  fact  we  are  not  completed.  There  have 
been  some  disinterested  experts  who  looked  over  this  property  as  pro- 
posed, across  from  the  central  part  of  Missouri  to  the  west  coast,  and, 
m  their  opinion,  when  it  is  completed,  it  will  be  a  splendid  property, 
both  for  tne  United  States  and  as  an  international  line. 

I  do  not  know  that  the  committee  is  so  much  interested  in  that, 
but  that  also  is  the  reason  that  our  bondholders  and  those  interested 
have  hung  on  to  the  road  and  paid  some  of  these  deficits,  because  they 
expected  to  get  a  return  on  their  full  investment  later,  we  feel  the  war 
and  this  move  has  prevented  further  progress  with  construction. 

We  have  140  miles  of  grade  property  ready  to  lay  the  rails. 

Senator  Cummins.  Is  your  line  the  one  originally  planned  to  connect 
North  and  South  America  ? 

Mr.  De  Bernardi.  No;  I  think  not. 

Senator  Cummins.  There  was  some  proposal  of  that  kind  a  few 
years  ago  that  was  intended  to  connect  up  lines,  so  that  we  would  have 
finally  an  all-rail  route  into  South  America. 

Mr.  De  Bernardi.  I  have  been  here  such  a  short  time  I  am  not  as 
well  acquainted  with  what  they  had  in  mind  as  I  wish  I  were.  I  know 
they  contemplated  a  deep  harbor  at  Topolobampo,  opening  up  the 

great  resources  across  northern  Mexico,  and  I  might  add  that  in  the 
ght  of  what  is  behind  us  I  am  under  the  impression  that  that  line 
completed  down  into  Mexico  a  short  distance,  60  or  70  miles,  will  soon 
be  of  very  great  benefit  to  the  United  States  in  clearing  up  the  Mexican 
situation.  I  have  no  doubt  but  that  it  will  be  up  to  us  to  clear  that 
up  some  time  later  when  we  get  this  chore  off  our  hands. 

The  Acting  Chairman.  Are  there  any  further  questions  ?  If  not, 
that  is  all. 

Are  there  any  other  of  the  short-line-road  representatives  here  that 
desire  to  be  heard  ? 

There  do  not  appear  to  be  any  other  witnesses  here  that  wish  to  be 
heard  on  this  line  this  afternoon. 

Senator  Cummins.  Mr.  Chairman,  there  is  a  witness  who  expected  to 
come  on  after  the  short  lines  were  heard.  He  told  me  that  he  had  an 
engagement  to  see  Mr.  McAdoo,  or  hoped  to  be  able  to  see  him,  about 
2  o'clock  or  2.30,  and  that  he  believed  that  he  could  be  here  at  3.15. 
I  have  not  heard  from  him  since. 

The  Acting  Chairman.  Who  is  that,  Senator  ? 

Senator  Cummins.  Mr.  Walter. 

The  Acting  Chairman.  I  think  we  are  going  to  have  a  vote  at  the 
Senate  at  4  o'clock,  and  as  the  witnesses  are  not  here,  it  may  be  better 
for  us  to  adjourn  until  to-morrow. 

Senator  Cummins.  I  do  not  make  the  suggestion  in  order  to  keep 
the  committee  in  session  at  all,  but  I  do  it  rather  to  explain  the  ab- 
sence of  Mr.  Walter  who  has  expected,  I  think,  to  come  on  at  thi3 
time. 

(Whereupon,  at  3.15  o'clock  p.  m.  the  committee  adjourned  until 
January  18,  1918,  at  10  o'clock  a.  m.) 
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FBIDAY,  JANTJABY   18,   1918. 

Committee  on  Interstate  Commerce, 

United  States  Senate, 

Washington,  D.  C. 

The  committee  met  pursuant  to  adjournment  at  10  o'clock  a.  m.  in 
the  hearing  room  of  the  committee,  Capitol  Building,  Senator  Smith 
of  South  Carolina,  chairman  (presiding). 

The  Chairman.  The  committee  will  come  to  order.  Senator  Cum- 
mins, I  believe  Mr.  Walter  was  one  of  those  called  and  he  is  present. 
Mr.  Walter,  you  will  take  the  stand.  Will  you  give  the  stenographer 
your  full  name  and  address,  also  your  official  connection,  or  what  you 
desire  to  represent  before  this  committee  ? 

STATEMENT  OF  LTTTHEB  M.  WALTER,  OF  THE  FIEM  OF  BORDERS, 
WALTER  &  BUBCHMOBE,  LAWYERS,  CHICAGO,  ILL. 

Mr.  Walter.  In  appearing  here  this  morning  I  do  so  in  response 
to  the  request  of  the  committee,  and  not  on  behalf  of  any  particular 
client  or  any  particular  interest. 

I  may  say  in  passing  that  for  the  period  ending  with  the  first  of 
1910  for  some  half  dozen  years,  I  was  attorney  for  the  Interstate 
Commerce  Commission  and  in  its  service,  and  had  some  experience 
in  the  various  branches  of  the  commission  in  a  legal  way.  Since 
1910  I  have  been  engaged  in  the  practice  of  law  in  Chicago,  represent- 
ing both  shippers  and  carriers  in  matters  before  the  Interstate  Com- 
merce Commission  and  public  service  commissions  of  the  various 
States. 

I  have,  as  you  may  suppose,  paid  some  attention  to  these  questions 
which  you  have  to  deal  with  here,  and  I  have  some  views  which  I 
will  be  glad  to  present  and  which  I  hope  may  not  be  an  obstacle  to 
your  reaching  proper  conclusions. 

My  practice  generally  has  been  representing  shippers.  I  have  rep- 
resented the  short  line  railroads,  particularly  in  the  Tap  Line  case. 
I  have  represented  the  State  commissions,  particularly  in  the  Shreve- 
port  case.  I  think  I  can  say  on  behalf  of  the  shipping  interests  of 
the  country  that  they  are  just  as  desirous  of  winning  the  war  and  of 
undergoing  any  sacrifice  necessary  to  win  the  war  as  any  other  class 
of  people  in  the  country.  They  will  not  stand  in  the  way  of  any 
measure  which  is  necessary  to  secure  that  end. 

You  have  had  thrust  upon  you  by  the  events  of  the  last  few  weeks 
questions  which  our  country  regards  as  of  the  utmost  importance.  The 
railroads  of  the  country  may  be  regarded  as  the  largest  single  element 
in  our  national  life.  If  thejr  are  not  properly  operated,  not  properly 
managed,  all  other  industries  must  feel  the  effect  of  that  failure. 

G89 
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The  Director  General  has  taken,  by  the  proclamation,  possession  and 
control  of  all  the  railroads  in  the  country.  I  understand  that  he  now 
desires  to  operate  only  some  of  them  and  to  take  possession  and  con- 
trol only  of  some  of  them.  I  think  that  is  a  mistake.  The  two 
hundred  odd  thousand  miles  of  railroads  of  this  country  have  been 
operated  as  one  unit.  By  legislation  you  have  made  all  of  the  rails 
of  these  railroads  parts  of  one  general  highway.  You  have  given 
the  shipper  the  right  to  ship  his  freight  over  any  route  between  a 
point  of  origin  and  destination.  To  take,  therefore,  only  a  few  of 
these  lines,  or  to  exclude  a  part  of  them,  is  to  separate  or  to  draw  a 
line  between  certain  of  the  carriers,  one  class  to  have  one  kind  of 
treatment  and  another  class  to  have  another. 

The  short  lines  have  been  presenting  their  case.  I  want  to  call 
your  attention  to  the  fact  that  to-day  the  tariffs  on  file  with  the  Inter- 
state Commerce  Commission  name  rates,  and  a  single  rate  from  the 
point  of  loading  on  one  of  these  short  lines  to  final  destination  on  one 
of  the  great  trunk  line  systems  in  the  manufacturing  center.  The  ear 
which  moves  over  the  short  line  moves  over  the  trunk  line.  I  have  in 
mind  one  of  the  lines  in  the  South,  a  short  line,  not  owned  by  a 
shipper,  a  separate  entity  in  every  respect,  and  yet  during  the  last 
six  months  they  have  loaded  upon  their  rails  more  than  450  cars  of 
Government  material  going  to  the  great  ship  yards  of  the  country. 
That  freight  has  moved  upon  a  single  joint  rate.  That  road  has  not 
the  cars  to  send  all  over  the  country;  it  must  look  to  its  trunk-line 
connections  to  get  those  cars.  It  must  have,  therefore,  the  same 
treatment  as  any  other  railroad  in  the  furnishing  of  cars  and  sup- 
plies for  its  shippers.  The  Government  is  interested  in  having  that 
raw  material  and  the  President  has  said : 

It  is  clearly  in  the  public  interest  also  that  the  ordinary  activities  and  the 
normal  industrial  and  commercial  life  of  the  country  should  be  interfered  with 
and  dislocated  as  little  as  possible,  and  the  public  may  rest  assured  that  the 
interest  and  convenience  of  the  private  shipper  will  be  as  carefully  served  and 
safeguarded  as  it  is  possible  to  serve  and  safeguard  it  in  the  present  extraordi- 
nary circumstances. 

So  I  maintain  that  on  all  the  short-line  railroads  and  branch-line 
railroads  the  car  supply  should  be  open  in  every  respect;  that  not 
only  the  man  who  furnishes  the  material  and  supplies  to  win  the  war 
but  the  men  who  furnish  employment  for  all  the  labor  of  the  country 
and  furnish  materials  for  their  industries  should  be  alike  treated  the 
same  as  the  man  who  is  located  on  the  trunk  line;  in  other  words, 
dislocate  private  industry  as  little  as  possible. 

The  revenues  to  carry  on  this  war  must  come  from  the  people  of 
this  country,  and  you  must  therefore  have  industry  go  on  just  as  well 
as  it  may  consistent  with  the  prosecution  of  the  war  and  the  move- 
ment of  war  materials  and  troops. 

The  purpose  of  the  law  under  which  the  Director  General  is  oper- 
ating is  expressly  stated  to  be : 

The  President  in  time  of  war  is  empowered  through  the  Secretary  of  AVar  to 
take  possession  and  assume  control  of  any  system  or  systems  of  transportation 
or  any  part  thereof,  and  to  utilize  the  same. 

Now,  for  what  purpose? 

To  the  exclusion,  as  far  as  may  be,  of  all  other  traffic  thereon,  for  the  trans- 
portation of  troops,  war  material  and  equipment,  or  for  such  other  pun™** 
connected  with  the  emergency  as  may  he  needful  or  desirable. 
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In  other  words,  the  Director  General  is  given  authority  to  clear 
the  highways  in  order  that  war  munitions  and  troops  and  supplies 
may  go  forward  for  the  purposes  for  which  they  are  intended,  and 
when  that  has  been  accomplished,  these  highways  are  left  open  for 
everybody  upon  equal  rights  and  with  equal  opportunities.  There- 
fore, I  insist  that  the  purposes  of  the  control  are  simply  to  clear  con- 
gestion, to  operate  all  of  these  railroads,  open  new  junction  points, 
and  where  these  railroads  intersect  with  each  other  and  have  not  here- 
tofore interchanged  traffic,  the  Director  General  may  say :  "  Send 
them  through  that  gateway  instead  of  putting  them  through  the 
funnels,  like  Pittsburgh,  to  avoid  the  congestion,"  the  purpose  was 
operation,  and  that  was  all  the  purpose  that  the  Congress  had  in 
mind  when  it  gave  the  Director  General  the  control  of  these  roads. 

Now,  if  the  Director  General  takes  only  a  few  of  the  roads,  he 
may  leave  off  some  of  the  branch  lines  of  those  roads;  the  cars  of 
this  country  have  been  pooled.  Two  and  one-half  million  cars  have 
gone  everywhere.  If  you  go  down  in  the  Washington  Terminal 
yards,  you  will  find  cars  from  roads  in  Canada,  perhaps  even  from 
Mexico,  going  everywhere  under  rules  and  regulations.  If  the 
Director  General  takes  over  only  certain  roads,  then  the  car  supply 
will  be  subject  to  the  use  of  those  lines;  those  who  have  built  rail- 
roads such  as  the  great  branch  lines  running  into  the  grain  belt 
may  be  deprived  of  car  supply.  The  lumber  mills  in  the  Southwest 
or  in  the  great  Pacific  Northwest  may  be  deprived  of  their  car  sup- 
ply. The  terminals  that  serve  the  great  cities  and  make  it  possible 
for  the  trunk  lines  to  operate  may  be  deprived  of  their  car  supply. 
Not  only  that,  but  there  are  these  joint  rates  that  apply.  How  can 
you  act  as  to  the  trunk  line  unless  you  have  taken  both  parties  to 
the  rates? 

So,  I  insist  that  it  is  absolutely  essential  that  the  railroads  all 
come  under  the  control  of  the  Director  General,  and  his  possession, 
for  the  purposes  of  the  act,  namely,  the  movement  of  the  freight, 
and  that  therefore  if  there  is  any  doubt  in  existing  law  it  should  be 
removed  by  providing  that  the  railroads  shall  be  operated  as  a  na- 
tional system,  each  for  all  and  all  for  each. 

That  is  the  first  observation  that  I  desire  to  present  for  your  con- 
sideration. 

Now,  taking  up  Senate  bill  3385,  I  find  in  line  11,  section  1. 
you  have  inserted  the  date  June  30,  1917,  as  being  the  period  which 
should  be  taken  from  which  the  average  standard  return  should  be 
computed.  These  railroads  were  taken  over  on  three,  days'  notice 
practically.  It  seems  to  me  leaving  out  of  consideration  what  the 
financial  situation  may  have  been  as  to  the  earnings  of  these  roads 
that  you  may  lay  your  yardstick  back  from  December  31,  1917,  over 
as  many  years  as  you  care  to  take,  wThether  three,  five,  seven,  or  ten, 
and  when  vou  find  what  that  rate  of  return  is,  that  then  vou  mav 
turn  the  yardstick  to  the  future,  and  as  these  roads  run  along  one 
year,  two  years,  or  three  years,  you  may  apply  the  same  standard 
rate  of  return. 

In  that  connection  I  want  to  call  your  attention  to  a  few  figures 
contained  in  the  monthly  reports,  as  tabulated  by  the  Interstate 
Commerce  Commission,  for  the  10  months  ending  October  31,  1917. 

There  is  this  to  be  observed,  that  in  the  three  grand  divisions  of 
this  country  different  results  have  followed.    Take  the  official  classi- 
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fication  territory  which  lies  east  of  the  Mississippi  and  north  of  the 
Ohio  and  the  Potomac,  and  you  find  that  there  was  a  slump  in  that 
period.  For  example,  the  railway  operating  income  for  the  eastern 
district,  which  represents  some  59,000  miles  of  railroad,  for  the  10 
months  ending  with  October,  1916,  in  round  numbers,  was  $391,- 
000,000.  For  the  same  period  in  1917  it  was  $329,000,000.  There  is 
a  difference  of  some  $62,000,000  less. 

When  you  go  to  the  western  district  you  will  find  that  these  earn- 
ings, respectively,  the  net  railway  operating  income  for  1916  was 
$380,000,000,  and  for  1917  was  $375,000,000. 

The  southern  district  was  $128,000,000  in  1916  and  $136,000,000 
in  1917. 

The  country  as  a  whole  was  $899,000,000  for  1916,  as  against  $83.v 
000,000  for  1917. 

Adding  the  two  months  that  followed,  November  and  December, 
will  not  very  materially  change  those  figures.  It  may  show  some  fur- 
ther decrease. 

An  analysis  of  that  report  which  was  left  with  you  by  Mr.  Commis- 
sioner Anderson  will  give  you  the  expenditures  for  maintenance  of 
way  and  structures,  and  of  equipment,  traffic  expenses,  and  transpor- 
tation expenses.  You  will  find  the  latter  has  increased  much  greater 
than  any  other  branch  of  expenses. 

It  seems  to  me  that  you  should  take  that  period  ending  with  Decem- 
ber 31, 1917,  and  extend  it  back  as  far  as  you  may  and  you  will  there 
obtain  a  proper  yardstick;  that  you  should  not  consider  the  neces- 
sities of  a  single  section  of  the  country.  The  earnings  of  the  official 
classification  lines  have  always  been  greater  than  those  in  the  South 
and  West.  The  volume  of  tonnage  is  much  greater.  Therefore  the 
fact  that  their  earnings  have  fallen  off  in  a  greater  degree  does  not 
indicate  that  they  are  on  a  lower  level  than  the  southern  and  western 
lines  when  you  consider  the  fact  that  their  earnings  have  been  higher, 
and  therefore  could  come  down  considerabh'  befere  they  reach  the 
level  of  the  other  sections  of  the  country. 

On  the  following  page  of  the  bill  you  have  stated  the  method  of 
computing  the  net  railway  operating  income  for  the  purposes  of  this 
act.  You  say  that  it  shall  be  computed  from  such  returns  to  the 
Interstate  Commerce  Commission,  excluding,  however,  debits  and 
credits  arising  from  the  accounts  called  in  Ihe  monthly  returns 
"  leased-road  rents  "  and  "  miscellaneous  rents  " : 

Provided*  houcrrr,  Th:it  no  Federal  taxes  in  excess  of  taxes  assessed  during 
the  year  ending  June  30.  1017.  shall  be  charged  against  revenue  in  computing 
such  standard  return. 

I  assume  that  the  purpose  of  that  provision  was  to  leave  to  the 
owners  of  the  railroads  the  paying  of  the  excess  war  taxes,  but  it 
does  not  do  that.  It  has  just  the  contrary  effect.  I  may  be  mistaken 
about  this,  but  I  submit  for  your  consideration  this  fact.  The  excess- 
profits  tax.  commonly  known,  I  think,  as  the  act  of  October  3  last, 
made  retroactive  to  January  1,  1017,  the  taxes  there  established,  ex- 
cept as  to  the  provision  of  the  3  per  cent  tax  on  freight  receipts  and 
8  per  cent  on  passenger  fares,  both  of  which  are  paid  by  the  shipper 
or  passenger. 

Commissioner  Anderson.  Mr.  Chairman,  perhaps  I  can  save  a  lit- 
tle time  on  that  bv  saving  that  I  was  a  little  doubtful  about  that 
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language  and  have  changed  it.    I  do  not  think  you  are  right,  but 
somebody  raised  that  question  and  I  put  it  in  this  fashion : 

Provided,  however,  That  during  the  period  of  such  Federal  control  any 
Federal  taxes  in  excess  of  taxes  assessed  upon  any  such  carrier  in  force  June 
30. 1917,  shall  be  charged  against  or  deducted  from  said  standard  return. 

That  puts  that  beyond  the  possibility  of  argument. 

Mr.  Walter.  I  have  no  doubt,  and  I  have  been  advised  by  eminent 
statisticians  who  stated  that  under  this  proposed  act,  the  carriers 
could  transfer  to  the  Government  the  burden  of  the  excess  tax  during 
1918,  and  certainly  nobody  should  be  relieved  of  his  share  of  the  bur- 
dens of  this  war. 

My  suggestion  was  that  you  provide  as  the  basis  the  year  ending 
December  31^  1917,  which  would  make  it  clear  beyond  any  question 
that  the  carriers  would  have  to  bear  their  burden  of  the  excess  taxes 
of  the  war. 

Commissioner  Anderson.  May  I  make  this  suggestion,  if  there  is 
any  possible  doubt  about  this.    This  is  the  way  I  have  it  now : 

Provided,  however,  That  during  the  period  of  such  Federal  control  any 
Federal  taxes  in  excess  of  taxes  imposed  by  laws  then  in  force  upon  any  such 
carrier  during  the  year  ended  June  30,  1917,  shall  be  charged  against  or  de- 
ducted from  said  standard  return. 

That  is  perfectly  plain,  is  it  not? 

Mr.  Walter.  It  is  unless  some  astute  legal  mind  might  say  that 
when  Congress  made  it  retroactive  it  was  in  force  and  effect. 

Commissioner  Anderson.  No.  It  says,  "  imposed  by  laws  then  in 
force."    I  put  that  in  so  as  to  avoid  that  possibility. 

Mr.  Walter.  That  might  cover  it.  Anyway  you  will  have  thq 
thought  before  you,  and  with  the  suggestion  of  Commissioner  An- 
derson there  can  be  no  possible  ground  of  dispute  among  any  of  us 
that  none  of  us  want  to  relieve  the  carriers  from  the  excess  tax  of 
the  war. 

Now,  proceeding  to  the  next  sentence,  the  "  net  railway  operating 
income  in  excess  of  such  standard  return  shall  be  the  property  of  the 
United  States." 

The  Director  General  is  authorized  to  enter  into  an  agreement 
with  carriers  that  have  made  from  25  to  150  per  cent  profit  upon 
their  stocks,  or  upon  investments  of  property,  guaranteeing  such 
high  returns;  yet  the  carrier  that  may  have  had  a  deficit  for  the  past 
three  years  and  earned  $10,000  in  1918  must  turn  that  $10,000  over 
to  the  Government.  That  is  not  fair.  It  is  not  decent  treatment. 
It  is  not  equal  treatment  before  the  law. 

I  submit  that  vou  should  draw  a  line  and  that  certain  carriers 
when  they  reach  that  line  and  go  beyond  should  turn  the  excess 
over.  The  bill  proposes  to  make  up  a  deficit  for  the  Louisville  & 
Nashville  from  10  per  cent  to  20  per  cent,  if  it  only  earns  10;  and 
the  bill  also  proposes  that  if  the  Wabash  that  has  not  earned  a  stand- 
ard return  of  2  per  cent,  and  happens  to  earn  10,  shall  have  that  8 
per  cent  taken  away  from  it  and  used  to  help  make  good  the  agree- 
ment with  the  Louisville  &  Nashville ;  that  is  not  fair.  Some  pro- 
vision should  be  placed  in  there  that  will  protect  the  lines  that  may 
make  something  for  1918. 

I  have  in  mind  a  little  line  in  Minnesota  that  in  1915  lost  $14,000, 
in  1916  it  lost  $38,000,  in  1917  it  made  around  $20,000.    This  year  it 
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hopes  because  of  a  larger  tonnage  moving  over  it — the  necessity  of 
getting  the  white  pine  and  the  spruce  out — will  make  perhaps 
$25,000  to  $30,000.  Why  would  you  take  away  from  that  line  these 
earnings  unless  they  transcend  what  are  just  and  reasonable  to  help 
make  up  what  the  Delaware,  Lackawanna  &  Western  averaged  in 
the  last  three  years  ? 

May  I  call  your  attention  to  some  figures  on  that  subject  and  let 
you  know  what  you  are  guaranteeing?  Take  some  eastern  railroads. 
The  net  revenues  in  1916  in  the  eastern  district,  that  is  official  classi- 
fication territory,  were  45.9  per  cent  greater  than  in  1915,  while  in 
the  western  district  they  were  27.8  per  cent  greater.  Now,  the 
Bessemer  &  Lake  Erie  Kailroad  last  year  earned  35.16  per  cent  on  its 
capital  stock  and  over  12  per  cent  on  its  so-called  property  invest- 
ment, and  when  I  say,  "property  investment,"  I  mean  by  that  as 
carried  on  its  books,  whether  the  property  is  there  I  do  not  know.  It 
paid  the  average  dividend  of  9.36  per  cent  last  year,  the  highest 
average  during  the  past  10  years,  except  in  1912,  when  it  paid  10 
per  cent. 

The  Central  Kailroad  of  New  Jersey  paid  20.74  per  cent  on  its 
capital  stock  and  paid  dividends  aggregating  11.68  per  cent,  the 
largest  in  its  history  except  in  1911  when  it  paid  11.7  per  cent,  and  in 
1910  when  it  paid  11.69  per  cent. 

The  Delaware  &  Hudson  Co.  earned  12.63  per  cent  on  its  capital 
stock  and  paid  dividends  of  8.82  per  cent. 

The  Delaware,  Lackawanna  &  Western  earned  19.55  on  its  capital 
stock  and  8.52  on  its  so-called  property  investment.  It  paid  a  aivi- 
dend  of  12.79  per  cent,  about  the  same  as  each  of  the  past  10  years, 
except  1910  and  1912,  when  there  were  extra  dividends  of  large 
amount. 

Passing  to  the  New  York  Central  system,  last  year  it  earned  18.24 
per  cent  on  its  capital  stock  and  7.59  per  cent  on  its  so-called  prop- 
erty investment. 

Take  some  of  the  lines  in  the  southern  district,  the  Alabama  Great 
Southern  last  year  earned  13.03  per  cent  on  its  capital  stock,  and  8.07 
per  cent  on  its  so-called  property  investment ;  it  declared  a  dividend 
of  7  per  cent  on  its  preferred  stock  and  7  per  cent  on  its  common 
stock,  the  largest  in  the  last  ten  years. 

The  Cincinnati,  New  Orleans  &  Texas  Pacific  last  year  earned 
41.42  per  cent  on  its  capital  stock,  and  25.15  on  its  so-called  property 
investment,  declaring  a  regular  dividend  of  6  per  cent  and  an  extra 
dividend  of  6  per  cent. 

The  Louisville  &  Nashvilile  Kailroad  last  year  earned  19.5  per  cent 
on  its  capital  stock. 

The  Chicago,  Burlington  and  Quincy  in  the  western  district  last 
year  earned  26.93  per  cent  on  its  capital  stock,  and  8.09  per  cent  on 
its  so-called  property  investment. 

The  Union  Pacific  Railroad  Co.  last  year  earned  13.42  per  cent 
on  its  capital  stock  and  7.82  per  cent  on  its  property  investment,  paid 
its  regular  4  per  cent  dividend  on  preferred  stock  and  8  per  cent  on 
common  stock.  In  1914  an  extra  dividend  of  $37.50  per  share  in 
B.  &  O.  stock  and  $3  in  cash  was  declared.  Prior  to  that  date,  its 
regular  dividend  was  10  per  cent  on  common,  and  subsequent  thereto 
it  has  been  8  per  cent. 
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I  give  you  those  as  illustrations  of  what  you  are  going  to  guarantee 
if  you  adopt  this  provision,  but  I  submit  this  great  thought  that  you 
must  treat  these  railroads  fairly ;  that  you  must  give  to  the  short  line 
railroads,  to  the  long  line  railroads  that  have  not  earned  money,  the 
right  to  earn  more  than  their  average  until  it  reaches  what  is  a 
reasonable  amount. 

Now,  you  have  further  down  in  the  proposed  bill  the  suggestion 
that  during  the  period  of  such  federal  control  adequate  depreciation 
and  maintenance  of  the  property  of  the  carrier  shall  be  included  as  a 
part  of  the  operating  expenses,  provided  through  a  reserve  fund  in 
accordance  with  such  principles  and  rules  as  shall  be  determined  by 
the  President. 

I  would  like  to  call  your  attention  to  the  use  of  the  word  "ade- 
quate," that  that  is  a  most  elastic  term;  some  safeguard  should  be 
tnrown  around  the  use  of  that  term.  You  might  very  well  consider 
since  you  are  guaranteeing  a  standard  return  over  a  period  of 
years  whether  the  average  that  has  been  expended  for  maintenance 
and  depreciation  by  the  respective  carriers  during  that  period  might 
not  be  fair  and  proper,  making  due  allowance  for  increased  costs  of 
material  and  of  labor  that  goes  into  making  up  the  maintenance  of 
these  properties,  10  per  cent,  or  12£  per  cent,  or  something  of  that  sort 
to  be  added  to  the  average  of  the  past  few  years. 

I  note  section  11,  which  provides  that  carriers  while  under  federal 
control  shall,  in  so  far  as  is  not  inconsistent  therewith,  or  the  pro- 
visions of  this  act,  or  any  other  act  applicable  to  such  federal  control, 
or  with  any  order  of  the  President,  be  subject  to  all  laws  and  liabili- 
ties as  common  carriers,  and  suits  may  be  brought  by  and  against 
such  carriers  and  judgments  rendered  as  now  provided  by  law  with 
the  proviso  that  except  with  the  consent  of  the  President*  no  attach- 
ments shall  be  levied  against  the  physical  property  of  the  road. 

Now,  that  was  evidently  intended  to  give  to  those  who  had  griev- 
ances an  opportunity  to  go  into  court  and  to  proceed  with  their 
claims  and  their  law  suits.  It  does  not,  however,  go  to  what  I  regard 
as  the  most  important  factor  in  this  question,  namely,  the  preserva- 
tion of  existing  forums  for  disputes  between  shippers  and  carriers, 
and  between  carriers  themselves  over  the  operation  in  a  financial  way 
of  rates  and  regulations  affecting  rates. 

I  am  perfectly  willing  to  see  left  to  the  Director  General  the 
operation  of  these  roads.  God  speed  him  in  his  endeavor  to  open 
them  up  and  get  freight  over  the  roads.  There  is  paralysis  to-day 
in  transportation  conditions.  There  is  no  doubt  of  that.  But  let 
him  confine  his  activities  to  moving  the  freight,  to  getting  the  motive 
power,  to  speeding  it  on  its  way,  but  keep  away  from  him,  an  already 
greatly  overburdened  man,  the  tremenaous  responsibility  of  deter- 
mining the  charges,  rules,  rates,  and  regulations  affecting  charges. 

The  Interstate  Commerce  Commission  for  30  years  has  been 
building  up  a  system,  and  has  to-day  the  confidence  of  the  people  of 
this  country  far  in  excess  of  that  of  any  other  tribunal.  If  the  pur- 
poses of  taxing  over  the  railroads  are  to  move  the  freight,  let  that 
be  all  that  is  undertaken. 

If,  however,  the  carriers  want  to  get  rid  of  the  Interstate  Com- 
merce Commission,  and  those  of  you  who  have  read  the  papers  for 
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the  past  few  years  and  who  have  been,  as  Commissioner  Anderson 
told  you  yesterday,  in  touch  with  the  facts,  know  that  there  has  been 
carried  on,  and  I  shall  not  say  without  a  purpose,  an  effort  to  give 
the  wrong  impression. 

The  Interstate  Commerce  Commission  has  been  fair  to  these  car- 
riers and  has  been  fair  to  the  shippers,  has  been  fair  to  the  public, 
and  I  want  no  twilight  zone  left  in  the  regulation  of  these  railroads. 
I  would  like  to  have  it  just  as  if  you  and  I,  Senator,  have  two  houses 
with  an  indefinite  property  line  between  us.  We  want  our  flower 
gardens,  our  places  for  our  children  to  play,  and  we  want  the  line 
drawn  between  us  so  that  you  may  know  where  your  property  is  and 
your  rights  end  and  I  may  know  where  mine  end. 

So  I  submit  that  in  your  legislation  you  should  draw  a  line  that 
gives  to  the  Director  General  and  his  advisers  a  complete  chart  of 
their  powers,  and  place  upon  him  and  them  certain  definite  respon- 
sibilities, and  give  to  the  Interstate  Commerce  Commission  the  rights 
which  it  should  have,  and  leave  upon  it  the  powers  and  responsibili- 
ties of  the  act  to  regulate  commerce.  For  this  purpose  I  have  drawn 
a  little  suggestion  in  the  way  of  an  amendment.  It  may  go  too  far ; 
it  may  not  go  far  enough.  But  it  has  in  mind  that  all  the  acts  of 
Congress  of  the  30  years  past  shall  be  left  in  full  force  and  effect,  and 
qualified  only  as  to  the  operation  of  these  railroads: 

Nothing  in  this  Act  contained  and  nothing  in  the  Act  of  August  29,  1916, 
entitled  "An  Act  making  appropriations  for  the  support  of  the  Army  for 
the  fiscal  year  ending  June  thirtieth,  nineteen  hundred  and  seventeen,  and  for 
other  purposes,"  shall  be  construed  as  repealing  or  amending  the  Act  to  Regu- 
late Commerce,  approved  February  fourth,  eighteen  hundred  and  eighty-seven, 
and  specific  amendments  thereto;  that  said  Act  to  Regulate  Commerce,  as 
specifically  amended,  shall  remain  In  full  force  and  effect;  Provided,  That  the 
right  of  the  shipper  to  select  the  route  of  his  shipment  may  be  subject  to  the 
order  of  the  Director  General  of  Railroads  in  designating  the  intermediate 
carriers  who  shall  transport  such  shipment  to  the  delivering  carrier. 

What  I  have  in  mind  is  this:  Under  the  existing  law  the  shipper 
may  fix  the  route  of  the  highway  all  the  way  through.  I  would  give 
to  the  Director  General  the  right  to  say  to  the  shipper,  if  he  thinks  it 
advisable^  "Load  your  freight.  I  will  say  over  what  route  it  shall 
go,  as  I  know  what  is  congested  and  what  is  not,  until  it  reaches  the 
destination,  and  there  it  shall  be  turned  over  to  the  delivering  car- 
rier you  desire." 

Why  do  I  say  that?  Because  the  consignee  is  located  on  a  par- 
ticular line  of  railroad  and  he  wants  the  freight  at  his  unloading 
dock.  The  oil  receivers  have  their  tanks  and  they  have  their  pipes 
leading  out  to  the  car.  The  mill  man  has  his  side  track,  and  bear 
in  mind  that  all  of  the  great  terminals  of  the  country  have  been 
built  by  the  shippers.  They  have  constructed  the  tracks  upon  which 
the  cars  may  be  placed  for  unloading,  and  it  is  only  fair  to  let  the 
shipper  name  the  delivering  carrier.  I  submit  that  it  will  tend  to 
the  freest  movement  of  the  freight  because  each  man's  freight  will 
be  delivered  on  his  own  terminals,  but  let  the  Director  General 
move,  if  he  thinks  necessary,  that  car  as  a  pawn  on  the  chess  board 
via  any  intersection  or  junction  that  he  may  desire. 

The  great  principle  is :  Leave  to  the  commission  the  right  to  de- 
termine the  compensation  to  the  carriers.  That  is  the  proper  essen- 
tial thing  to  do.    You  gentlemen  must  know  that  you  cannot  guess 
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at  what  is  just  compensation.  You  must  have  a  very  multitude  of 
facts  before  you.  The  Director  General  has  other  things  to  do  be- 
sides determining  whether  the  rate  on  pig  iron  from  Bessemer,  Ala., 
to  the  manufacturing  centers  shall  be  19  cents  or  20  cents.  He  has 
something  else  to  do.  Of  course  he  might  delegate  it  to  his  assistants, 
but  where  could  he  go  in  all  this  broad  land  to  find  better  assist- 
ants, more  proficient,  more  expert,  than  the  members  of  the  Inter- 
state Commerce  Commission.  Leave  it  to  that  commission  to  deter- 
mine. True,  he  may  call  other  advisers.  He  has  called  other  ad- 
visers. You  may  call  the  roll  of  his  advisers  and  you  will  find 
answering  the  men  who  have  been  operating  these  railroads,  the  men 
who  have  been  clamoring  for  increases  in  rates. 

Would  it  not  be  better,  may  I  suggest  with  all  respect,  that  the 
Interstate  Commerce  Commission  should  determine  these  matters? 
If,  however,  they  are  going  to  be  left  to  the  Director  General,  might 
he  not  very  properly  call  in  members  of  the  commission  as  his  ad- 
visers or  representatives  of  the  great  shipping  and  consuming  public 
who  can  give  him  both  sides  of  a  proposition  that  has  been  debated 
for  years  and  years. 

A  little  illustration:  The  demurrage  rules  of  the  United  States 
have  been  in  effect  for  several  years,  with  their  rates,  rules,  and 
regulations.  They  have  been  worked  out  by  the  best  brains  of  the 
National  Industrial  Traffic  League,  representing  the  shippers,  and 
the  Committee  on  Relations  Between  Railroads  of  the  American 
Railway  Association,  and  with  the  cooperation  of  the  Interstate 
Commerce  Commission. 

The  great  purpose  has  been  to  prescribe  rules  and  regulations  to 
prevent  undue  detention  of  the  cars  when  they  are  being  loaded,  or 
when  they  are  being  unloaded.  No  changes  were  to  be  made  in  those 
rules  except  after  a  conference  between  the  carriers  and  the  shippers. 
Somebody  advised  the  Director  General  that  they  ought  to  be 
changed  and  wiped  out,  and  a  progressive  scale  of  demurrage  put  in 
effect.  Shippers  are  not  objecting  to  the  charges.  They  are  per- 
fectly willing  to  pay  whatever  is  just  and  reasonable,  but  a  pro- 
gressive scale  brings  upon  the  carriers,  as  the  operating  men  and  the 
traffic  men  and  the  accounting  men  will  tell  you,  great  burdens  that 
are  not  present  now  under  the  average  agreement,  or  the  bunching 

rule. 

The  one  effect,  the  experts  will  tell  you,  of  the  change  which  the  Di- 
rector General  asked  the  Interstate  Commerce  Commission  to  put 
into  effect,  and  which  goes  into  effect  on  the  21st,  without  the  knowl- 
edge of  the  shippers  at  all,  or  any  effort  to  fret  any  facts  from  them, 
will  be  to  put  great  burdens  upon  the  carriers  in  tne  way  of  account- 
ing and  increased  clerical  force,  at  a  time  when  man  power  is  at  a 
limit,  and  to  saddle  upon  the  shippers  of  the  country  costs  which 
will  do  nothing  toward  expediting  the  movement  of  the  cars. 

So  I  am  asking  you,  with  all  the  power  that  I  can  summon,  to 
leave  to  the  Interstate  Commerce  Commission  the  purposes  for 
which  it  was  organized,  and  unimpaired  powers  to  accomplish  those 
purposes.  You  have  not  given  the  commission  control  over  the  opera- 
tion of  the  railroads.  That  has  been  left  free.  For  the  first  time, 
the  Director  General  steps  into  a  power  which  has  not  been  con- 
ferred heretofore.    So  leave  him  with  the  operation  of  the  rail- 
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roads,  but  leave  to  the  commission  its  powers  under  the  Interstate 
Commerce  act  to  determine  what  shall  be  just  and  reasonable. 

In  section  12  you  provide  for  a  penalty,  which  leaves  it  to  discre- 
tion to  punish  by  fine  or  imprisonment.  I  should  say  that  at  this 
time  of  national  peril  that  if  anybody  steps  in  the  way  of  the  law- 
ful exercise  of  power  by  the  Director  General,  or  by  his  assistants, 
that  he  ought  to  go  to  jail;  and  that  no  fine  should  be  placed  on  him. 
Let  there  be  no  slackers  in  any  part  of  the  transportation  system 
under  the  penalties  of  law.  What  is  the  mere  penalty  of  a  fine?  Let 
every  man  put  his  shoulder  to  the  wheel,  and  if  he  does  not  do  it, 
be  punished  or  broken  on  the  wheel. 

Now  we  come  to  another  proposition  that  I  would  like  to  sub- 
mit to  you,  and  that  is  this:  You  took  these  railroads  over  almost 
in  a  single  niglit.  You  had  then  a  movement  of  freight  which  would 
take  months  to  reach  its  destination.  You  had  all  sorts  of  conflicts; 
no  notice  was  given.  Why  can  you  not  turn  those  railroads  back 
just  as  soon  as  the  emergency  has  passed?  Give  them  back  to  their 
owners  and  let  them  have  them  just  as  quick  as  the  operation  is 
cleaned  up,  whether  the  war  is  over  or  aoc.  When  the  procla- 
mation of  peace  has  been  given,  let  us  say  that  30  days  thereafter, 
or  60  days  thereafter,  the  railroads  shall  go  back  into  their  owners' 
hands.  It  is  only  a  question  of  accounting.  You  can  easily,  with  ex- 
pert assistance,  determine  what  are  the  rights  as  of  a  particular 
date. 

None  of  us  can  tell  what  the  situation  is  going  to  be  when  that 
time  comes,  but  I  think  it  will  contribute  to  a  clarification  of  what 
now  is  a  confusion  in  transportation,  and  confusion  in  the  minds 
of  business  men  everywhere.  No  man  can  tell  to-day  whether  to- 
morrow he  is  going  to  be  able  to  engage  in  his  lawful  business  or 
not.  He  does  not  know  what  is  going  to  happen.  Let  us,  just  as 
fast  as  we  can,  contribute  to  removing  that  indecision  and  that  con- 
fusion, and  I  would  suggest  that  you  should,  in  section  13,  provide, 
u  shall  continue  for,  and  during  tne  period  of  the  war,  and  until  30 
days  or  60  days  thereafter." 

I  think  this  covers  the  suggestions  which  I  desire  to  present  to 
you.  The  difficulties  which  have  brought  about  the  existing  situation 
nave  been  very  well  summed  up  by  the  Interstate  Commerce  Com- 
mission in  its  car  supply  investigation  report,  42  I.  C.  C,  657.  You 
will  find  some  exhibits  attached  thereto  which  throw  a  tremendous 
light  upon  the  conditions  which  led  up  to  the  necessity  for  taking 
possession  and  control  of  these  roads,  and  I  would  like  to  file  that 
report  as  a  part  of  my  remarks,  and  if  you  can  find  the  time,  or  if 
some  of  your  assistants  can  find  time  to  go  through  that  small 
pamphlet  and  note  the  situation  which  the  commission  found,  it 
will  help  you  greatly  to  determine  where  some  of  the  fault  lay. 

(The  decision  referred  to  is  here  printed  in  full,  as  follows:) 


No.  9284. 
CAR  SUPPLY  INVESTIGATION. 


Submitted  December  28  f  1916.    Decided  January  18,  1917. 


1.  Car  service  rules  of  respondents,  in  so  far  as  they  relate  to  open-top  coal  and  coke 

cars  and  to  railroad  owned  or  controlled  refrigerator,  heater,  ventilated  and 
insulated  cars,  found  unreasonable  to  the  extent  that  they  differ  from  the  car 
service  rules  herein  prescribed. 

2.  Action  with  regard  to  car  service  rules  for  application  to  other  classes  of  equipment 

deferred  pending  appointment  by  executives  of  a  committee,  vested  with 
plenary  power,  to  cooperate  with  this  Commission  at  Washington  in  securing 
a  more  equitable  distribution  of  equipment. 

J.  V.  Norman  and  J.  H.  Townshend  for  Southern  Hardwood  Traffic 
Association,  and  other  associations. 

Francis  B.  James,  Clarence  B.  Hewes,  2?.  C.  Wood,  G.  D.  Wood, 
and  K.  U.  Meguire  for  Southern  Appalachian  Coal  Operators' 
Association. 

J.  V.  Norman,  F.  B.  Montgomery,  J.  8.  Brown,  Charles  Rippin, 
J.  S.  Marvin,  F.  T.  Beniley,  D.  F.  Hurd,  and  J.  E.  Wilson  for  National 
Industrial  Traffic  League. 

E.  F.  Morgan  and  E.  E.  Winters  for  Public  Service  Commission  of 
West  Virginia. 

i?.  G.  Phillips  for  International  Apple  Shippers'  Association. 

W.  A.  Clark  for  New  England  Industries'  Demurrage  Bureau. 

J.  S.  Marvin  for  National  Automobile  Chamber  of  Commerce. 

John  M.  Pritchard  for  Gum  Lumber  Manufacturers'  Association. 

Thomas  B.  Moore  for  Michigan  Manufacturers'  Association,  Wabash 
Portland  Cement  Company,  and  other  companies. 

E.  C.  Nettles  for  Chamber  of  Commerce  of  Battle  Creek  and  of 
Jackson,  Mich. 

John  C.  Brinkley  and  John  C.  Graham  for  Chamber  of  Commerce  of 
Jackson,  Mich.,  Consumers  Power  Company,  and  Michigan  Light 
Company. 

James  L.  Davidson,  M.  W.  Bush,  Horace  Hammond,  Harry  Knight, 
M.  J.  Moloney,  and  C.  A.  Bryan  for  Albama  Coal  Operators'  Associa- 
tion, Chamber  of  Commerce  of  Birmingham,  Ala.,  Imperial  Coal  & 
Coke  Company,  and  other  companies. 

A.  G.  T.  Moore  for  Southern  Pine  Association. 
42 1,  c.  c. 
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H.  J.  Campbell  and  J.  S.  Brown  for  Board  of  Trade  of  the  city  of 
Chicago. 

W.  L.  Andrews  for  Consolidated  Coal  Company,  Incorporated. 
J.  Keavy  for  Chamber  of  Commerce  of  Indianapolis,  Ind. 
G.  F.  Thomas  for  Arkansas  Soft  Pine  Bureau. 
George  J.  Bolender  for  Chamber  of  Commerce  of  Kalamazoo,  Mich. 
C.  P.  White  for  Pittsburgh  Vein  Operators'  Association  of  Ohio. 

C.  S.  Paisley  and  Robert  Buko  for  Valley  Camp  Coal  Company. 
Louis  B.  Wehle  and  John  J.  Telford  for  Louisville  Board  of  Trade. 

D.  F.  Hurd  for  Chamber  of  Commerce  of  Cleveland,  Ohio. 

J.  E,   Wilson  for  Chamber  of  Commerce  of  Youngstown,  Ohio. 

M.  F.  Gallagher  and  E.  P.  Wilkinson  for  all  coal  operators  on  Chi- 
cago &  Eastern  Illinois  Railroad,  Cincinnati,  Hamilton  &  Dayton 
Railroad,  and  Chicago,  Terre  Haute  &  Southeastern  Railroad  in 
Indiana. 

E.  E.  EversuU  for  W.  T.  Ferguson  Lumber  Company  of  St.  Louis. 
G.  H.  Rodehaver  for  various  lumber  shippers. 

Harry  J.  Hood  for  Detroit  City  Gas  Company. 

F.  E,  Reeves  for  Detroit  Coal  Exchange. 
Win.  H.  McOloud  for  Buick  Motor  Company. 

E.  M.  Peterson,  J.  B.  Forest,  Donald  McDonald,  Fred  S.  Bell,  A.  L. 
Wilkinson,  Walter  Colyer,  and  R.  R.  Fauntleroy  for  various  public 
utility  and  manufacturing  companies. 

George  Stuart  Patterson  and  0.  G.  Paulding  for  Executive  Committee 
of  the  American  Railway  Association. 

C.  B.  Heiserman  and  J.  W.  Roberts  for  Pennsylvania  system. 

O.  P.  Stewart  for  Cleveland,  Cincinnati,  Chicago  &  St.  Louis  Rail- 
way Company,  Cincinnati  Northern  Railroad  Company,  and  Wheeling 
&  Lake  Erie  Railroad  Company. 

R.   Walton  Moore,   William  M.  Bullitt,  D.  E.  Spangler,  and  S.  S. 
Bridgers  for  Norfolk  &  Western  Railway  Company. 

William  A.  Northcutt,  G.  B.  Phelps,  and  J.  A.  Ridgely  for  Louis- 
ville &  Nashville  Railroad  Company. 

Charles  S.  Belsterling  for  Bessemer  &  Lake  Erie  Railroad  Company, 
Union  Railroad  Company,  and  Elgin,  Joliet  &  Eastern  Railroad 
Company. 

C.  H.  Markham,  R.  V.  Fletcher,  H.  R.  Newlean,  W.  L.  Park,  and 
J.  F.  Porterfield  for  Illinois  Central  Railroad  Company. 

R.  B.  Scott  and  W.  L.  Barnes  for  Chicago,  Burlington  &  Quincy 
Railroad  Company. 

B.  I.  Spock  for  New  York,  New  Haven  &  Hartford  Railroad  Com- 
pany, Boston  &  Maine  Railroad,  and  Bangor  &  Aroostook  Railroad 
Company. 

T.  H.  Burgess  for  Erie,  Chicago  &  Erie,  New  York,  Susquehanna 
&  Western,  and  New  Jersey  &  New  York  railroad  companies. 

Wallace  T.  Hughes,  J.  L.  Goree,  and  N.  D.  BaUentine  for  Rock 
Island  lines. 
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R.  Walton  Moore  and  E.  C.  Blanchard  for  Seaboard  Air  Line 
Railway,  and  other  southern  carriers. 

Thomas  Bond  and  J.  27.  DoggreU  for  St.  Louis  &  San  Francisco 
Railroad  Company. 

C.  C.  Paulding,  Parker  McCoUester,  L.  N.  Alexander,  and  27.  J. 
Merrick  for  New  York  Central  lines. 

William  A.  Eggers,  C.  W.  OaUoway,  C.  L.  Thomas,  William  A. 
Parker,  C.  S.  Wright,  J.  R.  Kearney,  W.  G.  Curren,  and  S.  T.  Mc- 
Laughlin for  Baltimore  &  Ohio  system  lines  and  Cincinnati,  Hamilton 
&  Dayton  Railway  Company. 

William  F.  Peter  for  Chicago,  Terre  Haute  &  Southeastern  Rail- 
way Company. 

W.  A.  Cole  and  W.  C.  Kendall  for  Boston  &  Maine  Railroad. 

C.  B.  Strohm  for  Atchison,  Topeka  &  Santa  Fe  Railway  Company. 

M.  Nicholson  for  Great  Northern  Railway  Company. 

27.  G.  Herbd  and  J.  A.  Somerville  for  Missouri  Pacific-Iron  Moun- 
tain  Railway  system. 

J.  27.  Rightmeyer  for  Kentucky  &  Indiana  Terminal  Railroad. 

C.  P.  Stewart  and  C.  77.  Bieber  for  Michigan  Central  Railroad 
Company. 

J.  W.  Merrow  for  Coal  &  Coke  Railway  Company. 

/.  M.  Ferguson  for  Carolina,  Clinchfield  &  Ohio  Railway. 

P.  27.  McCavley  for  Northern  Pacific  Railway  Company. 

«7.  T.  Bougher  for  Central  Railroad  Company  of  New  Jersey. 

O.  F.  Clark  for  Grand  Trunk  Western  Railway  Company. 

J.  T.  Bougher  and  0.  W.  Stager  for  Philadelphia  &  Reading  Rail- 
way Company. 

Alex.  P.  Humphrey  for  Southern  Railway  Company  and  Kentucky 
&  Indiana  Terminal  Railroad. 

R.  L.  McKeUar  and  B.  G.  FaUis  for  Southern  Railway  Company. 

Bird  M.  Robinson  for  Tennessee  Railway  Company. 

F.  B.  Brown,  Frank  27.  Alfred,  and  27.  0.  Hoisted  for  Pere  Mar- 
quette Railroad  Company. 

M.  B.  Casey  for  Delaware,  Lackawanna  &  Western  Railroad 
Company. 

W.  0.  Ranous  for  Minneapolis,  St.  Paul  &  Sault  Ste.  Marie  Rail- 
way Company. 

J.  B.  Heafer  for  International  &  Great  Northern  Railway  Company. 

N.  D.  BaUantine  for  El  Paso  &  Southwestern  Company. 

Edward  E.  Kerwin  for  Minneapolis  &  St.  Louis  Railroad  Company. 

W.  A.  Collie  for  New  York,  Chicago  &  St.  Louis  Railroad  Company. 

J.  P.  Stevens,  Henry  Taylor,  jr.,  and  E.  P.  Goodwin  for  Chesapeake 
&  Ohio  Railway  Company. 
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Henhf  J.  Hart  for  Bangor  &  Aroostook  Railroad  Company. 

J.  S.  Leeds  for  Santa  Fe  Refrigerator  Despatch  Company. 

NatJian  L.  Miller  and  Fred  S.  Stow  for  Defray  Connecting  Rail- 
road Company. 

C.  J.  McPher8on  for  Toledo,  St.  Louis  &  Western  Railroad  Com- 
pany. 

L.  A.  Brown  for  Chicago  Great  Western  Railroad  Company. 

G.  W.  Thompson  for  Detroit,  Toledo  &  Ironton  Railroad  Company. 

C  P.  Torrey  for  Hocking  Valley  Railroad  Company. 

F.  B.  Barr  for  Wheeling  &  Lake  Erie  Railroad  Company. 

J.  E.  Fairhead  for  Kansas  City  Southern  Railway  Company. 

E.  B.  Kennedy  for  Detroit  Terminal  Railroad  Company. 

T  H.  Hervey  for  Ann  Arbor  Railroad  Company. 

W.  L.  Barnes  for  Northern  Pacific  Railway  Company  and  Colo- 
rado &  Southern  Railway  Company. 

W  C  Steffa  for  Chicago  &  Alton  Railroad  Company. 

E.  B.  Woodmanse  and  B.  I.  Forsythe  for  Missouri,  Kansas  &  Texas 
lines. 

0.  L.  Wallace  for  Texas  &  Pacific  Railway  Company. 

G.  E.  Lyile  for  Duluth,  South  Shore  &  Atlantic  Railway  Company 
and  Mineral  Range  Railroad  Company. 

J.  K  Fahey  for  Gulf  &  Ship  Island  Railroad  Company. 

B.  F.  Kirkland  for  Georgia  &  Florida  Railway. 

A.  L.  Christiansen  for  Elgin,  Joliet  &  Eastern  Railway  Company. 

V.  P.  Turriburke  for  Chicago,  Milwaukee  &  St.  Paul  Railway  Com- 
pany. 

W.  E.  Ghamber8  for  Louisville,  Henderson  &  St.  Louis  Railway 
Company. 

W.  E.  Farris  for  New  Orleans  Great  Northern  Railway  Company. 

E.  W.  Sandwich  for  Atlanta  &  West  Point  Railroad  Company, 
Western  Railway  Company  of  Alabama,  and  Georgia  Railroad. 

G.  E.  Hix  for  Seaboard  Air  Line  Railway. 

Charles  A.  Vilas  and  E.  E.  Belts  for  Chicago  &  North  Western  Rail- 
way Company. 

A.  S.  Wright  for  Lehigh  Valley  Railroad  Company. 

J.  W.  Smith  for  Western  Maryland  Railway  Company. 

Qm  W.  Kirtley  for  Erie  Railroad  Company. 

E.  H.  Be  Groot,  jr.,  and  C.  B.  Gardy  for  Chicago  &  Eastern  Illinois 
Railroad  Company. 

Grant  W.  Taylor  for  Southern  Railway  Company,  Mobile  &  Ohio 
Railroad  Company,  and  other  companies. 

0.  G.  Castle  for  Southern  Pacific  system  lines. 

J.  T.  King,  W.  E.  Kay,  and  S.  A.  Stockard  for  Atlantic  Coast  line 
Railroad  Company. 
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L.  A.  Anthony  for  Boston  &  Albany  Railroad  Company. 

Fitzgerald  Hall,  E.  M.  Werner,  and  E.  M.  Wrenne  for  Nashville, 
Chattanooga  &  St.  Louis  Railway. 

D.  L  Forsyth  for  Wabash  Railway  Company. 

John  C.  Doolan,  E.  F.  Trabue,  and  W.  H.  Newman  for  Chicago, 
Indianapolis  &  Louisville  Railroad  Company. 

William  Mosby  and  J.  M.  Herbert  for  St.  Louis  Southwestern  lines. 

H.  G.  Sargent  for  New  Orleans  &  Northeastern  Railroad  Company, 
Alabama,  Vicksburg  Railway  Company,  and  Vicksburg,  Shreveport 
&  Pacific  Railway  Company. 

R.  K.  Smith  for  Mississippi  Central  Railroad  Company. 

A.  F.  Currier  and  A.  R.  Whaley  for  New  York,  New  Haven  & 
Hartford  Railroad  Company  and  Central  New  England  Railway 
Company. 

C.  P.  Stewart  and  F.  0.  Minnick  for  Wheeling  &  Lake  Erie  Rail- 
road Company. 

William  Bartley  for  Lake  Erie  &  Western  Railroad  Company. 

J.  W.  Trueb  for  Vandalia  Railroad  Company. 

F.  C.  Welch  for  Grand  Rapids  &  Indiana  Railway  Company. 

Edson  Rich  and  WiUiam  Whitney  for  the  Union  Pacific  system. 

Report  of  the  Commission. 

McChobd,  Commissioner: 

The  present  conditions  of  car  distribution  throughout  the  United 
States  have  no  parallel  in  our  history.  In  some  territories  the  rail- 
roads have  furnished  but  a  small  part  of  the  cars  necessary  for  the 
transportation  of  staple  articles  of  commerce,  such  as  coal,  grain, 
lumber,  fruits,  and  vegetables.  In  consequence  mills  have  shut 
down,  prices  have  advanced,  perishable  articles  of  great  value  have 
been  destroyed,  and  hundreds  of  carloads  of  food  products  have  been 
delayed  in  reaching  their  natural  markets.  In  other  territories  there 
have  been  so  many  cars  on  the  lines  of  the  carriers  and  in  their  termi- 
nals that  transportation  service  has  been  thrown  into  unprecedented 
confusion,  long  delays  in  transit  have  been  the  rule  rather  than  the 
exception,  and  the  operation  of  established  industrial  activities  has 
been  made  uncertain  and  difficult.  These  conditions  have  made 
necessary  a  far-reaching  investigation  by  the  Commission  and  now 
urgently  demand  prompt,  decisive  action. 

In  response  to  many  complaints  from  all  parts  of  the  country,  the 
Commission,  upon  its  own  motion,  on  November  4,  1916,  entered 
upon  a  general  investigation  covering  all  sections  of  the  United  States 
"  concerning  the  supply,  exchange,  interchange,  and  return  of  freight 
cars,  and  all  rules,  regulations,  and  practices  relating  thereto,,,  with 
a  view  of  issuing  such  order  or  orders  as  the  Commission  might  deem 
appropriate.    A  hearing  was  held  at  Louisville,  Ky.,  and  witnesses 
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representing  substantially  all  of  the  principal  carriers  of  the  country 
were  examined  with  reference  to  their  supply  and  use  of  freight  cars. 
Evidence  on  the  part  of  shippers  and  consignees  was  also  taken.  It 
is  not  our  purpose  at  this  time  to  review  in  detail  the  facts  which 
were  developed  of  record.  For  present  purposes  it  is  sufficient  to 
state  that  for  some  time  prior  to  the  Commission's  investigation 
there  had  been  a  general  misuse  of  freight  cars  by  substantially  all  of 
the  respondent  carriers.  The  substance  of  these  misuses  was  the 
failure  to  observe  the  then  effective  car  service  rules  1,  2,  3,  and  4, 
which  provide  for  the  return  of  cars  to  the  owning  roads,  stated  in 
Exhibit  A  of  the  appendix,  adopted  by  the  American  Railway  Asso- 
ciation, .whose  members  include  all  of  the  principal  carriers  of  the 
United  States  subject  to  the  act.  The  failure  to  observe  these  rules 
became  a  common  practice  as  the  volume  of  traffic  increased  during 
the  past  few  months.  Cars  received  for  a  line  haul  by  foreign  car- 
riers *were  used  for  continuous  local  service  on  those  lines  and  those 
received  for  switch  movements  received  the  same  usage.  These  prac- 
tices were  frankly  admitted  by  substantially  all  carriers,  and  while 
on  behalf  of  some  lines  a  desire  to  observe  car  service  rules  was  ex- 
pressed, it  was  stated  that  they  could  not  do  so  unless  other  line9 
would  also  conform  to  those  rules.  The  misuses  of  equipment  re- 
sulted in  depriving  the  owning  lines  of  cars  which  they  had  provided 
for  the  transportation  of  coal,  grain,  perishable  commodities,  and 
other  articles,  in  diverting  such  cars  from  the  normal  channels  to  the 
transportation  of  other  commodities  in  other  territories,  in  reducing 
in  large  measure  the  ability  of  certain  carriers  to  serve  the  shippers 
and  consignees  of  freight  located  on  their  lines  and  the  lines  of  their 
connections,  and  in  denying  to  many  shippers  and  consignees  such 
transportation  facilities  as  were  necessary  to  them  and  such  as  they 
would  have  received  if  freight  cars  had  been  handled  in  accordance 
with  car  service  rules.  Embargoes  were  placed  by  some  lines  against 
the  movement  of  their  own  coal  cars  beyond  their  rails,  for  which 
they  gave  the  explanation  that  such  measures  were  necessary  in 
order  to  retain  on  their  own  lines  sufficient  coal  cars  to  serve  the  com- 
munities dependent  on  them  for  fuel — a  practice  which  had  been  held 
unlawful  in  Missouri  cfe  Illinois  Coal  Co.  v.  I.  C.  R.  R.  Co.,  22  I.  C.  C, 
39,  to  which  further  reference  will  be  made. 

Following  the  disclosure  of  these  and  other  facts  of  record,  and  on 
November  14,  1916,  while  the  hearing  was  still  in  progress,  the  carriers 
were  requested  by  the  presiding  Commissioner  to  return  foreign  open- 
top  cars  and  refrigerator  cars  to  the  owning  lines,  either  loaded  or 
empty,  without  delay.  To  this  request  all  of  the  carriers  which  were 
represented  at  the  hearing  gave  their  assent  and  filed  severally  their 
instructions  for  such  return  of  these  cars.     At  the  hearing  the  car- 
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tiers  were  requested  to  lift  the  embargoes  which  had  been  placed 
against  the  movement  of  their  coal  cars  beyond  their  rails. 

During  the  progress  of  the  investigation  it  was  suggested  to  the 
carriers  that  prompt  action  be  taken  by  their  executives  to  relieve  the 
deplorable  conditions  found  to  exist.  In  response  to  this  suggestion, 
at  a  meeting  of  the  American  Railway  Association  on  November  15  a 
conference  committee  on  car  efficiency,1  hereinafter  called  the  car 
efficiency  committee,  was  created  "to  sit  constantly  in  Washington, 
to  deal  with  the  car  situation/'  That  committee  and  the  car  service 
commission  of  the  American  Railway  Association,  the  latter  being 
hereinafter  referred  to  as  the  car  service  committee,  went  to  Louisville 
and  held  an  informal  conference  with  the  presiding  Commissioner. 
There  were  present,  representing  the  carriers  in  addition  to  counsel,  the 
following:  C.  H.  Markham,  president  of  the  Illinois  Central;  W.  G. 
Besler,  president  of  the  Central  Railroad  of  New  Jersey;  E.  J.  Pearson, 
vice  president  of  the  New  York,  New  Haven  &  Hartford;  W.  L.  Park, 
vice  president  of  the  Illinois  Central;  G.  L.  Peck,  vice  president  of  the 
Pennsylvania  lines  west;  C.  M.  Sheaffer,  general  superintendent  of 
transportation  of  the  Pennsylvania  Railroad  lines  east;  W.  R.  Scott, 
vice  president  and  general  manager  of  the  Southern  Pacific;  H.  E. 
Byram,  vice  president  of  the  Chicago,  Burlington  &  Quincy;  George 
Hodges,  chairman  of  the  committee  on  relations  between  railroads  of 
the  American  Railway  Association.  At  this  conference,  with  refer- 
ence to  the  creation  of  the  car  efficiency  committee,  Mr.  Markham 
read  a  statement  in  which,  among  other  things,  it  was  said: 

The  American  Railway  Association  has  delegated  full  authority  to  this  committee 
to  handle  the  car  interchange  question.  We  propose  to  increase  the  per  diem  charges 
on  December  1,  on  which  date  we  expect  the  proposed  increase  in  demurrage  charges 
will  go  into  effect.  We  also  propose  to  put  into  effect  penalties  for  diversion  of  and 
delays  to  equipment  on  January  1,  the  earliest  practicable  date. 

This  committee  took  up  its  work  in  Washington  and  among  its 
first  acts  were  directions  for  the  return  of  open-top  cars  and  fruit 
refrigerator  and  heater  cars  to  the  owning  lines,  as  shown  by  circulars 
No.  1750,  issued  November  23,  1916,  and  No.  1752,  issued  November 
24,  1916,  through  the  general  secretary  of  the  American  Railway 
Association.     These  are  as  follows: 

CIRCULAR  NO.  1760. 

On  account  of  the  acute  shortage  of  open  cars  in  certain  sections  of  the  country, 
Commissioner  McChord  on  November  14  issued  a  direction  to  all  railroads  requiring 
the  return  of  such  foreign  cars  to  their  owners,  loaded  or  empty. 

i  This  committee  consisted  of  George  Hodges,  chairman;  C.  M.  Sheaffer,  general  superintendent  of 
transportation  of  the  Pennsylvania  Railroad  lines  east;  E.  J.  Pearson,  vice  president  the  New  York, 
New  Haven  &  Hartford;  W.  A.  Worthington,  vice  president  of  the  Southern  Pacific;  W.  L.  Park,  vice 
president  of  the  Illinois  Central;  and  E.  H.  Coapman,  vice  president  of  the  Southern  Railway. 
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It  is  the  opinion  of  the  conference  committee  on  car  efficiency  that  this  course 
should  be  followed  by  all  railroads,  regardless  of  car  balances.  It  is  therefore  requested 
that  until  further  advised: 

All  foreign  open-top  cars  be  at  once  returned  to  their  owners,  either  loaded  or  empty; 

(A)  direct,  if  belonging  to  direct  connections. 

(B)  through  the  proper  home  route,  if  belonging  to  other  than  direct  connections. 

CIRCULAR  NO.    1752. 

There  has  developed  in  various  sections  of  the  country  an  acute  shortage  of  fruit 
refrigerator  and  heater  can  to  move  perishable  traffic,  which,  on  account  of  weather 
conditions,  can  only  be  transported  in  such  equipment. 

To  relieve  this  critical  situation,  the  conference  committee  on  car  efficiency 
requests  that  all  railroads  take  immediate  steps  to  facilitate  the  prompt  return  of  such 
cars  to  the  home  territory. 

On  December  1,  1916,  the  car  efficiency  committee  took  action 
with  reference  to  the  relocation  of  box  cars,  which  was  announced 
to  the  members  of  the  American  Railway  Association  in  circular 
No.  1762,  reading  in  part  as  follows: 

In  circular  issued  November  29,  you  were  advised  that  certain  sections  of  the 
country  are  suffering  greatly  from  shortage  of  box  cars,  and  immediate  relief  must  be 
secured. 

This  shortage  is  caused  by  a  deficiency  in  box-car  equipment  in  all  sections  of  the 
country,  except  in  central  freight,  trunk  line,  and  New  England  territories.  Ordi- 
nary means  will  not  remedy  the  situation;  emergency  measures  are  necessary. 

To  this  end  it  is  directed: 

That  lines  in  the  territories  named  below  shall  forthwith,  and  until  further  notice, 

deliver  to  their  western  and  southern  connections  a  percentage  of  box  cars,  either 

loaded  or  empty,  in  excess  of  those  received  from  such  connections,  as  shown  by  the 

percentages  below: 

Per  cent. 

Railroads  in  group  1,  having  box  cars  on  their  line  in  excess  of  number  owned . .  30 

All  railroads  in  groups  2  and  3,  regardless  of  number  of  box  cars  on  line 20 

All  railroads  in  group  5,  regardless  of  number  of  box  cars  on  line 10 

All  railroads  in  group  6,  regardless  of  number  of  box  cars  on  line 20 

All  railroads  in  group  7,  regardless  of  number  of  box  cars  on  line 15 

All  railroads  in  group  8,  regardless  of  number  of  box  cars  on  line 10 

Note. — Groupings  in  accordance  with  car  shortage  and  surplus  statements  issued 
by  American  Railway  Association. 

The  principal  carriers  composing  the  stated  groups  are  named  in 
Exhibit  B  of  the  appendix,  which  also  shows  the  percentage  on  cer- 
tain dates  of  (a)  all  freight  cars,  (6)  box  cars,  (c)  gondola  coal  and 
coke  cars,  on  the  lines  of  the  several  carriers  to  the  cars  of  those 
classes  owned. 

In  spite  of  the  efforts  which  had  been  made  to  put  a  stop  to  the 
diversion  and  misuse  of  foreign  refrigerator  cars  and  coal  cars  the 
Commission's  inspectors  day  after  day  reported  numerous  instances 
of  such  diversion  and  misuse.  Similar  reports  were  made  to  the 
Commission  by  a  number  of  individual  carriers.  It  appeared  that 
the  car  efficiency  committee  was  not  securing  obedience  to  its  direc- 
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tions,  and,  on  December  4,  1916,  the  following  telegram  was  sent  to 

Mr.  Markham: 

Washington,  D.  0.,  December  4, 1916. 
C.  H.  Markham, 

President  Illinois  Central  Railroad  Company,  Chicago,  III.: 
I  have  brought  all  of  the  matters  connected  with  the  car  shortage  investigation  to 
the  attention  of  the  Commission,  including  the  efforts  made  by  the  conference  com- 
mittee. Based  upon  my  report  to  the  Commission  and  its  knowledge  of  the  situation, 
I  am  requested  by  the  Commission  to  say  that  it  is  disappointed  in  the  progress  made 
by  the  conference  committee  on  car  efficiency.  So  many  misuses  of  equipment 
have  been  brought  to  the  Commission's  attention  that  it  can  not  feel  that  the  order 
to  return  such  equipment  to  owning  lines  promptly  is  being  obeyed.  There  also 
seems  to  be  doubt  about  the  committee's  power.  Carriers  are  not  responding  to  the 
committee's  request  for  information  as  they  should  and  cars  continue  to  increase 
upon  various  lines.  Something  must  be  done  at  once  to  relieve  the  situation.  We 
believe  the  present  conditions  can  be  promptly  relieved  if  vigorous  action  is  taken. 
Unless  the  conference  committee  is  given  sufficient  power  and  uses  it  without  hesi- 
tation in  its  cooperation  with  this  Commission,  and  unless  the  individual  carriers 
obey  their  orders,  no  good  results  can  be  obtained  by  such  cooperation. 

C.  C.  McChobd. 

This  resulted  in  the  following  interchange  of  telegrams: 

December  4,  1916. 
C.  C.  McChord,  Washington,  D.  C: 

Wire  date.    1  am  heartily  in  accord  with  everything  you  say  in  regard  to  returning 

cars.     There  is  no  improvement  in  our  condition.     We  own  62,595  commercial  cars. 

October  31  there  were  51,828  commercial  care  on  our  line,  or  approximately  83  per 

cent  of  ownership.     November  15  there  were  51,419,  and  November  29,  51,389,  a 

decrease  of  439  compared  with  October  31  and  30  compared  with  November  15. 

Situation  our  shippers  simply  desperate.    Some  of  our  people  doing  big  business 

owing  to  lack  of  cars  are  forced  to  borrow  money  to  protect  pay  rolls  when  according 

to  Bales  they  should  have  handsome  bank  account.    Connections  having  our  cars, 

regarding  which  you  have  complete  record,  are  not  returning  them.    WTe  are  and  will 

continue  to  furnish  all  data  desired.    1  appeal  to  you  to  force  lines  having  11,206 

excess  cars  belonging  to  us  to  return  them  at  once. 

C.  H.  Markham. 

Washington,  December  5, 1916. 
C.  H.  Markham, 

President  Illinois  Central  Railroad  Company,  Chicago,  III.: 
Your  wire  received  refers  to  conditions  on  Illinois  Central,  with  which  we  are  familiar 
through  reports  received  and  which  are  also  true  of  other  lines.  I  wired  you  as  chair- 
man of  executive  committee  which  conferred  with  me  at  Louisville  and  which  I 
was  informed  was  delegated  for  that  purpose  by  action  of  all  executives  selected  from 
the  five  sections  of  the  country  pursuant  to  the  plan  agreed  upon  in  my  first  conference 
with  you  at  Louisville.  Sufficient  time  has  elapsed  since  the  proclamation  at  Louis- 
ville, followed  by  a  similar  order  by  the  committee  when  it  convened  here,  requiring 
the  return  of  open-top  cars  to  have  substantially  bettered  condition  of  owning  lines 
in  this  respect  and  to  have  returned  open-top  cars  to  their  normal  and  proper  uses. 
While  some  lines  have  obeyed  that  direction  it  is  apparent  that  other  lines  have  not 
done  so.  Percentages  of  open-top  equipment  on  owning  lines  and  inspectors'  reports 
to  Hodges  amply  demonstrate  that  fact.  A  similar  fate  has  been  met  by  the  com- 
mittee's proclamation  of  October  28  respecting  the  relocation  of  closed  equipment. 
This  Commission  understood  that  the  conference  committee  on  car  efficiency  was 
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vested  with  full  authority  to  require  the  movement  and  relocation  of  cars  by  all  nil- 
roads.  If  they  have  not  already  done  bo  we  feel  that  executives  should  define  this  com- 
mittee's powers  at  once  and  inform  the  Commission  of  its  authority.  Otherwise  obedi- 
ence by  some  lines  to  directions  to  return  cars  and  disobedience  by  others  will  only 
work  hardship  without  securing  adequate  and  substantial  relief.  If  this  is  not  to  be 
dealt  with  by  the  executives  in  such  a  manner  that  no  railroad  will  misuse  equipment 
or  disobey  directions,  given  by  the  committee,  this  Commission  desires  to  be  advised 

of  that  fact. 

C.  C.  McCho&d. 

Chicago,  III.,  December  6,  1916. 
Hon.  C.  C.  McChobd, 

Interstate  Commerce  Commission,  Washington,  D.  C: 

Your  telegram  fifth.    My  position  as  chairman  of  committee  was  but  temporary 

and  for  purpose  of  carrying  out  understanding  with  you.    Mr.  Park  has-been  attending 

meeting  executive  committee  American  Railway  Association  in  New  York  and  wires 

that  the  conference  committee  sitting  in  Washington  has  been  endowed  with  full 

authority  along  lines  suggested  by  Interstate  Commerce  Commission.    The  increase 

in  per  diem  agreed  on  and  progressive  demurrage  will  have  beneficial  effect  on  car 

efficiency. 

C.  H.  Markham. 

A  meeting  of  the  executive  committee  of  the  American  Railway 
Association  was  held  in  New  York  on  December  5,  1916.  On  that 
date,  in  order  that  that  committee  might  have  a  full  understanding 
of  the  Commission's  position,  a  telegram  was  sent  to  George  Hodges 
then  at  New  York  City,  repeating  in  full  the  second  and  third  tele- 
grams above  quoted.  At  that  meeting  the  work  of  the  car  efficiency 
committee  was  delegated  to  the  car  service  committee,  which,  as  re- 
constituted, consisted  of  Messrs.  Park,  Pearson,  Sheaffer,  Worth- 
ington,  and  Fairfax  Harrison,  president  of  the  Southern  Railway, 
•its  chairman,  by  whom  the  following  statement  was  submitted  to  us, 
defining  the  powers  of  the  car  service  committee : 

The  powers  of  the  commission  on  car  service  are  defined  by  the  amended  per  diem 
and  car  service  rules  as  set  forth  in  A.  R.  A.  circular  No.  1751,  of  which  a  copy  ia 
submitted  herewith.  In  addition,  by  special  vote  of  the  American  Railway  Asso- 
ciation, the  commission  on  car  service  is  authorized  to  add  to  or  modify  the  existing 
rules  with  the  approval  of  the  executive  committee  of  the  American  Railway  Asso- 
ciation. A  copy  of  this  resolution,  as  set  forth  in  said  circular  No.  1751,  is  also  sub- 
mitted herewith. 

Prior  to  the  meeting  of  the  American  Railway  Association  at  which  the  present 
rules  were  adopted  a  representative  meeting  of  executives  of  many  railroads  wu 
held  at  which  those  present  pledged  themselves  to  give  effect  to  the  rules  and  sop- 
port  the  commission  on  car  service  in  the  performance  of  its  duties. 

In  compliance  with  the  request  of  Commissioner  McOhord  that  a  committee  repre- 
senting the  railways  cooperate  with  the  Interstate  Commerce  Commission  in  an  effort 
to  relieve  the  car  shortage  which  exists  in  certain  parts  of  the  country  the  executive 
committee  of  the  American  Railway  Association  has  authorized  the  commission  on 
car  service  to  sit  in  Washington  with  a  representative  of  the  Interstate  Commerce 
Commission  and  to  make  such  extraordinary  recommendations  to  the  roads  as  in  its 
judgment  would  meet  the  necessities  of  the  present  emergency. 

The  commission  on  car  service  will  depend  for  the  enforcement  of  such  recom- 
mendations upon  the  substantial  good  faith  of  the  carriers  which  assented  to  its  cret- 
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tion  and  to  its  performance  of  the  duties  outlined  above.  To  assure  this  the  com- 
mission on  car  service  is  prepared  to  utilize  the  force  of  public  opinion  which  it  feels 
it  has  behind  it. 

On  December  15  the  car  service  committee  issued  its  circular  No.  3, 
set  forth  as  Exhibit  C  of  the  appendix,  which  amended  and  inter- 
preted circular  No.  1762.  Among  other  things  this  circular  made  the 
following  reference  to  carriers  in  group  .4: 

Whenever  roads  in  group  4  not  covered  by  American  Railway  Association  circular 
No.  1762,  are  in  possession  of  their  ownership  of  box  cars,  they  are  expected  to  help 
their  western  and  southern  connections  which  have  deficiencies  by  delivering  to  them 
a  20  per  cent  excess  of  box  cars  above  the  number  received. 

The  record  before  us,  as  well  as  the  numerous  complaints  received 
by  the  Commission  daily  from  certain  sections  of  the  country,  shows 
that  the  present  car  shortage  conditions  are  serious  and  require 
immediate  relief.  The  supply  of  coal  in  many  communities  is  inade- 
quate, and  the  prices  demanded  are  very  high.  Public  service  com- 
panies, which  furnish  light,  heat,  and  power  to  cities  and  towns, 
face  a  possible  interruption  of  this  indispensable  service  through 
lack  of  fuel.  At  the  time  of  the  hearing  some  of  the  carriers  them- 
selves had  but  two  or  three  days*  supply  of  coal,  others  had  entirely 
exhausted  their  stored  supply  and  were  dependent  upon  the  daily  move- 
ment of  loaded  coal  cars  for  their  motive  power.  Commercial  coal 
was  being  confiscated  for  this  purpose,  with  its  resultant  loss  of  im- 
mediate supply  to  the  intended  consignees .  In  the  event  of  severely 
cold  weather  which  every  winter  brings,  a  continuation  of  present 
conditions  will  inevitably  cause  hardship  and  suffering. 

The  need  of  restoring  to  their  proper  uses  railroad  owned  or  con- 
trolled refrigerator  cars  and  heater,  ventilated,  and  insulated  cars 
is  not  less  urgent.  Lack  of  timely  and  adequate  supply  of  cars 
suitable  for  such  service  has  already  caused  severe  losses.  A  large 
proportion  of  those  classes  of  cars  have  left  the  rails  of  certain  origi- 
nating carriers  and  although  some  are  being  returned,  their  home 
movement  is  slow,  while  others  are  used  for  the  local  movement  of 
dead  freight  on  foreign  lines.  The  misuse  of  foreign  refrigerator  cars 
has  continued  notwithstanding  the  directions  for  their  return  to  the 
owning  lines.  In  this  connection  we  quote  the  following  letter 
recently  addressed  to  the  Commission  by  the  superintendent  of  trans- 
portation of  the  Northern  Pacific  Railway  Company  and  made  a  part 
of  this  record: 

St.  Paul,  Minn.,  December  23,  1916. 

Referring  to  movement  of  refrigerators:  We  found  N.  P.  95393  at  the  Updike  Eleva- 
tor, C.  &  N.  W.  tracks  in  Milwaukee,  Wis.,  loaded  with  grain.  N.  P.  95953  was  with  it, 
also  loaded  with  grain.    Following  is  record  of  these  two  cars  since  they  left  our  line: 

95393,  to  C,  M.  &  St.  P.  at  Minn.  Tfr.  8-13-15, 1.  H.  B.  8-15,  N.  Y.  C.  &  St.  L.  8-15, 
Wab.  8-17,  N.  Y.  C.  &  St.  L.  8-28,  Pa.  R.  R.  9-18,  N.  Y.  C.  &  St.  L.  9-29,  C.  H.  D., 
L,.  &  N.  10-9,  Pa.  Ry.  Term.  10-12,  L.  &  N.  10-15,  V.  &  S.  W.  10-22,  Ironton  10-27, 
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L.  &  N.  10-29,  Interstate  11-22,  L.  &  N.  11-24,  L.  H.  St.  L.  12-31,  L.  &  N.  1-3-16, 
C.  C.  C.  &  St.  L.  1-23,  L.  &  N.  1-28,  N.  &  W.,  L.  &  N.  2-18,  Pa.  Co.  3-13,  Pa.  R.  R. 
3-14,  Pa.  Co.  4-3,  L.  &  N.  4-15,  N.  &  W.  4-19,  C.  C.  O.  4-20,  L.  &  N.  WJ,  C.  C.  O. 
5^10,  N.  &  W.  6-16,  L.  &  N.  6-17,  N.  &  W.  5-26,  L.  &  N.  6-3,  C.  H.  D.  *-7,  LAN. 
6-28,  C.  H.  D.  7-3,  C.  &  O.  7-15,  Big  Four  7-20,  C.  &  O.  7-31,  L.  &  N.  8-18,  B.  &  O. 
8-19,  C.  &  O.  8-25,  Big  Four  10-2,  C.  &  O. 10-8,  C.  H.  D.  10-17,  C.  &  O. 10-17,  N.  A 
W.  C.  C.  C.  &  St.  L.  12-3. 

95953  to  C.  St.  P.  M.  &  O.  at  Minn.  Transfer  11-15-16,  C.  A  N.  W.  11-18,  Omaha  12-13. 

You  will  note  how  some  lines  handle  refrigerator  cars. 
Yours,  truly, 

P.  H.  McCaulet,  Supt.  Transportation. 

On  many  southern  and  western  lines  the  available  supply  of  box 
cars  is  but  a  fractional  part  of  those  which  would  be  required  to 
move  the  traffic  offered.  The  flow  of  traffic  northbound  and  east- 
bound  has  carried  box  cars  from  the  originating  lines  into  central 
freight  association,  trunk  line,  and  New  England  territories.  At 
many  points  in  these  territories  there  are  large  accumulations  of 
cars  due  to  many  causes,  such  as  the  unprecedented  traffic,  lack  of 
adequate  yard,  trackage,  warehouse  and  elevator  facilities,  insuffi- 
cient motive  power,  inefficient  operation,  lack  of  ocean-carrying  space, 
the  holding  of  cars  by  shippers  and  consignees  for  speculative  pur- 
poses, and  the  failure  of  consignees  to  unload  promptly.  The  result 
is  slow  movement  and  disorganized  service,  conditions  to  which  a 
reduction  in  the  number  of  cars  on  line  would  give  relief. 

Urgent  as  is  the  need  of  relief  for  these  conditions  the  respondents, 
with  but  few  exceptions,  have  failed  to  afford  such  relief.  They 
have  assured  the  Commission  that  they  would  put  a  stop  to  the  di- 
version and  misuse  of  foreign  open-top  cars  and  refrigerator  cars, 
and  would  return  those  cars  to  their  owners  without  delay,  but  since 
that  assurance  was  given  hundreds  of  instances  of  diversion  and 
misuse  have  been  called  to  our  attention  by  owning  lines  and  by  our 
inspectors.  While  there  has  been  some  response  on  the  part  of  some 
carriers  to  the  Commission's  efforts  to  restore  cars  suitable  for  the 
transportation  of  coal  and  perishable  products  to  their  proper  chan- 
nels, it  is  apparent  that  there  is  still  a  general  misuse  of  such  equip- 
ment. We  have  received  many  appeals  not  only  from  shippers  but 
from  carriers  for  the  entry  of  a  formal  order  to  remedy  the  situation. 
For  the  purpose  of  affording  the  carriers  an  opportunity  to  be  heard 
upon  the  question,  the  respondents  were  ordered  to  show  cause  on 
December  28,  1916— 

why  an  order  should  not  be  entered  requiring  respondents  to  return  to  their  owners, 
without  diversion  or  misuse,  all  foreign  open-top  cars  and  all  railroad  owned  or  con- 
trolled refrigerator,  heater,  ventilated,  and  insulated  cars  after  being  unloaded  at 
destination,  either  loaded  or  empty  (a)  direct,  if  belonging  to  direct  connections,  (6) 
through  the  proper  home  route  if  belonging  to  other  than  direct  connections;  or  in  ac- 
cordance with  such  other  rules  as  may  be  found  reasonable  and  be  prescribed;  . 
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And  to  return  all  other  foreign  freight  can  to  their  owners  in  accordance  with  car 
service  rules  1,  2,  3,  and  4  of  the  American  Railway  Association  or  to  effect  a  reloca- 
tion of  such  cars  in  accordance  with  such  other  rules  as  may  be  found  reasonable  and 
be  prescribed. 

At  the  hearing  on  this  order  further  testimony  was  taken  and  there 
was  some  argumentative  discussion  of  the  issues  before  us.  The  car 
service  committee  asks  that  no  car  service  rules  be  prescribed  by  order 
prior  to  March  1, 1917.  When  analyzed,  the  reasons  stated  for  oppos- 
ing the  entry  of  an  order  at  this  time  prescribing  such  rules  are  (1) 
that  the  code  of  car  service  rules  now  in  effect  is  practically  new,  and,  on 
experience,  may  require  amendment;  (2)  that  a  prompter  movement 
of  cars  in  the  future  may  be  expected  by  reason  of  the  per  diem  increase 
from  45  cents  to  75  cents,  the  progressive  demurrage  charges  recently 
made  effective,  and  the  application  on  January  1 ,  1917,  of  the  diversion 
penalty  (see  Exhibit  A,  appendix)  to  open-top  cars  and  refrigerator 
cars,  and  on  March  1, 1917,  to  all  other  cars;  (3)  that  the  code  of  car 
service  rules  can  not  be  applied  to  box  cars  consistently  with  the 
directions  which  have  been  given  by  the  car  service  committee  for 
the  distribution  of  box  cars  without  regard  to  ownership;  (4)  that 
the  code  of  car  service  rules  is  not  sufficiently  flexible  to  provide  for 
peculiar  and  difficult  situations  which  may  arise;  (5)  that  the  pen- 
alty of  $5,000  provided  in  section  16  of  the  act  for  a  violation  of  an 
order  of  the  Commission  made  under  section  15,  is  wholly  dispropor- 
tionate to  the  offense  of  diverting  a  single  car.  We  find  these  reasons 
wholly  unconvincing  in  so  far  as  they  refer  to  open-top  coal  cars 
and  refrigerator  cars.  It  is  true  that  the  present  code  of  car  service 
rules  appears  to  require  some  amendment.  But  the  entry  of  an 
order  by  the  Commission  would  not  preclude  the  further  modification 
or  revision  of  those  rules  upon  a  proper  showing  of  reasonable  necessity 
therefor.  Likewise  the  anticipated  prompter  movement  of  cars 
presents  no  sufficient  reason  for  withholding  an  order,  especially  in 
view  of  the  fact  that  on  January  13,  1917,  the  diversion  penalty  was 
entirely  removed,  as  shown  by  the  following  resolution  of  the  car 
service  committee: 

Diversion  penalty  now  in  effect  on  all  cars  except  box  cars  including  automobile 
and  furniture  cars  has  been  postponed  until  further  notice,  this  postponement  being 
retroactive  from  January  1,  1917. 

The  increased  per  diem  and  the  progressive  demurrage  charges  may 
to  some  extent  facilitate  the  movement  of  equipment,  but  thoy  are 
unlikely  to  prevent  the  diversion  and  misuse  of  cars  at  a  time  when 
the  demands  for  transportation  are  so  great.  In  any  evont  thoy  are 
factors  consistent  with  an  order  for  the  observance  of  reasonable  car 
service  rules  and  which,  to  the  extent  that  they  are  effective,  would 
promote  such  observance.  Should  the  request  of  the  car  service  com- 
mittee that  no  order  be  entered  prior  to  March  1, 1917,  be  granted,  the 
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winter  months  will  have  passed  without  such  relief  as  an  order  can 

afford. 

The  executive  committee  of  the  American  Railway  Association 
also  appeared  in  opposition  to  the  entry  of  an  order  at  this  time,  but 
the  testimony  given  in  behalf  of  that  committee  added  nothing 
material  to  the  objection  of  the  car  service  committee  above  referred 
to.  Certain  respondents,  notably  the  Louisville  &  Nashville,  the 
Chicago,  Burlington  &  Quincy,  and  the  Northern  Pacific,  expressed 
the  desire  that  an  order  be  entered. 

In  opposing  the  entry  of  an  order  requiring  the  return  of  box  cars 
to  the  owning  roads,  the  car  service  committee  points  out  that  in 
its  efforts  to  secure  a  relocation  of  such  cars  the  ownership  principle 
has  been  wholly  disregarded.  The  requirement  that  box  cars  be 
delivered  to  southern  and  western  connections  in  stated  percentages 
in  excess  of  receipts  is  admittedly  an  emergency  measure  and  our 
findings  herein  will  not  be  inconsistent  therewith. 

The  substance  of  the  position  of  the  car  service  committee  is  that 
the  relocation  of  cars  may  be  properly  left  to  its  activities.  The 
propriety  of  this  course  is  made  doubtful  by  the  fact  that  the  car 
service  committee  has  not  been  adequately  empowered  to  deal 
with  the  situation,  and  has  not  secured  the  effective  cooperation  of 
the  carriers  as  a  whole.  Although  we  were  assured  that  a  com- 
mittee would  be  constituted  with  full  powers,  this  was  not  done. 
The  powers  of  the  car  service  committee  to  secure  the  reloca- 
tion of  cars  by  the  respondents  are  recommendatory  in  character, 
as  shown  by  the  statement  of  its  powers  above  set  forth,  and 
as  testified  by  a  member  of  that  committee  at  the  hearing  on 
December  28.  That  it  has  not  been  able  to  secure  the  cooperation 
of  a  substantial  number  of  the  respondents  is  conclusively  shown  by 
its  circular  No.  5,  issued  under  date  of  December  18,  1916,  set  forth 
as  Exhibit  D  of  the  appendix.  In  this  connection  it  is  proper  to 
state  that  the  members  of  the  car  service  committee,  although  acting 
with  wholly  insufficient  power  and  without  the  support  of  some  of 
the  largest  railroad  systems,  have  made  an  earnest  and  intelligent 
effort  to  bring  relief  to  existing  car  service  conditions. 

Immediately  following  the  hearing  on  December  28  the  president 
of  the  American  Railway  Association  notified  the  Commission 
through  one  of  its  members  that  the  chairman  of  the  car  service 
committee  had  resigned,  and  that  this  committee  would  be  trans- 
ferred from  Washington  to  the  city  of  New  York.  Subsequently  an 
illuminating  statement  of  the  situation,  fully  set  out  in  the 
appendix,  marked  Exhibit  E,  was  transmitted  to  the  Commission. 

While  the  question  of  the  Commission's  jurisdiction  to  enter  an 
order  requiring  the  carriers  to  observe  reasonable  rules  for  the 
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exchange,  interchange,  and  return  of  cars  used  in  interstate  trans- 
portation has  not  been  questioned  upon  this  record,  we  are  not 
unmindful  of  the  general  discussion  of  that  question  and  others 
relating  to  car  shortage  found  in  our  last  annual  report.  What  was 
there  discussed  covered  several  phases  of  car  supply  and  distribution. 
It  was  made  the  basis  of  the  following  recommendation: 

That  the  Commission  be  given  definite  and  specific  authority  to  prescribe  for  all 
carriers  by  rail  subject  to  the  act  rules  and  regulations  governing  interchange  of  cars, 
return  of  cars  to  the  owning  road,  the  conditions  and  circumstances  under  which 
such  cars  may  be  loaded  on  foreign  roads,  and  the  compensation  which  carriers  shall 
pay  to  each  other  for  the  use  of  each  other's  can.  The  carriers  should  be  required  to 
publish,  post,  and  file  with  the  Commission,  under  the  provisions  of  section  6  of  the 
act,  such  rules  and  regulations  prescribed  by  the  Commission,  and  should  be  held  to 
an  observance  of  those  rules  and  regulations  just  as  they  are  held  to  an  observance  of 
their  lawfully  published,  posted,  and  filed  rates.  # 

We  have  thus  indicated  in  broad  outline  amendments  of  the  act 
which  in  our  judgment  are  urgently  required  by  existing  conditions. 
But  for  the  purposes  of  the  issue  immediately  before  us  we  think 
the  powers  conferred  by  the  act  are  sufficient  to  enable  us  to  require 
the  observance  of  rules  for  car  service  found  on  this  record  to  be 
reasonable  and  which  in  large  measure  are  the  same  as  those  adopted 
by  the  respondents  themselves. 

In  Missouri  db  Illinois  Coal  Co.  v.  I.  C.  R.  R.  Co.,  supra,  it  appeared 
that  the  Illinois  Central  Railroad  Company  had  established  a  rule 
prohibiting  the  sending  of  its  coal  cars  loaded  with  coal  to  the  lines 
of  certain  designated  carriers  in  order  to  retain  on  its  own  line  suffi- 
cient cars  to  serve  the  communities  dependent  cyi  it  for  fuel.  This 
rule  was  attacked  as  unlawful.  It  was  held  that  the  temporary  con- 
fiscation by  carriers  of  the  cars  of  other  railroads  and  the  placing  of 
embargoes  against  cars  being  sent  off  the  lines  of  the  owners  are  alike 
unlawful  and  that  the  railroads  would  be  expected  to  make  such  rules 
for  the  return  of  cars  as  would  terminate  such  abuses;  that  carriers 
are  required  to  make  reasonable  rules  and  regulations  with  respect  to 
the  exchange,  interchange,  and  return  of  cars  used  upon  through 
routes  and  for  the  operation  of  such  through  routes,  and  that  where 
they  have  failed  in  this  respect  the  Commission  is  empowered  to  deter- 
mine the  individual  or  joint  regulation  or  practice  that  is  just,  fair, 
and  reasonable.  With  reference  to  its  power  under  the  act,  the 
Commission  said : 

*  *  *  the  law  does  not  assume  that  the  Commission  will  take  the  initiative  in  these 
matters,  and  the  carriers  are  called  upon  to  establish  the  through  routes  and  to  maintain 
them.  They  have  it  within  their  own  power  to  enforce  rules  as  between  each  other 
by  which  this  command  of  the  law  may  be  observed.  If,  however,  as  in  this  case,  it 
is  seen  that  the  methods  pursued  by  the  carriers  relating  to  the  return  of  equipment 
are  not  such  as  to  protect  shippers  against  discrimination  and  injustice,  this  Commis- 
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sion  may  undertake  to  prescribe  the  conditions  under  which  these  through  routes 
shall  be  maintained,  for  it  is  provided  (section  15): 

"That  whenever  the  Commission  shall  be  of  the  opinion  that  any  individual  or 
joint  regulation  or  practice  whatsoever  of  such  carrier  or  carriers  subject  to  the  pro- 
visions of  this  act  are  unjust  or  unreasonable,  or  unjustly  discriminatory,  or  unduly 
preferential  or  prejudicial  or  otherwise  in  violation  of  any  of  the  provisions  of  this 
act,  the  Commission  is  hereby  authorized  and  empowered  to  determine  and  prescribe 
what  individual  or  joint  regulation  or  practice  is  just,  fair,  and  reasonable  to  be  there- 
after followed,  and  to  make  an  order  that  the  carrier  or  carriers  shall  cease  and  desist 
from  such  violation  to  the  extent  to  which  the  Commission  finds  the  same  to  exist, 
and  shall  conform  to  and  observe  the  regulations  and  practice  so  prescribed.1' 
******* 

The  law's  requirements  as  to  the  duty  of  the  carrier  to  the  shipper  to  furnish  equip- 
ment and  maintain  its  through  route  carries  with  it  necessarily  the  power  on  the  part 
of  this  Commission  to  enforce  rules  which  will  permit  the  free  interchange  of  traffic  as 
between  carriers.  The  carriers  must  keep  their  through  routes  open,  and  if  they 
fail  to  dothis  because  of  the  diversion  or  appropriation  of  cars,  this  Commission  has 
it  within  its  power  to  prescribe  the  conditions  upon  which  such  through  routes  shall 

be  operated. 

*  *****  • 

The  carriers  must  make  reasonable  rules  and  regulations  with  respect  to  the 
exchange,  interchange,  and  return  of  cars  used  upon  their  through  routes  and  for  the 
operation  of  such  through  routes  (section  1),  and  where  they  have  failed  in  this  respect 
and  "are  in  violation  of  any  of  the  provisions  of  this  act"  the  Commisrion  is  empow- 
ered to  determine  the  individual  or  joint  regulation  or  practice  that  is  just,  fair,  and 
reasonable  (section  15). 

The  power  of  the  Commission  to  require  a  carrier  to  permit  its 
oars  to  move  from  its  line  to  the  rails  of  a  foreign  line  is  thus  clearly 
defined,  and  it  is  a  necessary  corollary  that  the  observance  of  a 
reasonable  rule  for  the  return  of  such  cars  to  the  owning  line  may 
also  be  required.     Section  1  requires  the  carriers  subject  to  the  act — 

*  *  *  to  establish  through  routes,  *  *  *  to  provide  reasonable  facilities  for 
operating  such  through  routes  and  to  make  reasonable  rules  and  regulations  with 
respect  to  the  exchange,  interchange,  and  return  of  cars  used  therein,  and  for  the 

operation  of  such  through  routes    *    •    ». 

******* 

And  it  is  hereby  made  the  duty  of  all  common  carriers  subject  to  the  provisions 
of  this  act  to  establish,  observe,  and  enforce  *  *  *  just  and  reasonable  regulations 
and  practices  affecting  *  *  *  the  facilities  for  transportation  *  *  *  and  all 
other  matters  relating  to  or  connected  with  the  *  *  *  transporting  *  *  *  of 
property  subject  to  the  provisions  of  this  act  which  may  be  necessary  or  proper  to 
secure  the  safe  and  prompt    *    *    *    transportation  of  property    *    *    *. 

Section  13  of  the  act  provides: 

♦  ♦  *  the  Interstate  Commerce  Commission  shall  have  full  authority  and  power 
at  any  time  to  institute  an  inquiry,  on  its  own  motion,  in  any  case  *  *  *.  And 
the  said  Commission  shall  have  the  same  powers  and  authority  to  proceed  with  any 
inquiry  instituted  on  its  own  motion  as  though  it  had  been  appealed  to  by  complaint 
or  petition  under  any  of  the  provisions  of  this  act,  including  the  power  to  make  and 
enforce  any  order  or  orders  in  the  case,  or  relating  to  the  matter  or  thing  concerning 
which  the  inquiry  is  had  excepting  orders  for  the  payment  of  money. 
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We  have  been  asked  by  representatives  of  shipping  interests  .to 
invoke  the  provisions  of  sections  12  and  20  of  the  act.  From  these 
sections  we  quote  the  following: 

*  *  *  The  Commission  is  hereby  authorized  and  required  to  execute  and  enforce 
the  provisions  of  this  act;  and,  upon  the  request  of  the  Commission,  it  shall  be  the 
duty  of  any  district  attorney  of  the  United  States  to  whom  the  Commission  may  apply 
to  institute  in  the  proper  court  and  to  prosecute  under  the  direction  of  the  Attorney 
General  of  the  United  States  all  necessary  proceedings  for  the  enforcement  of  the  pro- 
visions of  this  act  and  for  the  punishment  of  all  violations  thereof   *    *   *.    (Sec.  12.) 

That  the  circuit  and  district  courts  of  the  United  States  shall  have  jurisdiction, 
upon  the  application  of  the  Attorney  General  of  the  United  States  at  the  request  of 
the  Commission,  alleging  a  failure  to  comply  with  or  a  violation  of  any  of  the  pro- 
visions of  said  act  to  regulate  commerce  or  of  any  act  supplementary  thereto  or 
amendatory  thereof  by  any  common  carrier,  to  issue  a  writ  or  writs  of  mandamus  com- 
manding such  common  carrier  to  comply  with  the  provisions  of  said  acts,  or  any  of  them. 
(Sec.  20.) 

It  is  thus  asserted  that  in  so  far  as  the  present  car  service  rules  of 
the  carriers  are  reasonable,  but  are  not  observed,  we  are  authorized 
to  require  their  observance  by  writ  of  mandamus  under  sections  12 
and  20  of  the  act.  It  is  also  suggested  that  an  order  may  be  made 
by  the  Commission  under  the  provisions  of  section  13,  supra,  and  it  is 
argued  that  if  neither  of  these  remedies  were  available  the  carriers 
might  easily  nullify  the  requirements  of  section  1  with  respect  to 
reasonable  rules  governing  the  exchange,  interchange,  and  return  of 
cars.  The  contention  is  that,  although  it  has  been  held  that  if  a  car 
service  regulation  or  practice  of  the  carriers  is  found  to  be  unreason- 
able and  in  violation  of  the  act,  we  can  require  the  carriers,  in  a 
proceeding  under  section  15,  to  cease  and  desist  from  the  violation 
and  to  establish  and  enforce  a  reasonable  practice  and  regulation, 
Missouri  db  Illinois  Coal  Co.  v.  7.  C.  R.  R.  Co.,  supra;  yet  if,  on  the 
other  hand,  the  regulation  or  practice  were  reasonable,  but  not 
observed,  there  would  be  no  remedy  under  the  act.  In  this  con- 
nection it  is  pointed  out  that  there  is  no  substantial  difference  in 
effect  between  an  unreasonable  rule  which  is  enforced  and  a  reason- 
able rule  which  is  not  enforced. 

We  do  not  resort  to  the  provisions  of  sections  12  and  20,  supra, 
however,  because  certain  changes  in  the  present  car  service  rules 
appear  to  be  necessary,  and  for  the  reason  that  we  do  not  deem  it 
necessary  at  this  time  to  take  recourse  to  such  drastic  procedure,  in  view 
of  our  conclusion  that  the  act  empowers  us  to  make  an  order  requir- 
ing the  observance  of  car  service  rules  which  we  may  find  to  be  rea- 
sonable. In  this  connection  it  may  be  stated  that  a  few  days  before 
the  institution  of  this  investigation  bills  in  equity  were  filed  in  the 
district  court  of  the  United  States  for  the  northern  district  of  Illinois 
by  certain  coal  companies,  operating  mines  on  the  lines  of  the  Chicago 
&  Eastern  Illinois  and  the  Chicago,  Terre  Haute  &  Southeastern, 
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asking  for  an  order  requiring  the  defendant  carriers  to  return  coal 
cars  to  the  lines  named  in  compliance  with  car  service  rules.  The 
Commission's  investigation  was  in  progress  when  a  decision  was  ren- 
dered denying  the  relief  prayed  for  upon  the  ground  that  Congress 
having  given  the  Commission  power  of  supervision  and  enforcement 
under  section  1  of  the  act,  that  court  was  without  power,  in  advance 
of  action  by  the  Interstate  Commerce  Commission,  to  relieve  the 
situation. 

It  is  clear  that  the  entry  of  a  formal  order  is  necessary  to  protect 
shippers,  consignees,  and  the  general  public,  but  not  less  is  it  neces- 
sary to  protect  those  carriers  which  have  sent  foreign  cars  home  in 
obedience  to  the  direction  at  the  hearing  but  which  have  not  received 
their  own  cars  from  other  lines.  It  would  indeed  be  an  anomaly  if 
certain  carriers  could  with  impunity  violate  section  1  by  failure  to 
observe  reasonable  rules  for  the  "  exchange,  interchange,  and  return 
of  cars,"  and  by  so  doing  prevent  other  carriers  from  furnishing  the 
transportation  upon  reasonable  request  which  is  required  by  the 
same  section.  While  all  the  members  of  the  Commission  are  not  in 
accord  with  respect  to  the  powers  of  the  Commission  to  make  an  order 
in  this  case,  the  wrongs  are  flagrant,  and  even  if  there  were  doubt  as 
to  the  Commission's  power  to  give  full  relief  by  formal  order  we  think 
that  in  the  emergency  that  doubt  should  be  resolved  in  favor  not 
only  of  the  carriers  who  are  wrongfully  deprived  of  the  use  of  their 
cars,  but  in  favor  of  shippers  and  of  the  general  public,  who  would 
be  without  adequate  remedy  if,  having  the  power,  we  fail  to  act. 

For  purposes  of  bringing  immediate  relief  to  existing  conditions, 
the  present  code  of  car  service  rules,  with  certain  modifications,  will 
have  our  approval  for  application  until  May  1,  1917,  in  so  far  as  they 
relate  to  open-top  coal  and  coke  cars,  and  to  railroad  owned  or  con- 
trolled refrigerator,  heater,  ventilated,  and  insulated  cars.  The 
modifications  found  necessary  consist  in  the  elimination  of  certain 
movements  of  foreign  cars  other  than  to  the  owning  road,  or  in  its 
direction,  which  the  present  code  permits. 

Upon  all  the  facts  of  record  we  find — 

A.  That  the  present  car  service  rules  of  respondents,  stated  in 
Exhibit  A,  appendix,  are  unreasonable  to  the  extent  that  they  differ 
from  the  following,  which  we  find  to  be  reasonable  car  service  rules. 

1.  All  foreign  open-top  coal  and  coke  cars  and  all  foreign  railroad 
owned  or  controlled  refrigerator,  heater,  ventilated,  and  insulated  cars 
received  under  load  may  be  forwarded  to  destination;  when  original 
lading  is  removed,  or  when  received  empty,  they  must  be  returned 
to  their  owners,  either  loaded  or  empty — 

(a)  Direct,  if  belonging  to  direct  connections; 
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(b)  Through  the  proper  home  route  if  belonging  to  other  than 

direct  connections. 

(Notb. — The  home  road  shall  have  the  right  to  demand  the  return  of  its  empty 
cars  at  the  junction  point  where  delivered  loaded. 

This  right  does  not  apply  to  cars  offered  home  for  repairs  under  the  provisions  of 
M.  C.  B.  Rule  2.) 

2.  The  proper  home  route  for  cars  belonging  to  other  than  direct 
connections  includes  the  following  deliveries  only: 

(a)  Loaded,  consigned  (via  any  route)  to  a  destination  on  the 

home  road; 
(6)  Loaded,  consigned*  (via  any  route)  to  a  destination  on  a  direct 
connection  of  the  home  road;  or 

(c)  Loaded,  consigned  to  a  destination  on  the  road  from  which 

originally  received,  if  such  movement  is  in  the  direction  of 
home;  or 

(d)  Empty,  to  the  road  and  at  the  junction  point  from  which 

originally  received. 

3.  (a)  Loaded  cars  may  be  delivered  to  switching  roads  to  be  un- 
loaded within  the  switching  district.  Such  deliveries  shall  be  indi- 
cated on  the  junction  report  by  the  words  "for  unloading." 

A  car  received  loaded  in  switching  service,  when  the  original  lading 
is  removed,  must  be  returned  to  the  home  road,  loaded  or  empty, 
if  a  direct  connection  within  that  switching  territory;  otherwise, 
unless  it  home  routes  from  the  switching  line  to  some  other  road,  it 
must  be  returned  to  the  delivering  road  loaded  or  empty,  in  accord- 
ance with  rules  1  and  2. 

(b)  An  empty  foreign  car  may  be  delivered  to  a  connecting  road 
to  be  loaded  within  the  designated  switching  limits  and  returned. 
Such  deliveries  shall  be  indicated  on  the  junction  report  by  the  words 
"for  loading." 

The  road  delivering  the  car  to  the  switching  road  must  in  all  cases 
specify  loading,  route,  and  destination,  which  must  be  in  accordance 
with  rules  1  and  2. 

The  switching  road  must  comply  with  the  instructions  of  the 
delivering  road. 

4.  These  rules  do  not  apply  to  cars  reconsigned  with  original  lad- 
ing under  duly  filed  and  published  tariffs  until  the  original  lading 
has  been  removed  therefrom. 

5.  Any  delivery  of  a  foreign  open-top  coal  or  coke  car  or  foreign 
railroad  owned  or  controlled  refrigerator,  heater,  ventilated,  or  insul- 
ated car,  except  as  provided  in  these  rules,  is  a  diversion. 

We  further  find: 

B.  That  the  practices  of  respondents  in  failing  to  observe  the  pres- 
ent car  service  rules,  stated  in  Exhibit  A,  appendix,  with  regard  to 
the  return  of  foreign  open-top  coal  and  coke  cars  and  foreign  railroad 
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owned  or  controlled  refrigerator,  heater,  ventilated,  and  insulated 
cars,  to  the  extent  that  those  rules  are  not  modified  by  the  rules  found 
reasonable,  supra,  are  in  violation  of  section  1  of  the  act. 

It  is  our  view  that  the  application  to  the  car  service  rules  herein 
found  reasonable  of  a  diversion  penalty  similar  to  that  provided  for  in 
rule  No.  3  of  the  code  of  per  diem  rules,  stated  in  Exhibit  A,  appendix, 
would  be  proper. 

An  order  will  be  entered  accordingly  requiring  the  establishment 
and  observance  of  the  car  service  rules  herein  found  reasonable  until 
May  1,  1917,  and  will  take  effect  under  the  provisions  of  the  act  not 
less  than  30  days  from  the  date  of  the  service  thereof.  This  order 
will  be  subject  to  modification,  and  the  effective  date  subject  to 
extension,  during  that  period,  upon  showing  of  reasonable  necessity 
therefor. 

The  Commission  is  of  the  opinion  that  prompt  relief  for  existing 
car  supply  conditions  can  be  secured  through  executive  action;  that 
it  is  the  duty  of  all  the  carriers  at  once  to  appoint  a  committee,  as 
contemplated  at  the  hearing,  vested  with  plenary  power  to  secure  a 
relocation  of  cars,  and  to  cooperate  with  this  Commission  at  Wash- 
ington, in  order  that  we  may  be  fully  advised  as  to  the  situation  from 
day  to  day.  If  this  is  done  and  it  is  found  that  any  modification  of 
our  order  is  necessary,  before  or  after  the  effective  date  thereof,  the 
facts  thus  brought  to  our  attention  will  be  considered  with  that  end 
in  view.  Unless  this  is  done  within  10  days  from  the  service  of  this 
order,  the  entry  of  an  order  prescribing  car  service  rules  for  other 
classes  of  equipment  will  be  considered. 

Clark,  Commissioner }  dissenting: 

I  am  fully  sensible  of  the  gravity  of  the  existing  conditions  of 
transportation  by  railroad,  and  I  appreciate  the  importance  of 
adopting  all  reasonable  measures  for  relief  from  the  serious  difficulties. 
I  am,  however,  unable  to  agree  with  the  majority  report,  either  as  to 
interpretation  of  the  law  and  of  our  powers,  or  as  to  the  conclusions 
reached. 

The  interpretation  placed  by  the  majority  upon  the  act  and  the 
powers  which  it  confers  upon  us  is  at  variance  with  all  of  the  inter- 
pretations heretofore  adopted  by  the  Commission  and  with  the  views 
which  it  has  expressed  on  this  subject. 

In  Missouri  <fe  Illinois  Coal  Co.  v.  /.  C.  i?.  R.  Co.,  cited  in  the 
majority  report,  we  said: 

No  testimony  has  been  taken  in  this  case  as  to  the  rules  that  should  be  enforced  and 
our  power  would  not  be  exercised  in  any  event  without  the  fullest  hearing  as  to  the 
effect  any  order  that  the  Commission  might  make  would  have  upon  the  practices  of 
the  railroads  of  the  country. 
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In  the  instant  case  the  testimony  of  record  as  to  the  rules  which 
the  majority  find  to  be  unreasonable  is  to  the  effect  that  they  have 
been  very  recently  adopted  and  that  no  one  can  tell  what  their  effect 
will  be. 

In  In  the  Matter  of  Car  Shortage  and  Other  Insufficient  Transportation 
Facilities,  12  I.  C.  C,  561,  decided  in  January,  1907,  separate  reports 
were  presented  by  the  two  Commissioners  who  heard  all  the  testi- 
mony.   Li  one  of  them  it  is  said: 

If  the  Interstate  Commerce  Commission  is  to  be  vested  with  power  to  make  rules 
under  which  railroads  shall  be  required  upon  penalty  to  furnish  cars  to  shippers,  this 
Commission  should  also  be  empowered  to  make  rules  under  which  free  interchange 
of  cars  shall  be  effected,  or  require  railroads  engaging  in  interstate  commerce  to  make 
such  rules  for  their  own  protection  and  provide  for  their  enforcement. 

In  the  other  it  is  said: 

Some  railroad  men  of  prominence  appearing  before  us  seemed  to  think  that  the 
more  effective  regulation  of  the  interchange  of  cars  by  carriers  would  of  itself  go  far 
toward  remedying  the  present  car  shortage.  There  seem  to  be  strong  reasons  for 
thinking  that  the  proposed  car  pool  or  car  clearing  house  would  result  in  a  more 
effective  car  service.  If  some  such  adjustment  can  not  be  reached  by  the  companies 
themselves  it  may  be  that  legislation  will  become  desirable  and  necessary. 

These  reports  were  unanimously  agreed  to  by  the  Commission,  and 
the  significance  of  the  expressions  quoted,  to  the  effect  that  the 
Commission  did  not  have  power  to  prescribe  general  rules  relative 
to  interchange  of  cars,  and  the  possibility  or  probability  that  such 
legislation  might  become  necessary,  can  not  escape  notice. 

In  its  annual  report  of  December  1, 1916,  submitted  to  the  Congress 
a  few  weeks  since,  the  car  shortage  situation  was  discussed  quite 
fully,  and  recommendation  was  made  that  the  Commission  be  given 
authority  in  law  to  prescribe,  for  all  carriers  by  rail  subject  to  the 
act,  rules  and  regulations  governing  the  interchange  and  return  of 
cars  and  the  conditions  and  circumstances  under  which  they  may  be 
used  on  foreign  roads,  and  the  compensation  which  one  carrier  should 
pay  to  others  for  the  use  of  foreign  cars. 

I  am  not  satisfied  that  this  record  discloses  a  proper  basis  for  the 
finding  that  the  existing  car  service  rules  are  unreasonable,  because, 
as  noted,  they  have  been  in  effect  only  since  January  1,  1917,  and  the 
substance  of  the  testimony  relating  to  them  was  that  no  one  could  tell 
how  satisfactory  or  efficacious  they  would  be.  I  am  not  satisfied  that 
the  record  contains  a  proper  basis  for  the  finding  that  the  rules  pre- 
scribed in  the  order  herein  are  reasonable. 

The  underlying  idea  is  that  open-top  coal  and  coke  cars  and  railroad 
owned  refrigerator,  insulated,  and  ventilated  cars  shall  be  returned 
to  their  owners,  while  as  to  all  other  cars  the  American  Railway  Asso- 
ciation rales  are  left  to  apply  and  ownership  is  disregarded.  Were  it 
not  for  the  long  established  custom,  voluntarily  agreed  to  among  the 
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railroads,  under  which  all  carriers  members  of  the  American  Railway 
Association  accepted  the  car  service  rules  of  that  association  and  put 
their  cars  into  service  thereunder,  there  would  be  strength  in  the 
argument  that  the  owner  of  the  car  is  entitled  to  first  claim  on  it. 
If  as  a  matter  of  law  carriers  are  required  to  promptly  return  to  their 
owners  coal  and  coke  and  refrigerator  cars,  I  am  unable  to  see  why 
that  same  law  would  not  extend  to  other  kinds  of  cars. 

The  Commission  is  essentially  an  administrative  body,  exercising 
powers  specifically  delegated  to  it  by  the  Congress.  It  also  exercises 
quasi  judicial  powers,  likewise  delegated.  But  if  the  law  is  to  be 
interpreted  differently  from  time  to  time  to  fit  conditions  that 
obtain  on  the  railroads,  and  the  Commission  exercises  in  a  time  of 
stress  a  power  which  it  has  not  only  never  before  felt  that  it  had, 
but  which  it  has  several  times  said  it  did  not  have,  it  adds  to  its 
delegated  administrative  and  quasi  judicial  powers  legislative  powers, 
for  the  exercise  of  which  I  can  find  no  justification. 

The  times  are  abnormal,  and  they  call  for  exercise  of  special  effort 
on  part  of  the  railroads,  the  shippers  and  the  receivers  of  freight,  to 
the  end  that  the  highest  possible  efficiency  may  be  secured  from  the 
available  facilities.  I  agree  with  the  view  that  the  carriers  ought  to 
take  hold  of  the  situation  vigorously  and  place  plenary  power  in  the 
hands  of  a  committee  to  change  their  car  service  rules  from  time  to 
time  and  in  various  sections  of  the  country  as  may  be  appropriate 
to  meet  the  unusual  conditions. 

While  I  have  felt  impelled  to  dissent  from  the  majority  view, 
I  shall  not  undertake  further  to  elaborate  my  objections. 

I  am  authorized  to  say  that  Commissioners  Clements  and  Hall 
conour  in  this  dissent. 


APPENDIX 


Exhibit  A. 

CIRCULAR  No.  1751. 
AMERICAN  RAILWAY  ASSOCIATION. 


CODES  07  CAR  SERVICE  AMD  PER  DIEM  RULES. 


Office  of  the  General  Secretary,  71  Chnxoh  Street. 


W.  W.  ATTERBURY,  President. 

A.  W.  THOMPSON,  First  Vice  PreaideDt. 

A.  H.  SMITH,  Second  Vice  PreaideDt. 

J.  E.  FAIRBANKS,  General  Secretary  and  Treasurer. 

H.  J.  FOR8TER,  Assistant  Treasurer. 


New  York,  November  t4, 1916. 


To  the  Members  of  the  American  Railway  Association: 

At  the  session  of  the  Association  held  on  November  15,  1916,  the  following  resolu- 
tions were  adopted: 

Resolved,  That  a  letter  ballot  be  taken  in  the  usual  manner  upon  the  question  of 
amending  Gar  Service  Rules  1,  2,  3  and  4  and  Per  Diem  Rules  1, 3, 11  and  19,  as  recom- 
mended by  the  Commission  on  Car  Service,  to  take  effect  as  of  December  1,  1916,  if 
approved  by  a  majority  of  the  membership,  that  membership  to  represent  two-thirds 
of  the  can  owned  or  controlled  by  the  association. 

Resolved,  That  the  Commission  on  Car  Service  be,  and  is  hereby,  empowered,  with 
the  approval  of  the  Executive  Committee,  to  add  to  or  modify  any  of  the  Car  Service 
or  Per  Diem  Rules  included  and  referred  to  in  its  report. 

The  total  membership  is  405,  and  the  cars  owned  and  controlled  by  members, 
2,469, 280.  The  majority  requisite  for  approval  is  203  members,  owning  and  controlling 
1,646,186  cars. 

The  vote  on  the  foregoing  resolutions  was  as  follows : 

Yes — 298  memberships,  representing  2,186,922  cars  owned  and  controlled. 

No — 51  memberships,  representing  164,741  cars  owned  and  controlled. 

Not  voting — 56  memberships,  representing  117,617  cars  owned  and  controlled. 

Please  take  notice,  therefore,  that  the  proposition  to  amend  Car  Service  Rules  1, I,  S  and 
4  and  Per  Diem  Rules  1,  3,  11  and  19,  to  take  effect  as  of  December  1,  1916,  and  that  the 
Commission  on  Car  Service  be  empowered,  with  the  approval  of  the  Executive  Committee, 
to  add  to  or  modify  any  of  the  Car  Service  or  Per  Diem  Rules  included  in  its  report  is,  there- 
fore, approved. 

The  amendments  to  the  Codes  of  Car  Service  and  Per  Diem  Rules  are  indicated  in 
the  attached  Exhibit  A. 

Respectfully, 

J.  E.  Fairbanks, 
General  Secretary. 
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EXHIBIT  A. 
CODE  OF  OAR  SERVICE  RULES. 


PRESENT  FORM. 


1.  Foreign  cars  must  be  promptly  re- 
turned to  their  owners,  and  must  be  han- 
dled as  prescribed  by  Rules  2,  3  and  4. 


2.  (a)  Foreign  cars  must  be  utilized  for 
loading  to  other  lines  in  preference  to 
home  equipment,  in  accordance  with 
Paragraph  (6),  (c)  and  (d)  of  this  rule. 

(6)  Loaded  (via  any  route)  so  that  the 
home  road  will  participate  in  the  freight 
rate,  or 

(c)  Loaded  to  the  road  from  which 
originally  received,  if  such  loading  is  in 
the  direction  of  the  home  road,  but  not 
otherwise,  or 

(d)  Loaded  to  an  intermediate  road  in 

the  direction  of  the  home  road,  or 

Note.— A  road  or  a  combination  of  roads  compet- 
ing with  the  road  owning  the  car  from  point  of  de- 
livery to  destination  shall  not  be  considered  as  an 
intermediate  road  or  roads. 

(«)  Gars  may  be  loaded  in  local  service 
in  the  direction  of  any  junction  point  with 
the  home  road,  subject  to  3  (c),  or 

(/)  Gars  may  be  loaded  locally  in  an 
opposite  direction  from  the  home  road  or 
home  route  if  to  be  loaded  according  to 
Rule  2  (6),  (c)  or  (d). 

3.  (a)  If  cars  cannot  be  returned  under 
load,  as  per  Rule  2,  they  must  be  returned 
empty  in  accordance  with  this  rule. 


(b)  Empty  cars  belonging  to  a  system 
having  a  direct  connection  should,  sub- 
ject to  3  (c),  be  delivered  to  such  connec- 
tion regardless  of  whence  they  came,  or 
may  be  returned  to  delivering  line. 

(c)  The  car  owners  shall  have  the  right 

to  demand  the  return  of  his  empty  cars  at 

the  junction  point  where  delivered  loaded. 

Nor.— This  right  does  not  apply  to  cars  offered 
home  for  repairs  under  the  provisions  of  M.  C.  B. 
Rule! 

(d)  Empty  cars  may  be  sent  in  an  oppo- 
site direction  from  the  home  road  or  home 
route,  if  to  be  loaded  according  to  Rule  2 
(6),  (e)  or  (d). 

(e)  Empty  cars  may  be  delivered  to 
connecting  road,  switching  or  otherwise. 


AMENDED  FORM. 

1.  Foreign  cars  received  under  load  mat 
be  forwarded  to  destination;  when  the  original 
lading  is  removed,  or  when  received  empty, 
they  must  be  handled  as  provided  in  Rules 
2,  3  and  4. 

Any  delivery  of  a  foreign  car  except  at 
provided  in  these  rules  is  a  diversion. 

2.  Foreign  cars  belonging  to  direct  con- 
nections must  be  returned  to  the  home  road. 

Note.—  The  home  road  shall  have  the  right  tademani 
the  return  of  its  emptf  ears  at  the  junction  point  when 
delivered  loaded. 

This  right  does  not  applj  to  oars  ofered  tow  fm 
repairs  under  the  provisions  of  M.  C.  B.  Rule  L 


3.  Foreign  cars  belonging  to  other  dm 
direct  connections  must  be  delivered- 

(a)  Loaded  (via  any  route)t  so  that  tk 
home  road  will  participate  in  the  freight 
rate,  or 

(b)  Loaded  (via  any  route),  to  a  direct 
connection  of  the  home  road,  or 

(e)  Loaded  to  the  road  from  which  origi- 
nally received. 

(d)  Empty  to  the  road  and  at  the  junction 
point  from  which  originally  received. 
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to  be  loaded  in  accordance  with  Rule  2 
(fr)>  (c)  or  (d),  but  not  otherwise. 

(J)  When  necessary  to  return  cars 
empty  belonging  to  roads  other  than  di- 
rect connections,  they  may  be  delivered 
to  the  road  from  which  received. 

(g)  By  agreements  between  the  railroads 
over  which  they  are  to  move,  empty  cars 
may  be  short-routed,  subject  to  Rules  1, 3 
and  4,  at  a  reciprocal  rate  of  3}  cents  per 
mile,  plus  bridge  and  terminal  arbitraries, 
with  a  minimum  of  100  miles  for  each  road 
handling  the  car.  The  road  requesting  the 
movement  must  pay  the  charges. 

(h)  Cars  received  in  road  or  switching 
service  unloaded  at  a  point  where  there  is 
a  direct  connection  with  the  owner  must ' 
be  returned  to  the  owner  at  that  point, 
subject  to  3  (c). 

4.  Cars  received  loaded  in  switching 
service  must  be  confined  to  switching 
territory  and  when  made  empty  must  be 
returned  to  the  owner  if  a  direct  connec- 
tion within  that  territory  or  otherwise  to 
the  road  from  which  received,  or  may  be 
loaded  within  switching  territory  in 
accordance  with  Rule  2  (6). 


Note.— Car  Service  Rales  1  to  4,  Inclusive,  do  not 
apply  to  carsreconsigned  with  original  lading  under 
duly  filed  and  published  tariffs. 


4.  (a)  Loaded  cars  may  be  delivered  to 
switching  roads  to  be  unloaded  within  the 
switching  district.  Such  deliveries  shall  be 
indicated  on  the  junction  report  by  the  words 
"For  Unloading:1 

A  car  received  loaded  in  switching 
service,  when  the  original  lading  is  removed, 
must  be  returned  to  the  home  road,  loaded 
or  empty,  if  a  direct  connection  within  that 
switching  territory;  otherwise  unless  %t 
home  routes  from  the  switching  line  to  some 
other  road  it  must  be  returned  to  the  deliver- 
ing road  loaded  or  empty;  if  loaded  it  must 
be  in  accordance  with  Rule  S. 

(b)  An  empty  foreign  car  may  be  deliv- 
ered to  a  connecting  road  to  be  loaded  within 
the  designated  switching  limits  and  returned. 
Such  deliveries  shall  be  indicated  on  the 
junction  report  by  the  words '  '  For  Loading. ' ' 

The  road  delivering  the  car  to  the  switching 
road  must  in  all  cases  specify  loading,  route 
and  destination,  which  must  be  in  accord- 
ance with  Rules  t  and  S. 

The  switching  road  must  comply  with  the 

instructions  of  the  delivering  road. 

Note.— Car  Service  Rules  1  to  4,  inclusive,  do  not 
apply  to  cars  reconsigned  with  original  lading  under 
duly  filed  and  published  tariffs. 


CODE   OF  PER   DIEM    RULES. 


PRESENT  FORM. 

1.  The  rate  for  the  use  of  freight  cars 
shall  be  45  cents  per  car  per  day,  which 
shall  be  paid  for  every  calendar  day,  and 
shall  be  known  as  the  per  diem  rate; 
except  that  where  Per  Diem  is  not 
reported  to  car  owner  within  six  months 


AMENDED  FORM. 


1.  The  rate  for  the  use  of  freight  cars 
shall  be  45  cents  per  car  per  day,  but  may 
be  increased  for  a  specified  period  to  an 
amount  not  in  excess  of  $1.25  per  car  per 
day,  which  shall  be  paid  for  every  calendar 
day,  and  shall  be  known  as  the  per  diem 
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from  the  last  day  of  the  month  in  which  it 
is  earned,  the  rate  shall  be  increased  five 
cents  per  car  per  day. 


3.  Freight  cars  must  be  handled  as  pre- 
scribed by  Rules  1.2,3  and  4  of  the  Code 
of  Gar  Service  Rules  of  The  American 
Railway  Association. 


11.  Within  thirty  days  after  the  end  of 
each  calendar  month,  car  owners  shall  be 
furnished  with  a  Per  Diem  Report  for  that 
month,  on  the  prescribed  form,  G,  show- 
ing the  number  of  days  each  car  has  been 
in  service  upon  the  road  making  the 
report. 


Claim  covering  corrections  or  omissions 
in  Per  Diem  Reports  must  be  presented 
after  four  months  and  within  one  year 
from  the  last  day  of  the  month  in  which 
the  Per  Diem  was  earned.  This  will  not 
prevent  the  continuance  of  any  case  after 
the  period  named,  if  it  has  been  pre- 
viously opened,  even  though  the  claim 
should  eventually  rest  upon  some  road 
other  than  the  one  originally  addressed, 
except  that  the  privilege  of  continuance 
shall  cease  when  claimant  fails  to  return 
claim  or  present  it  to  another  road  within 
a  period  of  six  months  from  date  such 
claim  is  last  returned  to  claimant. 

Where  Per  Diem  has  been  reported  to 
other  than  car  owner,  which  fact  is  devel- 
oped in  the  investigation  of  a  claim  for 
short  Per  Diem,  the  reporting  road  shall 
be  responsible  to  car  owner  for  Per  Diem 
earned,  and  shall  have  the  privilege  of 
continuing  such  claim  for  refund  of  Per 
Diem  from  the  road  to  which  it  was  thus 
incorrectly  reported.  When  Per  Diem 
has  been  reported  to  car  owner  under 
incorrect  initial  or  number,  which  fact  is 
developed  in  the  investigation  of  a  claim 
for  short  Per  Diem,  the  reporting  road 
shall  have  the  right  to  transfer  the  allow* 


rate;  except  that  where  Per  Diem  is  not 
reported  to  car  owner  within  six  monti* 
from  the  last  day  of  the  month  in  which 
it  is  earned,  the  rate  shall  be  increased 
five  cents  per  car  per  day. 

3.  Freight  cars  must  be  handled  as 
prescribed  in  Rules  1,  2,  3  and  4  of  tbe 
Code  of  Car  Service  Rules  of  The  Ameri- 
can Railway  Association. 

A  road  diverting  a  foreign  oar  shall  pay  to 
the  owner  thereof  the  sum  of  five  doUart  m 
addition  to  the  Per  Diem  and  shall  repot 
tame  ag  a  separate  item  on  the  Per  Diem 
Report  for  the  month  in  ivkich  the  car  vat 
diverted. 

11.  Within  thirty  days  after  the  end  of 
each  calendar  month  car  owner  shall  be 
furnished  with  a  Per  Diem  Report  for  that 
month,  on  the  prescribed  form,  G,  shov- 
ing separately  for  open  and  closed  cars  the 
number  of  days  each  car  has  been  in 
service  upon  the  road  making  the  report. 

Note.— Open  ears,  Classes  O,  H,and  F,an4do$d 
ears,  Classes  X,  R,  V,  8  and  T  as  spedfrd  to  At 
Definition*  of  the  Muter  Car  Build**  Atsodstim 
mi  a*  reported  in  the  Official  RmUwas  Esmipmsal 
Register. 

No  change. 


No  change. 
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ance  from  the  incorrect  to  the  correct 
initial  or  number  as  an  offset  to  the  claim. 
19.  (1)  The  Executive  Committee  of 
The  American  Railway  Association  shall 
appoint  a  Commission  for  the  purpose  of 
enforcing  the  observance  of  Car  Service 
Rules  1,  2,  3  and  4,  governing  the  han- 
dling of  freight  can. 


2.  The  Commission,  through  its  duly 
authorized  representatives,  shall  be  em- 
powered to  examine  all  records  of  mem- 
bers of  the  Per  Diem  Rules  Agreement, 
and  it  shall  have  authority  to  institute 
proceedings  against  member  lines  for 
violations  of  said  rules,  either  on  its  own 
initiative  or  on  complaints  filed  with  it. 

3.  It  shall  be  the  duty  of  the  Commis- 
sion to  conduct  such  investigation  as  may 
in  its  judgment  be  necessaiy  to  determine 
the  facts,  and  it  shall  then  be  within  the 
power  of  the  Commission  to  impose  a  pen- 
alty ,  the  minimum  of  which  shall  be  $2.00 
for  each  violation,  such  penalty  to  be  paid 
to  The  American  Railway  Association  in 
addition  to  the  expense  incurred  incident 
to  the  investigation. 

4.  Any  railroad,  after  notice  to  offend- 
ing line  of  its  intention  to  do  so,  may  refer 
to  the  Commission  any  case  or  cases  of 
violation  of  these  rules. 

5.  In  the  event  the  case  presented  is 
not  proven,  the  expense  of  the  investiga- 
tion shall  be  paid  by  the  complainant. 

6.  The  Commission  shall  not  consider  a 
case  unless  presented  within  90  days  from 
date  of  first  alleged  violation,  nor  shall  the 
investigation  extend  back  of  a  period  of 
90  days  from  date  of  filing  of  complaint 
with  the  Commission,  nor  prior  to  the 
adoption  of  these  rules. 


19.  (1)  The  Executive  Committee  of 
The  American  Railway  Association  shall 
appoint  a  Commission  authorized — 

(a)  To  increase  the  per  diem  rate  for  a 
specified  period  in  times  of  car  shortage;  but 
the  Commission  shall  in  no  case  set  the  rate 
at  a  figure  above  the  maximum  rate  named 
in  Per  Diem  Rule  1,  nor  give  less  than  thirty 
days1  notice  of  any  change  in  the  rates. 

Subject  to  the  above  limitation  the  per 
diem  rates  may  differ  (1)  as  between  open 
and  closed  cars,  and  (£)  as  between  Official, 
Southern  and  Western  Classification  terri- 
tory. 

(b)  To  enforce  the  observance  of  Car 
Service  Rules  1,  2,  3  and  4,  governing  the 
handling  of  freight  cars. 

(c)  To  suspend  the  diversion  penalty 
specified  in  Per  Diem  Rule  S  in  times  of  car 
surplus,  or  when  in  its  opinion  such  action 
is  desirable. 

2.  No  change. 


3.  It  shall  be  the  duty  of  the  Commis- 
sion to  conduct  such  investigation  as 
may  in  its  judgment  be  necessary  to  deter- 
mine the  facts. 

If  the  Commission  shall  find  that  a  diver- 
sion has  been  made  without  being  reported, 
as  required  under  Per  Diem  Rule  8,  it  shall 
impose  a  penalty  of  f  10  for  each  such  diver- 
sion. One-half  to  go  to  the  owner  of  the  car 
diverted;  one-half  to  The  American  Railway 
Association. 

4.  No  change. 


5.  No  change. 


6.  No  change. 


/ 
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Exhibit  0. 

circular  no.  8,  amending  and  interpreting  circular  no.  1782. 

The  arrangement  made  for  redistribution  of  box  cars  in  American  Bail  way  Associa- 
tion circular  No.  1762,  is  amended  and  interpreted  as  follows: 

1.  The  request  to  deliver  to  southern  and  western  connections  an  excess  above 
box  cars  received  is  effective  regardless  of  the  distribution  of  open  cars,  as  under 
American  Railway  Association  circular  No.  1750,  the  open  car  equipment  is  being 
returned  to  owners.  Roads  having  either  an  excess  or  deficiency  in  open  car  equip- 
ment are,  therefore,  expected  to  comply  with  request  made  as  to  box  cars. 

2.  All  railways  having  in  their  possession  more  than  their  ownership  of  box  cars 
are  required  to  deliver  the  specified  excess  of  box  cars  to  southern  and  western  con- 
nections regardless  of  their  receipts  from  northern  and  eastern  connections.  When- 
ever roads  in  group  4  not  covered  by  American  Railway  Association  circular  No.  1762 
are  in  possession  of  their  ownership  of  box  cars  they  are  expected  to  help  their 
western  and  southern  connections  which  have  deficiencies  by  delivering  to  them  a 
20  per  cent  excess  of  box  cars  above  the  number  received. 

3.  Roads  having  in  their  possession  less  than  their  ownership  of  box  cars  should 
deliver  to  southern  and  western  connections  the  required  excess  of  box  cars  above 
those  received  when  they  are  receiving  from  northern  and  eastern  connections  the 
specified  percentage  of  excess.  When  they  are  receiving  from  such  northern  and 
eastern  connections  less  than  the  specified  percentage  of  excess,  they  are  required 
to  deliver  to  southern  and  western  connections  a  percentage  of  box  cars  above  those 
received  equal  to  the  percentage  of  excess  received  from  their  northern  and  eastern 
connections.  When  the  northern  and  eastern  connections  of  such  lines  are  not  giving 
them  a  substantial  excess  of  box  cars  above  those  delivered  such  deficiency  lines 
should  actively  solicit  such  excess  deliveries  from  their  connections,  and  failing 
to  obtain  them,  should  immediately  advise  the  commission  on  car  service. 

4.  It  is  not  contemplated  that  intermediate  or  other  railways  having  a  deficiency 
of  box  car  equipment  compared  with  ownership  should  retain  possession  of  all  box 
cars  received  from  northern  and  eastern  connections,  until  their  own  deficiency  is 
eliminated,  but  such  lines  should  concurrently,  with  the  receipt  of  the  excess  box 
care  from  northern  and  eastern  connections,  deliver  the  specified  percentage  of  ex- 
cess to  their  southern  and  western  connections.  It  is  believed,  as  the  interchange 
with  northern  and  eastern  connections  have  been  in  excess  of  those  of  southern 
and  western  connections,  that  observance  of  this  rule  will  permit  intermediate  roads 
deficient  in  box  car  equipment  to  retain  a  fair  proportion  of  the  box  cars  received 
and  in  turn  help  their  southern  and  western  connections,  which  may  also  be  deficient 
in  box  car  equipment,  with  a  substantial  part  of  the  box  car  equipment  now  being 
redistributed  from  eastern  territory.  The  observance  of  this  rule  is  extremely  im- 
portant, as  otherwise  roads  in  the  far  southern  and  western  territories  will  be  seriously 
discriminated  against,  as  these  lines  are  being  obliged  to  release  open  car  equipment 
now  being  used  for  box  car  traffic. 

5.  The  commission  on  car  service  renews  its  advice  that  embargoes  are  a  necessary 
part  of  the  machinery  to  accomplish  the  purpose  of  this  circular. 
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Exhibit  D. 

CIRCULAR  NO.  S 

THE  AMERICAN  RAILWAY  ASSOCIATION 

THE  COMMISSION  OH  CAR  SERVICE 

FAIRFAX  HARRISON,  GHAnuuur.  GEORGE  HODGES,  BBCUTAftY. 

W.  L.  PARK, 

E.  J.  PEARSON, 

C.  M.  8HEAFFER, 

W.  A.  WORTHINGTON. 

KELLOGG  BUILDING 

Washington,  D.  C,  December  18, 1916. 
To  All  Member*  of  the  American  Railway  Association: 

The  Commission  on  Car  Service,  sitting  in  Washington  in  daily  consultation  with 
the  Interstate  Commerce  Commission,  in  an  effort  to  relieve  the  car  shortage  existing 
in  certain  parts  of  the  country,  has  made  four  important  requests  upon  the  railroads. 

These  requests,  enumerated  below,  were  formulated  in  the  interest  of  the  public 
as  a  whole,  and  with  the  knowledge  that  some  roads  would  be  compelled  to  make 
sacrifices  to  comply  with  them.  It  was  thought,  however,  that  it  was  absolutely 
necessary  that  the  railroads  themselves  should  take  drastic  action,  if  they  were  to  make 
any  progress  in  relieving  the  situation. 

The  requests  issued  by  the  Commission  on  Car  Service  as  instructions  to  all  railroads 
of  the  country  follow: 

1.  Request  of  November  23,  1916,  that  all  railways  should  at  once  return  to  car 
owners  all  open  top  freight  cars,  either  loaded  or  empty. 

2.  Request  of  November  29,  1916,  that  all  railways  which  had  on  their  lines  more 
box  cars  than  they  owned  should,  regardless  of  local  requirements,  immediately  move 
such  excess  of  cars,  loaded  or  empty,  toward  the  railroads  which  have  less  than  their 
ownership  of  cars.  A  statement  of  car  location  as  of  November  1st  was  published  at 
that  time. 

3.  Request  of  December  1,  1916,  that  railways  should  deliver  to  their  western  and 
southern  connections  certain  designated  percentages  of  box  cars  either  loaded  or 
empty,  in  excess  of  the  number  received  from  those  connections. 

4.  Under  date  of  November  25th,  a  circular  was  issued,  requesting  all  Railroads 
to  send  location  statements  of  foreign  and  system  can  on  their  line,  making  certain 
separation  reports  to  be  made  as  of  the  1st,  8th,  15th  and  23rd  of  each  month. 

These  requests  have  met  with  generous  and  prompt  response  on.  the  part  of  a  number 
of  roads,  but  some  of  the  lines  have  shown  much  less  progress  in  complying  with  them 
than  they  should;  this  is  shown  by  the  reports  received  to  date  by  the  Conumssion 
on  Car  Service.  In  general,  the  excess  of  open  top  equipment  is  located  on  western 
lines  and  the  excess  of  box  cars  on  eastern  lines.  It  is  apparent  that  both  classes  of 
lines  have  been  reluctant  to  return  the  kind  of  equipment  of  which  they  have  an 
excess  unless  their  deficiencies  in  other  equipment  are  at  the  same  time  relieved. 
It  is  equally  apparent  that  if  both  classes  of  roads  will  give  their  full  co-operation 
in  complying  with  the  request  of  the  Commission  on  Car  Service  all  lines  will  be 
mutually  benefited. 

The  Commission  is  strongly  of  the  view  that  if  any  road  does  not  fully  and  promptly 
support  the  program  outlined  with  respect  to  both  open  top  and  box  cars  such  road 
places  itself  unfairly  in  a  position  of  advantage  as  compared  with  other  railways  in  the 
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same  territory  complying  with  the  instructions  of  the  Commission  on  Car  Service. 
For  this  reason  the  Commission  on  Car  Service  now  makes  such  deductions  as  are 
possible  from  the  reports  received,  and  draws  attention  to  the  lines  which  apparently 
are  not  doing  everything  possible  to  return  excess  equipment  to  deficiency  lines, 
in  the  hope  that  these  lines  will  at  once  show  a  marked  improvement  in  their 
performance. 

OPEN  TOP  EQUIPMENT. 


The  only  statistics  available  to  the  Commission  on  Car  Service  from  which  may  be 
deduced  the  effect  of  the  request  to  return  open  top  cars  to  owners  are  the  "  Percentage 
of  gondola,  coal  and  coke  cars  on  line  to  total  owned,"  as  reported  by  the  various 
roads.  In  studying  these  figures  it  must  be  remembered  that  roads  receiving  and 
not  originating  coal  shipments  have  on  their  lines  in  normal  times  an  excess  over 
cars  owned,  while  roads  originating  coal  traffic  normally  hold  less  than  their  owner- 
ship. Regardless  of  this  condition  roads  having  an  excess  of  coal  car  equipment 
should  have  materially  reduced  such  excess  following  the  request  of  November  23 
made  by  the  Commission  on  Car  Service.  Comparing  the  reports  of  December  8  with 
those  of  December  1st,  November  23rd  and  November  15th,  the  following  lines,  having 
an  excess  above  ownership,  have  not  shown  the  desired  improvement  in  percentage 
of  coal  cars  on  line  to  total  owned: 

Road  Nov.  IB  Nov.  JS         Dec  1  Dec  8 

Group  I. 

Boston  &  Albany 151.82  143.40             132.84  160.89 

Central  Vermont 208.74  100.02             188.34  222.82 

New  York,  New  Haven  &  Hartford 140.87  148.81             166.08  161.61 

Rutland  Railroad 84.30              03.87              80.80  104.88 

Group  2. 

Erie 117.03  116.86             120.16  110.02 

New  York  Central 110.76  118.40             110.18  111.16 

Philadelphia  &  Reading 113.78  118.03             114.26  116.16 

Group  2. 

Ann  Arbor 144.60  126.03             142.62  132.15 

Chicago,  Indianapolis  &  Louisville 03.15  104.63  110.58 

Cincinnati,  Hamilton  &  Dayton 186.11  187.07             167.66  181.18 

Oev«0and,  Cincinnati,  Chicago  &  St.  Louis...  100.60  100.20             118.27  11X06 

New  York,  Chicago  &  8t.  Louis 110.80  106.40             108.01  113.14 

Pare  Marquette 213.44  180.51             186.11  108.61 

Wheeling  A  Lake  Erie 131.81                                   122.68  126.67 

Group  4. 

Atlantic  Coast  Line 237.32  226.46             210.21  228.66 

Seaboard  Air  Line 100.80  112.43             118.15  114.24 

Groups. 

New  Orleans  &  Northeastern 85.77  108.24             188.47  141.12 

Group*. 

Chicago  Great  Western 146.80                                  144.01  178.48 

OreatNorthern 170.47  174.46            172.42  178.46 

0nmp7. 

UnlonPacinc(Inc,0. 8.  L.  andO.-W.) 131.23  182.48             136.60  120.62 

Group*. 

Missouri  Pacific 108.46  104.78             104.01  112.82 

St.  Louis  Southwestern 153.07  145.03             143.22  145.16 

Group  9. 

Fort  Worth*  Denver  City 264.53  248.77             228.08  262.71 

Texas  A  Pacific 106.33  204.01             108.11  104.70 

Group  10. 

Southern  Pacific  (Inc.  Sunset-Central) 212.43  211.70 

Western  Pacific 577.83  683.67             637.88  662,00 

Group  11. 

Canadian  Govt.  Rys.  (Intercolonial) 182.06  206.40             204.74  226.86 

Grand  Trunk 170.28  166.77             166.68  161.28 
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BOX  CARS. 

The  location  statistics  of  box  cars  available  to  the  Commission  on  Gar  Service  tie 
supplemented  by  reports  of  box  cars  interchanged  with  northern  and  eastern  tad 
with  southern  and  western  connections.  These  interchange  reports  of  box  can  far 
the  first  eight  days  in  December  are  overdue  in  the  case  of  all  railways  excepting  the 
following  and  attention  is  especially  drawn  to  the  negligence  in  this  respect  of  tO 
other  lines.  In  listing  the  roads  sending  these  reports  the  percentage  of  box  cm 
on  line  to  total  owned,  according  to  their  last  report,  is  given  for  each  line,  as  well  is 
the  percentage  of  box  cars  delivered  to  southern  and  western  connections  in  excess 
of  those  received: 

Per  Cento/ Bat  EuenoJ 

Rood.                                                     Cars  on  Line  Ddherin, 

to  Total  Ovnei  Per  GnL 

Group  1.  Dec.  8tk. 

Boston  &  Albany 114.94  -6.S8* 

Boston  &  Maine 158.51  37.21 

Central  Vermont 99.48  8.06 

Maine  Central 121.58  6.70 

New  York,  New  Haven  &  Hartford 98.53  34.99 

Rutland 72.87  24.67 

Group  2. 

Central  Railroad  of  New  Jersey 116.99  11.55 

Lehigh  Valley 125.18  -1435* 

New  York  Central 133.91  407 

Central  New  England 75.35  17.18 

Delaware,  Lackawanna  &  Western 105.83  20.48 

Pennsylvania  (Inc.  Penna.  Co.) 141.02  16.66 

Philadelphia  &  Reading 187.39  LIO 

Western  Maryland 405.48  97.86 

Union  R.  R 18.33 

Groups. 

Michigan  Central 115.59  425 

Wabash 140.49  2.74 

Toledo  &  Ohio  Central 162.23  -5.80* 

Lake  Erie  &  Western 72.36  -13.14* 

Pittsburgh  &  Lake  Erie 87.54  19.19 

Vandalia. 141.14  10.48 

Group  4. 

Carolina,  Clinchfleld  &  Ohio  Ry 72.79  63.68 

Coal  &  Coke 91.50  

Southern 92.29  13.07 

Group  5. 

Atlanta  &  West  Point 92.76  30.17 

Central  of  Georgia 80.66  6.30 

Illinois  Central 65.18  4.11 

Nashville,  Chattanooga  &  St.  Louis 53.74  7.13 

Group  6. 

Chicago*  Alton 83.53  -2.71* 

Chicago  &  Eastern  Illinois 83.51  —  U.89* 

Chicago,  Burlington  &  Quincy 77.46  3.40 

Chicago,  St.  Paul,  Minneapolis  &  Omaha 93.16  2L2P 

Northern  Pacific 95.92  13.56 

Toledo,  Peoria  &  Western 84.92  30.28 

Group  7. 

Union  Pacific  (Inc.  O.  8.  L.—O.  W.  R.  R.  &  N.) 70.79  7.44 

Groups. 

Colorado  &  Southern. 50.88  L26 

*  Receipts  were  in  excess  of  deliveries. 
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It  is  clearly  apparent  from  the  above  that  the  following  railways  having  an  excess  of 
box  car  equipment  have  not  complied  with  the  request  of  the  Commission  on  Car 
Service  to  deliver  a  designated  excess  of  box  oars  to  southern  and  western  connections 
above  the  number  of  box  cars  received  from  such  connections: 

BOSTON  A  ALBANY 
MAINE  CENTRAL 
LEHIGH  VALLEY 
PHILADELPHIA  A  READING 
NEW  YORK  CENTRAL 
MICHIGAN  CENTRAL 
WABASH 
TOLEDO  A  OHIO  CENTRAL 

The  following  additional  railways,  which  are  delinquent  in  sending  in  their  reports 
of  box  cars  interchanged  with  connections,  are  not  satisfactorily  reducing  the  excess 
of  box  car  equipment  on  line  as  compared  with  number  owned,  according  to  reports 
made  to  the  Commission  on  Car  Service: 

Road.         *  Nov.  15  Nov.  23  Dec.  1  Dec.  8 

Group  2. 

Baltimore  &  Ohio 123.54  123.72  124.69  129.33 

Erie 1 117.77  116.58  121.65  122.47 

Long  Island 690.97  633.15  644.75  695.40 

New  York,  Ontario  &  Western 214.86  210.71  215.85  202.19 

New  York,  Philadelphia  <fc  Norfolk 119.05  131.28  141.08  14a  07 

Group  3. 

AnnArbor 97.07  91.29  111.40  117.65 

Grand  Rapids  &  Ind 128.80  125.73  139.75  135.78 

New  York,  Chicago  &  St.  Louis 117.78  121.98  135.96  126.70 

Pere  Marquette 121.72  119.31  119.86  117.38 

Wheeling  &  Lake  Erie 288.79  305.44  29L34 

Group  4. 

Chesapeake  &  Ohio 146.91  141.92  144.69  181.38 

Norfolk  Southern 93.66  97.57  109.64  111.93 

Seaboard  Air  Line 107.93  99.33  103.66  108.06 

Group  5. 

Florida  East  Coast 136.22  140.99  142.04  161.96 

Group  6. 

Duluth,  South  Shore  &  Atlantic 138.24  121.46  131.65  124.70 

GroupS. 

Kansas  City  Southern 116.19  94.89  112.04  113.40 

Group  9. 

International  &  Great  Northern 223.43  218.66  234.15  204.76 

Group  11. 

Can.  Govt.  Rys.  (Intercolonial) 101.49  108.69  113.23  117.33 

LOCATION   REPORTS. 

Reports  overdue  from  the  following  Railroads  have  failed  to  reach  the  Commission: 

Delaware  A  Hudson,  report  of  box  cars  for  December  8th,  and  all  reports  for  all 
dates  as  to  open  cars. 

Louisville  A  Nashville,  all  reports  for  December  8th. 

Chicago,  Milwaukee  A  St.  Paul,  all  reports  for  December  8th,  and  also  reports  for  all 
dates  as  to  the  separation  of  box  and  open  cars. 

Chicago  and  Northwestern,  all  reports  for  December  8th. 

M.  K.  A  T.,  all  reports  for  December  8th. 

El  PasoA  Southwestern,  all  reports  forall  dates  as  to  the  separation  of  box  and  open  cars. 

Chicago  Belt,  all  reports  for  all  dates. 

Chicago,  Rock  Island  A  Gulf,  all  reports  for  all  dates. 

Midland  Valley,  all  reports  for  all  dates. 

Spokane,  Portland  A  Seattle,  all  reports  for  December  8th. 

Canadian  Northern,  all  reports  for  ail  dates. 

Grand  Trunk  Pacific,  all  reports  for  all  dates. 

The  Commission  on  Car  Service. 
43202—18 48 


Exhibit  B. 

Nbw  Yobx,  January  11%  1917. 

SPECIAL  BBPOBT  OP  INDIVIDUAL  MEMBERS  OP  COMMISSION  ON  CAB.  SB K VICE. 

To  the  members  of  the  executive  committee: 

It  is  well  established  that  the  observance  of  car  service  rules  with  respect  to  returning 
equipment  promptly  to  owners  has  in  the  past  been  to  a  great  extent  superseded  by 
use  or  appropriation  of  cars  by  individual  lines  governed  only  by  expediency.  A 
disregard  for  the  spirit  and  letter  of  the  rules  on  the  part  of  a  great  many  railroads  has 
gradually  led  to  an  unsatisfactory  observance  of  such  rules  in  so  Car  as  they  relate  to 
the  railroads  collectively.  This  brought  about  a  condition  which  rendered  it  impos- 
sible for  some  of  the  roads  that  had  amply  provided  themselves  with  sufficient  equip- 
ment to  perform  their  obligations  to  the  shippers  directly  served  by  them  and  their 
duties  as  carriers  to  the  general  public. 

The  result  of  the  inability  or  indisposition  of  the  railroads  to  regulate  these  matters 
on  an  equitable  and  just  basis  was  reflected -by  considerable  discontent  and  numerous 
complaints  from  shippers  in  certain  localities.  Because  of  the  existing  situation  the 
Interstate  Commerce  Commission  considered  it  necessary  to  take  cognizance  of  the 
matter  and  institute  an  investigation  with  specific  reference  to  coal  cars,  but  it  was 
extended  to  include  all  classes  of  equipment.  This  investigation  was  initiated  by 
Commissioner  McChord  in  an  informal  manner  in  Louisville,  Ky.f  on  November  3, 
1916.  From  the  testimony  of  railway  officials  called  before  the  Commissioner  and  from 
the  evidence  of  certain  shippers  he  felt  justified  in  requesting  the  chief  executives  of 
the  railroads  to  in  some  way  evolve  a  plan  by  which  the  existing  manifestly  unfair 
distribution  of  freight  equipment  might  be  promptly  corrected  and  its  recurrence 
prevented. 

In  the  midst  of  the  transpiring  of  these  events  the  fall  meeting  of  the  American 
Railway  Association  was  held  on  November  15,  1916,  in  New  York,  having  been 
transferred  from  Denver  because  of  the  serious  car  situation.  At  this  meeting  the 
association  adopted  by  resolution  certain  changes  in  car  service  and  per  diem  rules 
to  better  secure  the  use  of  equipment  by  car  owners,  providing  also  penalties  for  their 
enforcement  by  the  commission  on  car  service,  and  these  rules  were  subsequently 
ratified  by  letter  ballot  of  members  of  the  association. 

The  regular  meeting  of  the  American  Railway  Association  had  been  preceded  by  a 
conference  of  executives  which  had  informally  approved  the  action  confirmed  by 
the  association  on  November  15.  On  that  date  the  association  named  an  emergency 
committee  (for  a  short  time  known  as  the  conference  committee  on  car  efficiency) 
to  act  with  Commissioner  McChord  at  Washington  in  dealing  with  the  situation. 
It  was  stated  at  that  time  by  the  president  of  the  association  that  very  arbitrary 
action  would  have  to  be  taken  by  this  committee  and  that  it  was  apparent  a  crisis 
had  been  reached  where  the  railways  would  have  to  demonstrate  their  ability  to 
properly  handle  their  own  affairs  or  some  other  body  would  do  it  for  them. 

This  special  committee,  with  the  then  existing  commission  oh  car  service,  met 
Commissioner  McChord  at  Louisville,  at  which  time  the  Commissioner  was  informed 
that  the  American  Railway  Association  had  delegated  full  authority  to  its  emergency 
committee  to  handle  the  car  interchange  question  and  to  cooperate  with  the  Inter- 
state Commerce  Commission  at  Washington  in  obtaining  reliable  information  and 
744 
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applying  the  proper  remedies.  The  members  of  the  emergency  committee  then 
took  up  the  work  at  Washington  and  until  January  1,  1917,  prosecuted  it  in  close 
cooperation  with  the  Interstate  Commerce  Commission,  Mr.  F.  B.  Dow,  attorney  of 
that  Commission,  sitting  constantly  with  the  railway  committee.  Through  Mr.  Dow, 
Mr.  McChord  and  the  other  Commissioners  were  kept  informed  of  the  details  of  the 
work. 

One  of  the  first  accomplishments  was  a  joint  conference  between  a  representative 
of  the  Interstate  Commerce  Commission,  representatives  of  the  shippers,  and  the 
emergency  committee,  which  resulted  in  the  approval  by  the  Interstate  Commerce 
Commission  of  the  filing  of  tariffs,  effective  on  short  notice,  providing  for  progressive 
demurrage,  and,  by  the  substantial  increase  in  demurrage  rates  thus  secured,  delay 
to  cars  at  destination  will  be  materially  reduced.  During  the  deliberations  on  this 
very  important  matter  the  question  of  an  increase  in  the  per  diem  rate  was  brought 
up  and  it  was  clearly  evident  that  the  powers  possessed  by  the  emergency  committee, 
which  were  subordinated  to  those  of  the  commission  on  car  service,  were  unsatis- 
factory to  the  Interstate  Commerce  Commission.  Approval  by  that  Commission  of 
the  higher  demurrage  had  been  predicated  upon  improved  car  distribution  as  between 
the  railways  and  upon  an  imposition  of  a  much  higher  per  diem  rate.  As  there  was 
considerable  difficulty  and  delay  in  securing  approval  of  the  increase  in  per  diem 
from  45  cents  to  75  cents,  the  situation  was  brought  to  the  attention  of  the  executive 
committee,  which  committee  was  impressed  with  the  necessity  of  investing  the 
emergency  committee  with  increased  powers  and  greater  initiative.  The  executive 
committee  consequently  abolished  the  special  emergency  committee  and  recon- 
stituted the  commission  on  car  service,  which  then  became  the  cooperative  committee 
working  with  the  Interstate  Commerce  Commission  at  Washington.  The  only  change 
in  personnel  between  this  committee  and  the  former  emergency  committee  was  in 
the  chairman,  who  was  the  chairman  of  the  former  commission  on  car  service. 

This  reconstituted  commission  on  car  service  resumed  its  activities  and  by  co- 
operation with  the  Interstate  Commerce  Commission  brought  about  a  conference 
between  the  representatives  of  the  shippers  and  railway  traffic  officials  with  a  view  of 
establishing  reconsignment  tariffs  that  would  eliminate  well  known  and  long  continued 
abuse  of  this  privilege.  The  final  recommendations  of  the  carriers  have  been  filed 
with  the  Commission,  which  will  submit  them  to  shippers,  and  this  question  is  still  a 
pending  one  between  the  commission  on  car  service  and  the  Interstate  Commerce 
Commission. 

The  commission  on  car  service  also  succeeded  in  bringing  about  a  uniform  agree- 
ment between  Atlantic  and  Gulf  ports  as  to  reduction  in  free  time  at  seaboard.  It  has 
not  been  thought  expedient  to  request  the  Interstate  Commerce  Commission  to  approve 
the  filing  of  tariffs  embracing  these  reductions  to  go  into  effect  upon  less  than  statutory 
notice,  but  these  tariffs  will  be  filed  in  the  usual  manner. 

Concurrent  with  these  events  the'commission  on  car  service  obtained  from  the  rail- 
roads weekly  reports  showing  comparisons  between  cars  on  line  and  cars  owned,  car 
accumulation  reports,  status  of  embargoes,  reports  of  car  interchanges,  and  other  data 
bearing  on  excess  equipment,  its  location,  physical  condition  and  employment. 
Predicated  on  these  statements  the  commission  on  car  service  issued  divers  requests 
directing  the  readjustment  of  equipment  as  between  the  carriers. 

Also  associated  with  these  activities  the  commission  on  car  service  performed  its 
duty  to  the  American  Railway  Association  as  outlined  in  the  per  diem  and  car  service 
rules.  It  endeavored  to  make  its  activities  conservative  but  effective  through  the 
establishment  of  agencies  from  which  could  be  obtained  first-hand  knowledge  as  to 
conditions  existing  on  certain  railways  which  appeared  from  the  reports  to  be  abnormal. 

It  was  found  that  the  Interstate  Commerce  Commission  had  in  the  field  inspectors 
who  were  reporting  directly  to  that  Commission  on  cases  of  car  abuse,  and  as  the  com- 
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mission  on  car  service  also  had  inspectors  at  work,  special  arrangements  wen  made  by 
which  the  inspectors  of  the  Interstate  Commerce  Commission  and  those  of  the  Anvriran 
Railway  Association  might  work  in  harmony  for  the  common  good. 

Many  complaints  reaching  the  Interstate  Commerce  Commission  by  mail  and  tele- 
graph from  shippers  and  from  individual  railways  were  turned  over  to  the  cumin  wim 
on  car  service  for  investigation;  it  was  possible  to  show  the  Interstate  Commerce  Cm»- 
misBion  that  many  of  these  complaints  were  unfounded  and  that  car  abuse  was  in  warn* 
cases  apparent  only,  and  it  is  gratifying  to  note  that  through  the  activities  of  the 
commission  on  car  service  there  was  a  marked  decrease  in  the  number  of  such  com- 
plaints received.  The  Interstate  Commerce  Commission  was  freely  furnished  with 
statistics  of  car  location,  car  accumulations  and  car  interchanges,  which  were  avail- 
able from  special  reports  made  by  the  carriers  to  the  commission  on  car  service. 

In  connection  with  the  work  of  car  distribution,  representatives  of  individual  car- 
riers appeared  on  request  before  the  commission  on  car  service,  which  went  over  thai 
local  situations  in  detail  and  impressed  upon  them  the  necessity  of  giving  their  whole 
support  to  the  work  of  redistributing  the  cars  to  sections  where  most  needed,  regard- 
less of  their  traffic  conditions.  It  was  found  necessary  in  many  of  these  cases  to  ul- 
pose  of  countless  reasons  advanced  why  the  desired  help  could  not  be  extended,  mad 
in  nearly  every  instance  promises  were  secured  that  the  individual  carrier  wooW 
give  its  earnest  cooperation.  Close  attention  was  given  to  the  situation  at  large  due* 
where  cars  had  accumulated  under  load  and  the  formation  of  local  committees  wa# 
secured  to  adjust  such  situations  as  well  as  to  improve  conditions  at  seaports  where 
a  large  number  of  cars  were  being  held. 

In  the  matter  of  car  relocation,  the  commission  on  car  service  faced  a  very  difficult 
problem.  Because  of  the  unusual  drift  of  traffic,  as  well  as  the  past  neglect  of  th» 
carriers  themselves  to  strictly  observe  car  service  rules,  the  equipment  had  been 
badly  scattered,  the  excess  of  open  top  equipment  being  largely  in  the  west  and  the 
excess  of  box  car  equipment  principally  in  New  England  and  the  east.  On  account 
of  the  shortage  of  coal  cars  threatening  a  fuel  famine,  Commissioner  McChord  had 
already  notified  the  roads  to  return  open  top  cars,  and  one  of  the  first  acts  of  the 
commission  on  car  service  was  to  issue  its  own  request  to  the  carriers  in  confinnatii*) 
of  the  notice  of  the  Commissioner.  Because  of  threatened  serious  loss  to  the  font 
industry,  the  commission  on  car  service  issued  a  similar  request  to  return  fruit  re- 
frigerator cars  to  home  territory. 

The  diversion  penalty  on  freight  cars  was  adopted  by  a  large  majority  vote  of  mem- 
bers of  the  American  Railway  Association,  but  it  was  found  expedient  to  postpone 
its  effective  date  until  January  1  so  that  the  commission  on  car  service  might  have 
time  to  comprehensively  analyze  from  current  reports  the  existing  situation. 

As  the  commission  on  car  service,  in  confirmation  of  the  notice  of  Crnnrniesinnrr 
McChord,  had  already  requested  the  return  of  open  top  care  to  owners  and  had  ak> 
made  a  similar  request  with  respect  to  refrigerator  cars,  there  were  no  grounds  far 
further  postponing  the  diversion  penalty  as  to  such  classes  of  equipment  and  tbi» 
penalty,  by  rule  of  the  association,  went  into  effect  January  1,  1917.  The  coauai*- 
sion  on  car  service  feels  that  it  should  materially  aid  in  accomplishing  the  result 
desired  by  the  Interstate  Commerce  Commission  in  readjusting  the  open  car  situation 

In  dealing  with  the  box  car  situation,  the  commission  on  car  service  gave  careful 
consideration  to  the  means  that  might  accomplish  the  desired  result  in  the  shorts* 
space  of  time.  It  would  have  been  possible  to  have  Issued  an  order  similar  to  that 
covering  open  top  and  refrigerator  cars  and  require  the  return  of  box  car  equipment 
to  owners,  not  suspending  the  diversion  penalty  as  to  such  equipment.  The  bos 
car  equipment,  however,  was  very  widely  scattered  as  to  ownership,  some  lines  bar- 
ing as  low  as  one-tenth  of  home  box  care  on  home  rails.  Under  these  conditions  tat 
imposition  of  the  diversion  penalty  would  have  imposed  such  a  degree  of  car  tneifi- 
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ciency  through  restricting  the  available  car  supply  as  to  seriously  increase  the  exist- 
ing car  shortage.  Under  such  an  order  also  the  only  equipment  which  would  be 
available  to  move  to  western  and  southern  roads  would  be  their  own  care,  many  of 
which  were  tied  up  under  load  or  were  upon  the  lines  of  their  immediate  neighbors 
in  the  same  territory  or  upon  roads  which  did  not  have  an  excess  of  box  car  equip- 
ment above  ownership.  An  attempt  was,  therefore,  made  to  shift  box  cars  in  large 
lots  without  regard  to  ownership,  first  getting  the  excess  of  such  equipment  out  of 
New  England  territory  and  requiring  lines  between  Chicago  and  New  York  to  deliver 
a  specified  excess  of  box  cars  to  western  and  southern  roads.  Had  the  commission  on 
car  service  received  the  immediate  assistance  of  every  one  of  these  lines,  as  it  had  a 
right  to  expect,  and  if  these  lines  had  shown  a  disposition  to  make  some  sacrifice  of 
their  own  interests  to  help  the  deficiency  roads,  many  of  which  were  in  a  really  des- 
perate condition,  this  policy  would  have  resulted  at  once  in  a  large  redistribution  of 
the  box  car  equipment.  Some  of  the  roads  have  cooperated  to  a  large  extent,  some 
have  done  something  in  the  desired  direction  and  some  have  done  very  little.  The 
commission  on  car  service  can  not  feel  any  responsibility  for  the  failure  of  such  roads, 
members  of  the  American  Railway  Association,  for  not  doing  their  share  in  meeting 
the  situation  with  which  the  railways  as  a  whole  are  confronted.  The  undersigned 
members  of  the  commission  on  car  service  feel  that  in  adopting  their  policy,  both 
as  to  open  top  and  box  car  equipment,  they  were  acting  in  accordance  with  their 
best  judgment  and  with  the  sole  desire  of  securing  a  readjustment  of  these  cars  so 
that  the  car  owners  might  receive  as  promptly  as  possible  the  number  of  cars  they 
normally  have  on  their  lines. 

Because  of  complaints  which  were  coming  to  it,  the  Interstate  Commerce  Com- 
mission called  a  formal  hearing  December  28,  at  which  the  roads  were  required  to 
show  cause  why  certain  mandatory  orders  should  not  be  issued  by  that  body.  While 
differences  of  opinion  were  expressed,  the  railways  were  practically  unanimous 
in  the  belief  that  such  an  order,  carrying  with  it  the  statutory  fine  of  $6,000  for  each 
violation  of  a  specific  order  of  the  Interstate  Commerce  Commission,  would  be  entirely 
too  drastic  and  would  seriously  confuse  the  situation  and  make  a  bad  matter  worse. 
The  opinion  of  the  commission  on  car  service  was  presented  to  the  Interstate  Com- 
merce Commission  in  part  as  follows: 


•  *  •  certain  salient  facts  stand  out  as  reason*  for  expecting  the  more  prompt  movement  of  ears  in  the 
future;  namely,  the  increased  per  diem;  progressive  demurrage;  and  diversion  penalty,  and  that  by  reason 
of  emergency  relocations  of  equipment,  certain  oar  service  rules  have  not  been  made  applicable,  and  that 
in  the  judgment  of  the  commission  on  car  service,  no  code  of  rules  could  be  prescribed  by  the  Interstate 
Commerce  Commission  applicable  to  all  of  the  railroads  which  would  properly  improve  the  immediate 
situation;  that  it  was  the  purpose  of  the  American  Railway  Association  through  the  commission  on  oar 
service  to  continue  the  constant  supervision  of  the  car  service  practices  throughout  the  country,  and  to 
develop  further  experience,  devoting  itself,  specially,  at  all  times  to  extraordinary  effort  to  relieve  con- 
spicuous congestions  and  shortages  which  interfere  with  the  largest  measure  of  car  efficiency,  asking  respect- 
fully that  the  proposed  order  be  held  in  abeyance  by  the  Interstate  Commerce  Commission  at  least  until 
March  1,  at  which  time  a  report  could  be  made  of  experience  under  the  new  rules  and  present  practices 
and  a  foundation  laid  for  more  intelligent  disposition  of  the  question  on  a  permanent  basis. 

Following  this  meeting  the  commission  on  car  service  was  instructed  by  the  execu- 
tive committee  to  move  its  headquarters  to  New  York,  and  at  its  first  meeting  at  that 
point  was  verbally  notified  by  the  general  secretary  that  its  activities  should  be 
suspended  until  the  meeting  of  the  executive  committee  on  January  11. 

As  to  the  future  work  of  the  commission  on  car  service,  whilst  there  has  been 
improvement  in  the  general  car  situation,  much  remains  to  be  done.  The  under- 
signed members  of  the  commission  on  car  service  strongly  urge  that  accomplishment 
of  effective  results  in  redistributing  cars  and  in  eliminating  car  delay,  for  which 
carriers  or  shippers  are  responsible,  depends  entirely  upon  the  railway  committee 
having  the  confidence  and  cooperation  of  the  Interstate  Commerce  Commission,  as 
well  as  upon  the  unanimous  and  united  support  of  every  member  of  the  American 
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Railway  Association.  The  Interstate  Commerce  Commission  has  already  recom- 
mended in  its  annual  report  the  taking  over  of  the  regulation  of  the  interchange  of 
cars  and  two  bills  have  been  introduced  in  Congress  for  the  same  purpose.  We  believe, 
however,  if  the  Interstate  Commerce  Commission  can  be  convinced  that  the  railways 
themselves  can  successfully  cope  with  any  situation  that  may  arise  with  respect  to 
car  shortage  or  redistribution  of  cars  so  that  shippers  everywhere  throughout  the 
country  may  have  equal  opportunity  in  the  use  of  equipment  and  so  that  the  shippers 
on  a  few  railways  may  not  receive  undue  advantage,  the  American  Railway  Associa- 
tion will  be  permitted  by  the  Interstate  Commerce  Commission  to  retain  control  of 
the  situation.  It  is  essential,  however,  that  the  Interstate  Commerce  Commission 
shall  be  made  to  feel  that  the  railway  representatives  who  may  be  selected  to  cooperate 
with  it  will  be  clothed  with  the  necessary  authority  to  enforce  their  acts  and  that  they 
should  be  put  in  a  position  to  reach  a  prompt  and  final  decision  on  matters  which  may 
be  brought  up  with  them  from  time  to  time  by  the  Interstate  Commerce  Commission. 

The  members  of  the  commission  on  car  service  consider  it  their  duty  to  inform  the 
executive  committee  that,  in  their  opinion,  we  are  confronting  a  serious  crisis.  The 
transfer  of  the  headquarters  of  the  commission  on  car  service  from  Washington  to  New 
York  would  undoubtedlv  have  been  entirely  satisfactory  to  all  members  of  the  com- 
mission  on  car  service  had  the  change  met  with  the  full  acquiescence  of  Commissioner 
McChord  and  the  other  members  of  the  Interstate  Commerce  Commission  and  if  Mr. 
Dow  continued  to  sit  with  the  railway  representatives  here.  Prom  all  information  it 
has  been  possible  to  gather,  the  change  in  location  is  very  unsatisfactory  to  OommU- 
sioner  McChord,  and  there  is  no  hope  of  either  himself  or  Mr.  Dow  attending  our  future 
sessions.  It  would  be  unprecedented  for  the  Interstate  Commerce  Commission  to 
turn  over  this  duty  to  some  other  Commissioner  in  the  hope  that  he  would  serve  on 
the  committee  of  railway  representatives. 

The  members  of  the  commission  on  car  service  feel  that  the  results  already  accom- 
plished are  worthy  of  the  support  and  commendation  of  the  American  Railway  Associa- 
tion, but  have  grave  doubts  of  the  efficacy  of  the  future  efforts  of  any  railway  committee 
acting  independently  without  the  cordial  cooperation  of  the  Interstate  Commerce 
Commission,  it  is  not  to  be  expected  that  that  Commission  will  drop  its  own  investi- 
gation, and  it  is  much  to  be  regretted  it  complaints  which  will  continue  to  come  directly 
to  the  Interstate  Commerce  Commission  may  be  handled  by  that  Coiimiission's  in- 
spectors without  reference  of  such  matters  to  the  commission  on  car  service.  Misunder- 
standings of  conditions,  which  might  otherwise  be  easily  explained,  are  bound  to 
occur,  and  the  final  result  of  the  dissociation  may  be  the  issuance  of  drastic  orders 
that  might  possibly  be  prevented  through  the  close  association  that  should  exist 
between  the  work  of  the  conunission  on  car  service  and  that  of  the  Interstate  Com- 
merce Commission  with  respect  to  the  same  subject  matter. 

(Signed)  W.  L.  Park, 

£.  J.  Pkahson, 

W.J.    WOHTHINGTOM. 
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ORDER. 

At  a  General  Session  of  the  Interstate  Commerce  Commission,  held  at  its 
office  in  Washington,  D.  C,  on  the  18th  day  of  January,  A.  D.  1917. 

No.  9284. 

CAR  SUPPLY  INVESTIGATION. 

It  appearing.  That  by  order  dated  November  4,  1916,  the  Commission,  upon 
Its  own  motion,  entered  upon  a  general  investigation  covering  all  sections  of 
the  United  States,  concerning  the  supply,  exchange,  interchange,  and  return  of 
freight  cars,  and  all  rules,  regulations,  and  practices  relating  thereto,  with  a 
view  of  entering  such  order  or  orders  as  the  Commission  might  deem  appro- 
priate, and  that  investigation  of  the  matters  and  things  involved  has  been 
had,  and  that  the  Commission  has,  on  the  date  hereof,  made  and  filed  its 
report  containing  its  findings  of  fact  and  conclusions  thereon,  which  said  report 
is  hereby  referred  to  and  made  a  part  hereof ; 

It  further  appearing,  That  the  said  order  dated  November  4,  1916,  was  served 
upon  all  the  carriers  by  railroad  subject  to  the  act,  in  the  manner  provided 
by  law,  said  carriers  being  hereinafter  referred  to  as  respondents: 

It  further  appearing »,  That  the  present  car  service  rules  of  respondents,  stated 
in  Exhibit  A,  appendix  to  the  report  herein,  are  unreasonable  to  the  extent  that 
they  differ  from  the  car  service  rules  found  reasonable  and  stated  in  a  subse- 
quent paragraph  of  this  order ; 

It  further  appearing,  That  the  practices  of  respondents  In  falling  to  observe 
the  present  car  service  rules,  stated  in  Exhibit  A,  appendix  to  the  report  herein, 
with  regard  to  the  return  of  foreign  open-top  coal  and  coke  cars  and  railroad 
owned  or  controlled  refrigerator,  heater,  ventilated,  and  insulated  cars,  to  the 
extent  that  those  rules  are  not  modified  by  the  rules  found  reasonable,  stated  in 
a  subsequent  paragraph  of  this  order,  are  in  violation  of  section  1  of  the  act : 

It  is  ordered,  That  the  above-named  respondents  be,  and  they  severally  are 
hereby,  notified  and  required  to  cease  and  desist,  on  or  before  February  21,  1917, 
and  thereafter  to  abstain,  from  said  violations  of  the  act  to  regulate  commerce. 

It  is  further  ordered,  That  respondents  be,  and  they  are  hereby,  notified  and 
required,  on  or  before  February  21,  1917,  to  establish,  and  thereafter  to  main- 
tain, and  observe  the  following  car  service  rules,  which  are  found  to  be 
reasonable : 

1.  All  foreign  open-top  coal  and  coke  cars,  and  all  foreign  railroad  owned  or 
controlled  refrigerator,  heater,  ventilated,  and  insulated  cars  received  under 
load  may  be  forwarded  to  destination ;  when  original  lading  is  removed,  or  when 
received  empty,  they  must  be  returned  to  their  owners,  either  loaded  or  empty — 

(a)  Direct,  if  belonging  to  direct  connections; 

(6)  Through  the  proper  home  route,  if  belonging  to  other  than  direct  con- 
nections. 

(Nora. — The  home  road  shall  have  the  right  to  demand  the  return  of  Its  empty  cars  at 
the  junction  point  where  delivered  loaded. 

This  right  does  not  apply  to  cars  offered  home  for  repairs  under  the  provisions  of 
M.  C.  B.  Rule  2.) 

2.  The  proper  home  route  for  cars  belonging  to  other  than  direct  connections 
includes  the  following  deliveries  only : 

(a)  Loaded,  consigned  (via  any  route)  to  a  destination  on  the  home  road; 
(6)  Loaded,  consigned  (via  any  route)  to  a  destination  on  a  direct  connec- 
tion of  the  home  road ;  or 

(c)  Loaded,  consigned  to  a  destination  on  the  road  from  which  originally 
received,  if  such  movement  is  in  the  direction  of  home ;  or 

(d)  Empty,  to  the  road  and  at  the  junction  point  from  which  originally 
received. 

3.  (a)  Loaded  cars  may  be  delivered  to  switching  roads  to  be  unloaded  within 
the  switching  district.  Such  deliveries  shall  be  indicated  on  the  Junction  report 
by  the  words  "  for  unloading." 

A  car  received  loaded  in  switching  service,  when  original  lading  is  removed, 
must  be  returned  to  the  home  road,  loaded  or  empty,  if  a  direct  connection 
within  that  switching  territory;  otherwise,  unless  it  home  routes  from  the 
switching  line  to  some  other  road,  it  must  be  returned  to  the  delivering  road, 
loaded  or  empty,  in  accordance  with  rules  1  and  2. 
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(6)  An  empty  foreign  car  may  be  delivered  to  a  connecting  road  to  be  loaded 
within  the  designated  switching  limits  and  returned.  Such  deliveries  shall  be 
indicated  on  the  junction  report  by  the  words  "  for  loading." 

The  road  delivering  the  car  to  the  switching  road  must  in  all  cases  specify 
loading,  route,  and  destination,  which  must  be  in  accordance  with  rules  1  and  2. 

The  switching  road  must  comply  with  the  instructions  of  the  delivering  road 
•  4.  These  rules  do  not  apply  to  cars  reconsigned  with  original  lading  under 
duly  filed  and  published  tariffs  until  the  original  lading  has  been  removed 
therefrom. 

5.  Any  delivery  of  a  foreign  open-top  coal  or  coke  car  or  railroad  owned  or 
controlled  refi-igerator,  heater,  ventilated,  or  insulated  car,  except  as  provided 
In  these  rules,  is  a  diversion. 

It  is  further  ordered,  That  this  order  shall  continue  in  force  from  the  date 
when  it  shall  take  effect  until  May  1,  1917. 

By  the  Commission. 

[seal.]  George  B.  McGiwtt, 

Secretary, 

Senator  McLean.  Your  suggestion  that  the  Director  General  be 
given  power  to  control  shipments  represents  existing  conditions  in 
Canada,  does  it  not? 

Mr.  Walter.  I  am  not  able  to  say,  Senator. 

Senator  McLean.  You  do  not  know  about  that? 

Mr.  Walter.  No. 

Senator  McLean.  I  think  that  that  rule  has  been  adopted  there,  and 
that  it  has  worked  very  well. 

Mr.  Walter.  From  what  little  practical  experience  I  have  had,  I 
have  no  doubt  that  that  power  property  exercised  will  clear  up  some 
of  the  difficulties  or  most  of  the  difficulties  now  in  effect. 

Senator  Kellogg.  Well,  he  has  that  power  now,  has  he  not? 

Mr.  Walter.  I  think  he  has,  but  I  wanted  to  make  it  clear,  Senator, 
that  the  act  to  regulate  commerce  ought  to  remain  just  as  it  is  written, 
with  that  qualification. 

Senator  Kellogg.  The  shipper  does  not  exercise  the  power  to  route 
freight  since  Mr.  McAdoo  has  been  appointed  ? 

Mr.  Walter.  I  take  it  that  is  so. 

Senator  Kellogg.  He  has  absolute  power  to  route  freight  now  ? 

Mr.  Walter.  I  understand  so. 

Senator  McLean.  My  point  was  that  all  the  power  lies  in  the 
Government  of  Canada  over  the  shipments.  They  let  the  railroad* 
control  themselves,  but  they  control  the  shipments  instead  of  the 
carriers. 

Senator  Kellogg.  Do  you  think  the  pooling  clause  of  the  Inter- 
state Commerce  Act  should  apply  during  the  management  by  the 
Government  of  all  of  these  railroads? 

Mr.  Walter.  I  think  it  will  make  no  difference,  if  the  Director 
General  is  allowed  to  route  the  freight.  In  such  a  case  there  is 
nothing  which  tends  or  causes  the  carriers  to  exercise  an  untoward 
effect  in  putting  on  their  rails  what  ought  to  go  on  somebody's  else. 
That  is  all  that  the  pooling  clause  is.  It  may  very  well  be  repealed. 
I  think  it  might  have  been  repealed  years  ago  without  any  hurtful 

effects. 

Senator  Kellogg.  Yes,  I  thing  so  too.  Where  do  you  understand 
the  power  to  fix  rates  now  is,  in  the  commission  or  in  the  Director 
General. 

Mr.  Walter.  I  have  no  doubt  that  it  lies  in  the  Interstate  Com- 
merce Commission. 
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Senator  Kellogg.  To-day? 

Mr.  Walter.  To-day. 

Senator  Kellogg.  Then  it  does  not  need  any  additional  legislation? 

Mr.  Walter.  There  is  doubt,  and  there  is  a  contrary  assertion  of 
power  by  the  Director  General,  or  his  advisers,  and  I  think  that 
twilight  zone  ought  to  be  removed. 

Senator  Kellogg.  As  I  understand  it,  Mr.  Anderson,  a  member  of 
the  Interstate  Commerce  Commission,  who  appeared  before  us,  thinks 
the  power  is  in  the  Director  General. 

Commissioner  Anderson.  Yes. 

Mr.  Walter.  I  disagree  with  him,  as  a  matter  of  law. 

Senator  Kellogg.  And  as  I  understood  him,  he  thinks  the  power 
should  remain  in  the  Director  General. 

Mr.  Walter.  I  disagree  with  him  on  the  question  of  policy. 

Senator  Kellogg.  I  do  not  exactly  know  what  the  opinion  of  the 
other  members  of  the  commission  is. 

Mr.  Walter.  May  I  make  this  observation  there,  Senator?  The 
members  of  the  Interstate  Commerce  Commission,  some  of  them,  are 
groping.  They  can  not  tell  where  their  power  is.  They  want  to 
do  everything  that  the  law  requires  of  them,  and  so  I  think  in  justice 
to  them,  whether  they  agree  with  me  or  agree  with  their  associate, 
that  you  ought  to  preserve  definite  language,  so  everybody  will  know 
what  the  law  is. 

Senator  Kellogg.  That  condition  of  groping,  you  know,  is  not 
confined  to  the  Interstate  Commerce  Commission. 

Mr.  Walter.  I  will  admit  that. 

Senator  Kellogg.  As  I  understood  you,  you  thought  the  power 
of  the  various  State  commissions  should  also  remain  as  now  ? 

Mr.  Walter.  Yes,  sir;  because  the  Supreme  Court's  decision  in 
the  Shreveport  case  has  brought  about  very  nearly  complete  uni- 
formity. 

Senator  Kellogg.  That  decision  is  simply  this:  That  if  a  State 
rate,  or  a  rate  fixed  under  State  authority,  conflicts  or  would  nullify 
an  interstate  rate,  or  the  effect  of  an  interstate  rate  fixed  by  the 
Interstate  Commerce  Commission,  the  State  rate  must  go  to  the 
wall,  so  to  speak? 

Mr.  Walter.  Yes;  if  the  Interstate  Commerce  Commission  has 
found  that  the  maintenance  of  the  two  different  rates  unjustly  dis- 
criminates against  persons,  places,  or  traffic.  ^ 

Senator  Kellogg.  That  is  under  the  superior  power,  of  course,  of 
the  Federal  Government? 

Mr.  Walter.  That  is  right. 

Senator  Kellogg.  W^6  the  roads  are  being  managed  by  the  Gov- 
ernment itself,  as  a  Government  institution,  do  you  think  the  State 
commissions  should  be  allowed  to  fix  any  parts  of  the  rates  on  the 
Government  property? 

Mr.  Walter.  I  do,  Senator,  for  this  reason:  I  do  not  understand 
that  the  Government  has  taken  possession  of  the  railroads  as  it  would 
take  possession  of  a  piece  of  property  and  erect  a  building  thereon. 
My  thought  is  that  all  the  possession  they  have  is  the  possession  to 
operate  the  freight  thereon,  and  that  you  leave  to  the  Interstate  Com- 
merce Commission  and  to  the  State  commissions  the  exercise  of  all 
functions  not  in  conflict  with  the  exercise  of  the  power  of  movement. 


752       GOVERNMENT  CONTROL  AND  OPERATION  OF  RAILROADS. 

Senator  Kellogg.  Of  course  the  Government  has  not  taken  tit! 
to  the  railroads,  because  the  title  of  their  property  remains  in  t;- 
various  corporations,  but  the  President's  proclamation,  and  the  lat. 
guage  of  the  act  under  which  the  proclamation  was  made,  prohaK* 
justifies  the  President  in  saying  that  he  took  over  the  possession  of 
the  railway  properties  of  the  country.  Of  course  that  possession  ha.- 
been  taken  through  the  various  corporations,  but  if  the  Government 
has  the  constructive  possession  of  the  railways  of  the  country  anil  > 
operating  them  as  a  Government  institution,  do  you  think  any  power 
except  the  Federal  power  should  fix  the  rates  and  direct  the  oiwre 
tion  of  lines  in  the  country  ? 

Mr.  Walter.  Viewing  the  conditions  as  they  are  now,  I  will  >  ■ 
yes,  that  the  State  commissions  ought  to  be  preserved,  for  tin*** 
reasons,  Senator,  if  you  will  permit  me  a  little  bit  of  a  long  anK*»,r 
In  the  first  place,  it  takes  a  man  with  some  experience  and  judgment 
to  determine  what  the  reasonable  rate  is.  The  State  commissions  tr» 
iust  as  patriotic,  as  energetic  and  desirous  of  proper  results  as  an 
body  else.  I  would  leave  to  them  the  exercise  of  their  power*  trust- 
ing in  their  doing  the  right  thing,  with  this  observation:  War  -« 
going  to  cost  the  railroads  something,  but  it  is  a  service  for  all  t!'» 
people,  and  therefore  if  there  is  something  to  make  up  when  the  war 
is  over  I  would  have  it  come  from  all  the  people  and  not  from  tl.« 
man  who  makes  the  shipment  of  corn,  or  wheat,  or  cattle,  mercluc 
dise,  ore,  or  something  of  that  sort. 

Senator  Kellogg.  I  am  just  coming  to  this  point.  While  the  rail 
roads  have  been  in  the  hands  of  the  owners,  the  corporations,  if  j 
State  railway  commission  fixed  an  intrastate  rate,  which  was  unrea^ 
ably  low  so  as  to  be  confiscatory,  the  remedy,  of  course,  of  the  ran 
way  company  was  to  bring  a  suit  to  enjoin  the  rate  as  confiscate;/ 
the  taking  of  its  property  without  due  process  of  law,  or  com|*i. 
sation  ? 

Mr.  Walter.  Yes. 

Senator  Kellogg.  When  the  road  has  been  taken  over  by  the  Fed- 
eral Government  and  is  in  possession  of  the  Federal  Government  tl»» 
property  and  the  powers  being  taken  away  from  the  railroad  com 
pany,  and  the  State  commissions  make  a  rate  unreasonably  low  an 
confiscatory  of  the  property  of  the  Federal  Government,  who  won' 
bring  such  a  suit  ? 

Mr.  Walter.  The  president  of  the  railroad  or  the  railroad  cor 
poration  who  is  acting. 

Senator  Kellogg.  If  the  railroad  corporation  is  taken  out  of  their 
control,  they  can  not  bring  a  suit,  can  they? 

Mr.  Walter.  My  understanding  is  that  they  can. 

Senator  Kellogg.  Property  over  which  they  have  no  control,  th- 
possession  of  which  and  the  operation  of  which  is  in  the  Feden. 
Government? 

Mr.  Walter.  Certainly.    My  understanding  is  that  to-day  they  w 
maintaining  suits,  and  that  they  have  a  perfect  right  to  maintain 
suits  under  the  law  that  you  propose,  under  the  President's  procla 
mation,  and  under  the  Director  General. 

Senator  Kellogg.  Do  you  understand  that  they  are  maintaining 
suits  to  enjoin  the  making  of  rates  bv  State  commissions? 

Mr.  Walter.  Suits  are  pending  oi  that  sort;  yes*  sir* 
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Senator  Kellogg.  I  know,  but  are  they  bringing  any  new  suits? 
Those  suits  were  made  to  enjoin  rates,  of  necessity,  long  before  this 
order  was  made? 

Mr.  Walter.  I  know  of  no  new  suits. 

Senator  Kellogg.  But  suppose  a  State  commission  should  now 
make  a  rate,  would  you  say  that  the  railroad  could  bring  a  suit  to 
enjoin  that  rate  when  it  has  no  interest  whatever  in  the  common  car- 
rier, when  the  Federal  Government  collects  the  rates,  when  the  Fed- 
eral Government  guarantees  the  railroad  its  income  and  its  property  ? 

Mr.  Walter.  I  insist  that  it  could,  certainly,  if  the  Director  Gen- 
eral makes  it,  but  let  me  make  this  observation :  That  that  situation 
is  not  created  or  caused  by  any  condition  growing  out  of  the  war. 
What  you  have  had  already  as  to  that  matter  will  not  be  changed  by 
the  war. 

Senator  Underwood.  To-day,  under  the  Director  General  the  Gov- 
ernment, to  all  intents  and  purposes,  is  the  owner  of  the  railroad  and 
the  party  in  interest  as  to  its  revenue.  Before  this  order  was  made, 
the  stockholder  was  the  party  in  interest,  but  the  stockholder  has  no 
more  interest  in  the  rates,  because  the  rates  are  being  paid  by  the 
Federal  Government. 

Mr.  Walter.  That  is  true,  Senator. 

Senator  Underwood.  Then  can  a  man  who  has  not  got  a  money 
interest  in  the  property  in  fixing  the  rate,  maintain  a  suit? 

Mr.  Walter.  Yes.  But  that  is  not  necessary,  in  answering  your 
question.  Here  is  the  proposition:  Whenever  a  State  government, 
or  the  United  States  as  a  government,  enters  upon  a  business  of  any 
kind,  it  thereby  puts  itself  upon  the  same  plane  with  anybody  else. 
The  Director  General  by  showing  that  he  had  an  interest  could  main- 
tain a  suit  the  same  as  any  other  individual.  That  is  the  law  of  the 
various  supreme  courts  of  the  States. 

Senator  Underwood.  But  you  can  not  sue  a  government  without 
its  consent.  The  Government  may  occupy  the  status  that  the  rail- 
roads did  before,  but  you  can  not  sue  the  Government  without  the 
Government's  consent  to  be  sued. 

Mr.  Walter.  The  Government  can  sue  anybody  and  recover  any- 
thing that  it  is  lawfully  entitled  to. 

Mr.  Underwood.  But  suppose  the  shipper  is  not  satisfied  with  the 
rate?    How  is  he  going  to  sue  the  Government? 

Mr.  Walter.  You  have  a  measure  now  on  the  statute  books  to 
bring  a  suit  to  enjoin  an  order  of  the  Interstate  Commerce  Commis- 
sion to  take  care  of  that  very  situation.  In  other  words,  he  goes  to 
the  commission,  or  to  the  State  commission,  and  the  laws  of  the 
United  States,  and  of  most  of  the  States,  provide  that  a  shipper 
can  bring  a  suit  to  set  aside  an  order  which  is  unlawful. 

Here  is  a  case  where  the  Director  General  wants  to  sue.  He  can 
sue  and  he  can  make  his  case  if  he  is  entitled  to  bring  the  suit  as  the 
one  in  control  or  in  operation  of  the  railroads.  If  he  can  not,  the 
railroad  can  or  the  stockholders  can.  I  would  have  no  doubt  that 
the  lawyers  representing  the  Director  General,  or  representing  the 
carriers,  could  find  ample  forums  in  which  to  bring  any  suit  of  that 
sort  they  wanted  to  bring. 

Senator  Kellogg.  Bight  there,  the  right  of  the  railroad  company 
to  sue  a  State  commission  to  enjoin  the  rate  as  confiscatory  is  exactly 
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the  same  right  that  the  railroad  company  has  to  sue  in  the  Federal 
court  to  enjoin  the  rate  made  by  the  Interstate  Commerce  Commis- 
sion.   There  is  no  difference,  is  there? 

Mr.  Walter.  Not  in  effect 

Senator  Kellogg.  They  are  both  based  on  the  ground  that  the  rate 
is  confiscatory  of  their  property. 

Mr.  Walter.  Yes,  sir;  deprives  it  of  its  property. 

Senator  Kellogg.  When  the  Director  General  is  in  control  of  the 
railways  and  operating  them,  could  the  stockholders  or  the  railroads 
bring  a  suit  to  enjoin  a  rate  which  he  should  make,  or  which  the 
Interstate  Commerce  Commission  should  make  if  they  were  directed 
to? 

Mr.  Walter.  I  should  say  so,  under  the  Constitution. 

Senator  Kellogg.  What  interest  have  they  got  in  it?  The  Gov- 
ernment has  got  the  road  and  is  making  a  guarantee  of  the  earnings. 

Mr.  Walter.  But  if  the  guarantee  depends  in  some  way  upon  the 
revenue  which  the  road  collects,  or  the  Director  General  collects,  the 
stockholder  certainly  has  an  interest  in  that.  If  there  is  any  doubt 
about  that.  Senator,  you  can  easily  cover  it  I  would  not  give  the 
Director  General  any  power  to  make  rates.  I  would  say  that  the 
Interstate  Commerce  Commission  should  do  that. 

Senator  Kellogg.  Suppose  the  Interstate  Commerce  Commission 
makes  them.  Could  the  railroads  sue  to  enjoin  a  rate  which  the 
Interstate  Commerce  Commission  should  make  on  a  road  being  oper- 
ated by  the  Government? 

Mr.  Walter.  Certainly,  I  should  say  so.  They  ought  to  have  a 
right  to  do  it. 

Senator  Kellogg.  That  is  all  I  wish  to  ask. 

Senator  Cummins.  I  want  to  ask  a  question  or  two  about  the  first 
section  and  especially  about  that  part  of  it  upon  which  you  put 
some  emphasis,  namely,  that  provision  which  is  in  the  following 
language : 

Provided  further,  That  no  Federal  taxes  in  excess  of  taxes  assessed  daring 
the  year  ending  June  thirtieth,  nineteen  hundred  and  seventeen,  shall  be 
charged  against  revenue  in  computing  such  standard  return. 

It  may  be  perfectly  clear  to  everybody  else  but  it  is  not  clear  to 
me  at  all.  You  understand  that  these  railroads  being  in  possession 
of  the  Government,  being  operated  by  the  Government,  all  of  the 
money  which  comes  in  from  operation  of  the  property  of  which  the 
Government  has  taken  possession,  belongs  theoretically  at  any  rate 
to  the  Government,  and  the  mere  fact  that  it  is  permitted  to  remain 
in  the  hands  of  those  who  have  heretofore  been  operating  the  rail- 
roads, makes  no  difference  in  the  legal  status  of  the  earnings  of  these 
properties. 

Mr.  Walter.  That  is  perhaps  so.  If  you  will  allow  me,  Senator. 
I  will  illustrate  by  figures  how  the  amendment  would  work  out  as 
it  is  printed. 

Senator  Cummins.  Just  wait  a  moment  until  I  get  to  that.  The 
standard  return  whiph  is  to  be  guaranteed  or  given,  paid  to  any 
particular  company,  is  to  be  determined  with  reference  to  the  income 
or  expenses  of  the  company  during  the  three  years  1915,  1916,  and 
1917.  Suppose  now,  with  any  given  company,  taking  the  revenues 
and  the  expenses  of  that  company  for  these  three  years  the  Govern- 
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ment  agrees  to  pay  the  company  $1,000,000  a  year.  Now,  that  sum 
is  fixed,  is  it  not?  So  long  as  the  Government  remains  in  possession 
the  amount  which  is  to  be  paid  to  that  company  can  neither  be  more 
nor  less  than  $1,000,000.  The  taxes  which  are  laid  upon  this  prop- 
erty, and  which  have  been  taken  into  consideration  in  determining 
that  the  Government  shall  pay  this  company  $1,000,000,  are  the 
taxes  that  were  levied  or  laid  upon  the  property  prior  to  the  30th 
of  June,  1917. 

Mr.  Walter.  That  is  right. 

Senator  Cummins.  Am  I  right  about  that  or  wrong  about  that? 

Mr.  Wai/teb.  That  is  my  understanding. 

Senator  Cummins.  The  act  as  it  is  now  says  that  no  Federal  taxes 
in  excess  of  taxes  assessed  during  the  year  ending  June  30,  how 
could  any  taxes  be  deducted  from  a  period  that  ends  with  June  30, 
1917,  that  were  levied  after  June  30,  1917? 

Mr.  Walter.  Because  the  act  of  October  3rd  became  retroactive 
and  levied  taxes  during  the  entire  year,  and  you  and  I  on  our  in- 
comes, if  they  are  high  enough  to  be  subject  to  the  tax,  have  to  make 
arrangements  to  meet  that  tax,  notwithstanding  we  never  expected 
it  up  until  say  October. 

Senator  Cummins.  But  after  all,  those  are  taxes  that  are  laid  on 
the  property  for  the  year  1917  up  to  June  30th? 

Mr.  Walter.  Yes. 

Senator  Cummins.  They  have  been  deducted  from  the  income  or 
revenue  of  the  company  that  we  have  in  mind,  a  suppositious  com- 
pany, in  order  to  arrive  at  the  standard  return.  They  have  been 
deducted. 

Senator  Underwood.  Senator,  can  I  interrupt  you  a  minute  to 
make  a  suggestion?  My  understanding  of  the  law  is  that  the  tax 
levy  is  for  the  calendar  year.  The  income  tax  which  will  be  paid  on 
the  incomes  received  during  1917  is  returnable  between  now  and  the 
1st  of  March,  and  payable  before  the  1st  of  June,  but  it  is  for  the  cal- 
endar year  that  the  tax  is  levied  and  not  for  the  fiscal  year. 

Mr.  Walter.  That  is  true. 

Senator  Cummins.  But  the  act  says,  "  taxes  in  excess  of  those  laid 
upon  the  property  for  the  year  ending  June  30, 1917." 

Senator  Underwood.  I  was  not  referring  to  the  language  of  that 
statute. 

Senator  Cummins.  Those  are  the  taxes  that  are  to  be  deducted 
from  the  revenues  of  the  company  in  order  to  arrive  at  the  amount 
the  Government  shall  pay. 

Senator  Underwood.  I  suppose  in  the  drafting  of  the  statute  that 
it  was  contemplated  that  the  tax  year  ended  in  June.  The  tax  year 
ends  in  January. 

Mr.  Walter.  May  I  illustrate  that? 

Senator  Cummins.  I  wish  you  would,  because  the  matter  is  very 
far  from  clear  in  my  mind. 

Mr.  Walter.  Let  us  take  a  property  which  had  a  gross  revenue 
for  three  years  ending  with  the  period  here,  of  $9,000,000,  and  all  of 
its  expenses  which  are  deductible  from  the  gross  revenue  by  which 
you  determine  the  railway  operating  income  except  the  excess  war 
taxes,  for  the  three  years,  were  $5,  <  00,000.  The  excess  war  taxes 
which  occurred  for  the  six-month  period  were  $300,000.  That  added 
to  your  other  expenses  gives  you  $6,000,000. 
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Senator  Watson.  What  six-month  period! 

Mr.  Walter.  Ending  June  30, 1917. 

Senator  Watson.  The  six  months  ending  with  the  30th  of  June! 

Mr.  Walter.  Yes.  We  will  assume  for  the  year  it  was  $600,000; 
for  six  months  it  would  be  $300,000.  That  gives  you  a  total  expendi- 
ture of  $6,000,000  for  the  three  years,  leaving  you  $3,000,000  for  the 
three-year  period,  and  the  average,  or  the  standard  rate  of  return, 
would  be  $1,000,000  on  that  property.  Let  us  take  the  same  property 
for  1918  and  apply  this  amendment. 

Senator  Cummins.  Why  do  you  go  to  1918  at  all  ? 

Mr.  Walter.  I  am  going  to  show  what  you  would  pay  next  year. 
and  I  am  showing  that  you  are  guaranteeing  against  them  paying 
any  excess  taxes. 

Senator  Cummins.  If  we  are  guaranteeing  the  payment  of 
$1,000,000  up  to  June  30, 1917,  nothing  that  we  can  thereafter  do  will 
affect  the  amount  that  we  have  agreed  to  pay  that  company. 

Mr.  Walter.  Yes,  sir ;  I  will  show  you  now  it  would.  Take  their 
gross  revenues,  $3,000,000,  and  their  expenses  for  the  same  year  in- 
cluding all  except  the  war  taxes,  the  United  States  war  taxes,  at  the 
same  rate  as  for  the  other  three  years,  $1,900,000.  The  war  taxes  for 
the  year  1918  will  be  $600,000.  That  gives  you,  in  order  to  make  that 
up,  a  total  expense  of  $2,500,000. 

Senator  Cummins.  What  do  you  want  to  find  that  for  at  all  f 

Mr.  Walter.  That  will  give  you  $2,500,000  to  deduct  from  their 
gross  revenue,  leaving  $500,000  that  they  have  left  as  an  operating 
income,  but  you  have  guaranteed  them  the  average  of  the  three  years 
which  is  $1,000,000.  Therefore,  you  must  make  up  the  difference, 
which  is  $500,000,  or  just  $100,000  less  than  their  excess  war  taxes. 

Senator  Cummins.  Suppose,  to  reduce  it  to  simplicity,  that  on 
the  31st  of  December  we  had  taken  this  property — we  took  this  prop- 
erty and  put  the  present  railway  organizations  completely  out  of 
business,  they  had  nothing  to  do  with  the  operation  of  the  property 
after  that  time?  they  kept  no  books,  we  kept  the  books,  it  was  our 
income,  not  theirs,  and  then  we  come  to  ascertain  how  much  we  shall 
pay,  just  hand  over  in  money  to  the  railway  company  for  the  year 
1918,  how  do  we  ascertain  it?  We  go  back  and  find  out  their  average 
net  income  for  the  three  years  prior  to  June  30,  1917. 

Mr.  Walter.  That  is  right. 

Senator  Cummings.  With  a  deduction  of  whatever  expenses — and 
taxes  are  a  part  of  them — that  were  incident  to  the  operation  of  the 
property. 

Mr.  Walter.  Yes;  but  in  allowing  them  to  compute  the  net  rail- 
way income  in  determining  how  much  they  have  really  had,  Senator, 
you  allow  them  under  this  act  to  deduct  the  excess  war  taxes,  so 
that  the  company  has  only  had  $500,000;  as  net  operating  income 
there  has  been  paid  war  taxes  by  the  company  amounting  to  $600,000 
and  the  company  has  really  had  $100,000  more  than  the  Government 
guaranteed  to  give  it.  Now,  under  this  bill  as  drawn  the  company 
can  say,  "We  want  our  guarantee,  which  includes  $500,000  more  than 
the  railway  operating  income  as  computed  by  the  proper  rule." 

Senator  Cummins.  But  I  am  trying  to  get  it  into  my  head,  by 
assuming  that  they  have  had  no  money  for  1918  at  all.  We  have 
taken  the  money  for  1918,  and  it  is  simply  a  question  of  how  much 
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we  shall  pay  to  this  company  for  the  use  of  that  property  during  1918. 

Mr.  Walter.  But  that  is  not  what  you  do,  Senator.  The  railroads 
collect  the  money,  they  expend  the  money,  and  they  come  and  pre- 
sent you  a  balance  sheet,  and  they  say,  "  Now,  on  this  balance  sheet 
we  are  still  out  money,  and  you  owe  it  to  us  under  this  law."  And 
it  is  true  that  under  the  bill  as  drawn  every  particle  of  the  war 
taxes  under  No.  3  would  be  paid  by  the  carrier  and  you  would  reim- 
burse them  for  it.  Now  that  law  ought  to  be  changed  to  meet  your 
view. 

Senator  Cummins.  So  the  whole  difficulty  arises  in  allowing  the 
company  theoretically  to  keep  the  money,  m  other  words,  treating 
it  as  company  money  instead  of  as  Government  money.  If  it  were 
treated  as  Government  money  then  the  difficulty  you  have  in  mind 
would  not  arise  at  all. 

Mr.  Walter.  It  would  not  arise  if  you  make  it  plain  that  that  in- 
come that  you  guarantee  them  of  $1,000,000  is  going  to  be  subject 
to  this  tax  just  the  same  as  my  $1,000,000  or  anybody's  else. 

Senator  Cummins.  That  would  follow  as  a  matter  of  law. 

Mr.  Walter.  It  does  not  follow  here  because  you  say  in  determin- 
ing the  net  railway  income  they  get  back  these  taxes. 

Senator  Cummins.  I  see  your  point  now.  I  was  not  clear  about 
it  before.  It  would  be  a  good  deal  plainer  to  me  if  it  was  so  phrased 
that  all  the  money  that  arises  from  the  operation  is  paid  over  to 
the  Government. 

Senator  Watson.  Is  not  that  the  theory  upon  which  this  bill  ia 
drawn,  that  carrier  money  is  the  Government's  money? 

Senator  Cummins.  It  ought  to  be,  and  I  think  it  is. 

Senator  Watson.  I  understood  the  commissioner  to  testify  the 
other  day  when  I  asked  him  that  question  directly,  that  the  theory 
upon  which  this  bill  is  drawn  is  that  the  carrier  money  is  Govern- 
ment money. 

Commissioner  Anderson.  I  did  so  testify. 

Senator  Cummins.  I  think  that  is  so,  but  this  language  has  baffled 
me,  because  there  is  introduced  into  it  the  accounting. 

Commissioner  Anderson.  Yes. 

Senator  Cummins.  The  accounting  on  the  part  of  the  railroads  was 
only  the  excess  over  and  above  the  standard  return.  It  would  be  a 
great  deal  clearer  to  me  if  that  were  not  in  here  at  all. 

Mr.  Walter.  Let  me  make  this  suggestion.  That  presents  a 
thought  that  I  had  not  considered,  but  do  you  want  to  do  that?  Do 
you  want  to  make  this  money  Government  money  ?  Should  not  you 
permit  these  railroads  to  go  ahead  and  operate — paying  their  bills 
and  operating  their  roads  just  as  they  have  done,  from  the  financial 
standpoint — of  course  leaving  out  of  consideration  any  maladminis- 
tration— and  relieve  the  Government  from  the  necessity  of  the  moneys 
being  put  into  its  Treasury  and  then  taken  out;  just  simply  say  you 
have  to  pay  your  war  taxes  as  anyone  else — not  let  one  hand  wash  the 
other,  as  this  bill  would  permit?  I  think  the  least  you  do  with 
the  railway  funds  the  better  off  you  will  be.  I  would  not  do  that.  If 
you  are  going  to  guarantee  them  the  earnings  I  would  say  make  the 
carrier  live  up  to  certain  rules  in  determining  the  earnings,  because  a 
bookkeeper  can  take  figures  and  make  them  prove  anything. 

Senator  Cummins.  I  am  not  suggesting  that  the  present  organiza- 
tion ought  not  to  continue  in  its  management  and  operation,  but,  as  I 
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look  at  it  from  the  legal  standpoint,  every  railroad  man,  from  the 
president  down,  is  from  the  31st  of  December  a  Government  em- 
ployee, and  he  is  working  for  the  Government,  and  not  for  particular 
railroad  companies,  in  so  far  as  operation  is  concerned. 

Senator  Underwood.  Is  not  the  status  in  reference  to  taxes  this:  I 
said  awhile  ago  that  the  tax  year  started  on  the  1st  day  of  January. 
It  does  ordinarily  under  the  law,  except  there  is  an  exception  in  the 
law  that  allows  certain  companies  to  start  their  tax  year  on  the  fiscal 
year.  That  might  change  the  situation  as  to  some  of  the  companies, 
but  the  status  in  reference  to  the  taxation,  is  that,  although  from  the 
time  of  the  taking  over  of  the  railroad,  so  far  as  operation  is  con- 
cerned, tl.eir  officers  may  be  Government  employees,  yet  the  corpora- 
tion exists  as  a  corporation.  The  officers  of  that  corporation  still  owe 
a  duty  to  the  stockholders  in  the  way  of  management  of  the  corpora- 
tion. Heretofore  the  revenues  of  a  corporation  have  been  derived 
from  their  rates  on  freight  and  passengers.  If  this  bill  goes  through 
the  revenue  of  the  corporation  will  be  derived  from  the  United  States 
Government,  by  agreement.  It  makes  no  difference  under  the  law 
whether  that  net  income  is  derived  from  the  United  States  Govern- 
ment and  paid  by  it,  or  paid  by  the  roads ;  if  net  income  is  there  the 
corporation  will  have  to  pay  its  income  and  excess  profits  tax,  on  the 
net  income,  unless  Congress  itself  affirmatively  changes  the  law. 

Mr.  Walter.  Yes;  and  I  submit  that  your  amendment  here,  by 
saying  how  it  shall  be  accounted,  permits  the  carriers  to  pay  these 
taxes  and  deduct  them,  and  say  we  are  out  just  that  much  more  than 
we  would  have  been;  vou  guarantee  so  much  money  and  you  must 
make  up  the  amount  of  our  excess  war  taxes. 

Senator  Underwood.  Your  argument  goes  to  the  fact  that  under 
the  bill  the  Government  is  changing  the  law  ? 

Mr.  Walter.  Yes ;  I  do  not  want  you  to  change  the  status  of  the 
corporation.  The  taxes  still  have  to  be  paid,  but  it  does  reduce  their 
net  income  by  the  amount  of  the  excess  war  taxes ;  to  the  extent  that 
railway  operating  income  is  less  than  the  standard  return  you  make  it 
up  to  them. 

Senator  Kellogg.  That  is  not  the  construction  that  Commissioner 
Anderson  places  upon  it. 

Mr.  Walter.  Yes;  and  he  called  attention  to  the  item  in  the 
Traffic  World,  which  he  said  misquoted  him,  and  when  I  read  this 
statute  I  had  exactly  the  same  view  of  the  statute  that  the  Traffic 
World  had,  and  I  was  of  the  same  opinion.  Nobody  wants  to  do 
that,  and  Mr.  Anderson  agreed  with  me  that  they  do  not  want  to 
do  that. 

Commissioner  Anderson.  I  through  not  that  the  Traffic  World 
misconstrued  the  act,  but  they  misstated  what  I  said.  I  do  not 
think  there  is  the  slightest  difference  between  the  printed  draft  of  the 
bill  and  the  typewritten  draft  which  I  have  nere  this  morning. 
I  handed  it  to  Senator  Cummins  a  moment  ago.  It  provides  in  ex- 
plicit language  that  during  the  period  of  Federal  Control  any  Fed- 
eral taxes  in  excess  of  taxes  imposed  by  laws  then  in  force  upon  any 
such  carrier  during  the  year  ended  June  30,  1917,  shall  be  charged 
against  or  deducted  from  such  standard  return :  and  that  is  no  dif- 
ferent from  the  language  in  the  printed  bill,  which  says  "  that  such 
excess  taxes  shall  not  be  charged  to  operating  expenses."    But  as 
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somebody  else  though  there  was  a  difference,  and  I  wanted  to  make 
it  entirely  clear  that  the  standard  return  is  to  pay  the  excess  war 
raxes,  I  put  it  in  positive  instead  of  negative  form,  to  remove  it  from 
the  possible  realm  of  debate. 

Senator  Underwood.  Commissioner  Anderson,  why  should  you 
change  the  language  of  the  existing  law  with  reference  to  levying 
these  taxes  andput  it  on  a  standard  return,  which  may  differentiate  it 
and  make  it  different  from  what  is  paid  under  existing  law.  If  it  is 
paid  now  under  the  standard  return  it  is  not  necessary  to  change  it, 
and  if  it  is  paid  on  a  different  basis  than  the  standard  return  we  only 
bring  about  an  exception  to  the  rule. 

Commissioner  Anderson.  I  do  not  believe  I  understand  that. 

Senator  Underwood.  I  do  not  see  that  the  passage  of  this  bill,  if 
you  do  not  say  anything  about  taxes,  changes  the  status  of  these  cor- 
porations as  corporations.  They  are  not  operating  corporations,  but 
they  are  corporations  for  the  purpose  of  receiving  their  net  income 
and  paying  their  stockholders  dividends  and  their  bondholders  inter- 
est, and  it  does  not  change  the  status  of  the  corporation  relative  to  its 
tax  status,  because  the  tax  is  paid  through  the  agency  of  the  United 
States  Government  instead  of  collecting  it  from  the  roads.  If  you 
just  leave  it  alone  as  it  is,  without  mentioning  the  law  at  all,  it  would 
seem  all  right. 

Commissioner  Anderson.  You  get  into  considerable  trouble.  The 
theory  upon  which  it  goes  is  this:  It  was  the  general  consensus  of 
opinion  that  the  owners  of  the  securities  of  these  carriers  ought  to 
have  just  compensation,  or  at  any  rate  the  President  ought  to  have 
authority  to  trade  with  them  upon  the  theory  that  just  compensation 
would  be  the  average  of  the  net  earnings  for  the  past  three  years — 
which  was  pretty  generous.  It  was  also  the  conseusus  of  view  that 
if  they  had  gone  on  running  their  own  properties  they  would  have 
been  hit  like  all  the  rest  of  us  for  war  taxes,  and  that  those  net  earn- 
ings thus  averaged  should  bear  the  war  taxes.  To  work  that  out 
sounds  simple,  but  to  work  that  into  comparatively  short  language 
in  one  section  of  the  bill,  stated  with  reference  to  the  accounting  sys- 
tems of  the  carriers  and  the  Interstate  Commerce  Commission,  is  no 
simple  job.    I  think  we  have  got  it. 

Senator  Underwood.  Was  it  the  purpose  of  the  drafters  of  this 
bill  to  exempt  the  railroads  from  paying  their  war  taxes  in  any  way  ? 

Commissioner  Anderson.  Yes,  and  no.  The  war  taxes  will  go 
against  the  standard  return,  and  thus  come  out  of  the  security  hold- 
ers who  are  pro  hac  vice  the  railroads  during  the  period  of  Federal 
control.  But  as  you  put  it  a  moment  ago,  sir,  the  income  from  the 
railroads  during  Federal  control  is  going  to  be  the  just  compensa- 
tion agreed  upon  or  ascertained. 

Senator  Underwood.  Certainly. 

Commissioner  Anderson.  So  that  they  will  have  no  income  from 
passengers  or  shippers. 

Senator  Underwood.  Can  they  not  have  that  income  subject  to 
taxation,  if  you  leave  it  alone? 

Commissioner  Anderson.  Yes;  it  is  going  to  be  subject  to  tax- 
ation, but  ordinarily  the  taxes  of  the  carrier  are  charged  against 
what  I  might  call  without  being  definite  the  gross  revenue  as  part 
of  the  operating  expenses.    The  theory  of  the  bill  that  such  tax  ac- 
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cruals  as  were  not  war  tax  accruals,  that  is,  as  were  in  existence  prior 
to  June  30  last,  shall  be  continued  to  be  charged  as  part  of  the  op- 
erating expenses.  But  last  October  you  levied  some  war  taxes. 
Those  ought  to  fall  on  the  holders  of  the  securities,  and  they  are 
during  the  period  of  control,  by  virtue  of  receiving  this  just  com- 
pensation, the  railroads,  as  we  have  been  accustomed  to  use  the  term 
"  railroads."    That  is  what  we  have  been  trying  to  work  out. 

Senator  Cummins.  May  I  ask  this  about  it?  Is  this  what  you 
mean  by  the  draft,  both  as  printed  and  as  submitted  this  morning, 
that  the  railroad  goes  along  under  its  present  organization ;  its  stand- 
ard return  or  income,  guaranteed  income,  is  determined  and  it  is 
under  the  duty  at  the  end  of  the  year  of  making  an  account  with  the 
Government;  and  if  its  earnings  are  less  than  the  standard  return, 
then  the  Government  pays;  if  they  are  more  than  the  standard  re- 
turn the  company  pays,  and  that  in  making  the  account  at  the  end 
of  the  year  with  the  Government  the  war  taxes  that  were  in  ex- 
cess of  those  levied  prior  to  June  30  shall  not  be  charged  to  the  cost 
of  operation  ? 

Commissioner  Anderson.  That  is  just  it. 

Senator  Cummins.  That  is  just  what  you  mean? 

Commissioner  Anderson.  That  is  what  we  mean. 

Senator  Cummins.  I  think  it  could  be  expressed  so  that  the  com- 
mon ordinary  mind  would  understand  it  better  if  it  were  put  in 
some  such  way ;  that  is,  in  determining  whether  the  company  should 
pay  to  the  Government  or  the  Government  should  pay  to  the  com- 
pany in  the  years  to  come,  that  the  future  taxes  shall  not  be  charged 
against  the  cost  of  operation. 

Commissioner  Anderson.  Suppose  you  look,  Senator,  at  the  bot- 
tom of  that  typewritten  page  which  I  put  before  you,  where  I  have 
reversed  it  and  stated  that  they  shall  be  charged  to  the  standard  re- 
turn. I  still  insist  that  the  printed  bill  means  exactly  the  same,  but 
in  the  inerest  of  clarity,  because  somebody  raised  the  same  question 
Mr.  Walter  did,  I  reversed  it  and  put  it  in  that  fashion. 

Senator  Cummins.  I  think  to  me  the  whole  confusion  arises  out 
of  the  use  of  the  words  "  standard  return  "  in  the  proviso.  I  do  not 
think  that  it  ought  to  be  said  that  the  excess  war  taxes  are  to  be  charged 
against  standard  return.  You  are  trying  simply  to  make  a  provi- 
sion as  to  whether  the  company  has  an  excess  to  pay  over  to  the  Gov- 
ernment, or  whether  it  has  a  deficiency  that  must  be  made  up  by  the 
Government ;  I  think  that  the  use  of  the  words  "  standard  return  ~ 
in  that  connection  confuses  rather  than  clears  up  the  situation. 

Commissioner  Anderson.  I  do  not  believe  you  would  stand  to  that 
proposition  if  you  sit  down  and  attempt  to  work  this  bill  out  ad 
seriatim,  having  in  mind  the  accounting  system  of  the  carriers,  the 
nomenclature  of  that  system  and  the  nomenclature  of  the  Interstate 
Commerce  Commission  system.  I  have  tested  every  draft  that  I 
have  made  by  sending  for  the  head  of  the  accounting  department  and 
saying :  "  Take  it  and  read  it  and  tell  me  what  results  you  get,"  and 
when  he  produces  his  results  and  tells  me  how  they  figured  on  thenu 
then  I  have  a  primary  guess  that  I  have  hit  it  right  That  is  the 
primary  test,  Senator,  is  it  not? 

Senator  Cummins.  If  the  money  were  actually  paid  into  the  Treas- 
ury day  after  day,  all  the  money  made  in  the  operation  of  these  roads, 
and  then  at  the  end  of  the  year  the  Government  should  take  from 
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the  Treasury  and  pay  the  standard  return,  you  would  not  use  any 
such  language  as  this. 

Commissioner  Anderson.  Probably  not,  but  you  could  not  make 
that  machine  work,  and  it  seemed  to  us  that  the  best  way  to  make 
the  machine  work,  Senator,  was  to  provide  that  the  Interstate  Com- 
merce Commission  should  make  the  certificate.  Of  course,  those  are 
made  by  our  accountants.  I  draw  language  which  undertakes  to  ex- 
press the  principle  we  are  working  at;  I  send  it  to  the  accountant  of 
the  Interstate  Commerce  Commission,  and  probably  if  he  is  in  doubt 
he  communicates  with  the  railway  representatives  and  asks  "  What 
result  should  you  get  on  that  ? "  Then  they  produce  before  me  an 
illustrative  result.  I  venture  to  think  that  is  a  better  test  of  that 
problem  than  you  could  get  from  forty  of  us  lawyers  sitting  down 
and  working  over  it — and  a  safer  test. 

Senator  Cummins.  I  always  test  those  matters  by  the  effect  they 
produce  on  my  own  mind.  I  think  it  is  rather  a  common  and  ordinary 
one,  and  anything  that  is  plain  to  me  I  assume  is  plain  to  anybody 
else,  and  anything  that  is  mysterious  to  me  I  assume  is  mysterious 
to  anybody  else.     I  suppose  that  is  wrong. 

Mr.  Walter.  Just  let  me  make  a  final  observation  on  that  point. 
I  agree  with  the  commissioner  as  to  how  to  find  out  whether  it  means 
one  thing  or  means  another,  and  I  feel  guilty  of  no  impropriety  in 
saving  that  I  went  to  the  chief  statistician  of  the  commission  and 
asked  him  to  take  that  bill  and  work  out  the  figures.  He  said  what  I 
had  done  was  right,  and  it  arises  from  this  fact ;  that  "  net  railway 
operating  income"  in  the  books  of  the  commission  has  a  definite 
fixed  meaning,  and  it  always  has  had.  Subtract  the  taxes  you  pay, 
and  unless  you  have  it  to  that  effect  they  will  take  the  taxes  out  and 
say  you  owe  us  the  difference.  You  do  not  want  that,  neither  do  L 
If  you  simply  say  net  railway  operating  income,  showing  any  deduc- 
tion for  war  taxes  accrued,  it  will  be  all  right. 

There  is  one  other  thing  that  I  should  say,  that  the  suggestion  that 
1917  be  taken  arises  from  this  fact :  The  books  and  accounts  of  the 
carriers  end  with  June  30,  with  the  exception  of  one  year.  The  com- 
mision  had  the  figures  recast  for  1916,  so  you  have  now  1916  as  a 
calendar  year  and  1917  as  a  calendar  year;  you  would  have  to  recast 
but  one  year,  that  of  1915 ;  that  would  take  care  of  the  situation.  I 
think  that  is  all  I  have  to  offer. 

The  Chairman.  You  are  through  now? 

Mr.  Walter.  Yes,  Senator. 

The  Chairman.  We  would  like  to  hear  from  Mr.  Cowan. 

Mr.  S.  H.  Cowan,  of  Fort  Worth,  Tex.  Mr.  Chairman,  I  had  ex- 
pected that  Senator  Bristow  was  going  on  the  stand,  and  I  expected 
to  get  hold  of  the  report  of  the  hearings.  I  asked  the  clerk  about  it 
yesterday  evening,  and  he  said  he  would  have  them  to-morrow. 
There  were  some  arguments  which  I  desired  to  address  myself  to, 
some  features  of  the  Interstate  Commerce  act,  in  its  application  here, 
and  some  features  of  the  constitutional  rights,  which  I  am  not  pre- 
pared to  do.  I  did  not  expect  to  appear  to-day  on  account  of  the 
fact  that  I  understood  Mr.  Bristow  was  going  to  take  the  time. 

The  Chairman.  If  Mr.  Bristow  is  prepared,  he  can  now  take  the 
stand. 
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KANSAS  PUBLIC  UTILITIES  COMMISSION. 

Mr.  Bristow.  Mr.  Chairman,  when  I  got  here  the  other  morning 
I  inquired  of  Senator  Cummins  as  to  what  was  the  desire  of  the  com- 
mittee, and  he  explained  to  me  what  it  was.  I  am  having  some  data 
prepared ;  I  do  not  have  it  with  me.  I  hope  to  have  it  here  by  noon. 
There  is  a  question  or  two  that  I  might  ask  in  regard  to  the  bill,  and 
have  it  explained  to  me  so  that  I  may  understand  it  a  little  better. 
I  might  ask  them  now  if  it  would  be  agreeable  to  you  gentlemen, 
and  then  I  will  endeavor  to  make  any  suggestions  that  I  can  imme- 
diately after  the  adjournment  at  noon. 

Senator  Cummins.  We  have  only  15  minutes  to  go  on  now. 

The  Chairman.  If  you  desire  to  ask  any  preliminary  questions 
you  can  do  so  now. 

Mr.  Bristow.  I  desire  to  say  that  it  is  with  some  reluctance  that 
I  undertake  to  make  suggestions,  because  the  bill  is  one,  to  my  mind, 
of  such  stupendous  importance  and  so  radical  in  its  provisions — as 
I  understand  it,  such  a  sweeping  policy  in  regard  to  the  transporta- 
tion business  of  the  United  States,  which  is  so  vital  to  our  industrial 
and  commercial  welfare — that  I  feel  unable  to  satisfy  my  own  mind 
as  to  what  ought  or  ought  not  to  be  done.  I  would  like  to  inquire 
as  to  the  interpretation  put  upon  the  word  "  rate  "  in  line  9  of  the  first 
page.    It  reacts : 

*  *  *  is  hereby  authorized  to  agree  with  and  to  guarantee  to  any  such  car- 
rier that  during  the  period  of  such  Federal  control  it  shall  receive  as  its  just 
compensation  an  income  at  an  annual  rate  equivalent  as  nearly  as  may  be  to  its 
average  net  railway  operating  income  for  the  three  years  ending  June  30,  1017. 

What  does  that  word  "  rate  "  apply  to,  and  what  does  it  mean?  Is 
it  a  rate  per  cent  on  the  value  of  the  property,  on  the  stock  of  the 
companies,  or  what  is  it  ? 

The  Chairman.  I  think  according  to  the  tables  submitted  here  it 
is  the  rate  on  the  sworn  statement  of  the  investment  of  the  company. 
I  think  those  were  the  tables  that  we  had  submitted  to  the  committee. 

Mr.  Bristow.  Is  that  a  rate  per  cent  on  what  is  termed  the  book 
value  of  the  property  as  submitted  by  the  companies? 

Senator  Cummins.  I  have  not  so  understood  it  at  all. 

Commissioner  Anderson.  I  have  cut  it  out  of  the  redraft.  I  put 
it  in  the  original  because  somebody  raised  the  question  as  to  whether 
we  had  not  gone  around  the  act  so  as  to  make  the  return  payable 
only  annually,  and  suggested  that  the  proper  way  was  to  have  it 
paid  at  such  convenient  periods  or  accrue  at  such  convenient  periods 
as  between  the  Government  and  the  carrier  as  to  take  care  of  the 
ordinary  interest  and  dividend  disbursements,  and  there  ought  to 
be  no  implication  that  it  was  only  possibly  annually.  But  somebody 
else  raised  an  objection  something  like  that  of  Senator  Bristol's, 
and  I  have  it  in  my  last  attempt  at  section  1,  "  it  shall  receive  as  its 
just  compensation  a  return  equivalent,  as  nearly  as  may  be.  to  its 
average  annual  railway  operating  expenses." 

The  Chairman.  But  the  question  that  Senator  Bristow  asked.  Mr. 
Anderson,  was,  what  do  you  base  that  rate  upon,  the  book  value, 
the  stock  value,  or  what  ? 

Commissioner  Anderson.  It  has  no  relation  to  either.  "At  an 
annual  rate  "  meant  that  the  return  was  to  be  figured  at  a  sum  which 
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would  go  through  the  year,  but  might  be  paid  at  any  time  during 
the  year  that  the  convenience  of  tne  Government  and  the  carrier 
should  dictate.    That  is  all  the  "  annual  rate  "  meant. 

Senator  Cummins.  That  is,  your  meaning  would  be  as  if  it  were 
to  read  "  as  a  just  compensation  an  income  at  an  annual  sum  "? 

Senator  Townsend.  Or  "  amount." 

Senator  Cummins.  Or  "amount." 

Commissioner  Anderson.  You  get  into  that  trouble.  They  wanted 
sums  based  on  the  year,  but  payable  at  such  time  as  would  suit  the 
convenience  of  the  carriers  and  the  Government. 

Senator  Underwood.  In  other  words,  if  the  war  was  over  and  the 
railroads  were  returned  before  the  year  was  up,  you  would  not  want 
to  pay  them  a  whole  year's  rental  ? 

Commissioner  Anderson.  That  is  it;  nothing  but  split  a  year  up. 

Senator  Pomerene.  Is  it  not  made  clearer  by  just  striking  out  the 
word  "rate"? 

Commissioner  Anderson.  I  have  stricken  it  out. 

Senator  Kellogg.  In  the  redraft  he  has  submitted  it  is  stricken 
out;  yes. 

Mr.  Bristow.  I  have  not  seen  the  redraft,  and  the  term  "  rate  "  con- 
fused me.    If  it  was  a  rate  per  cent — upon  what  ? 

Senator  Kellogg.  There  has  never  been  any  claim  that  it  was  a 
rate  on  capital  or  on  investment. 

Senator  Cummins.  It  is  simply  finding  out  how  much  each  rail- 
road should  get  annually. 

Mr.  Thom.  I  think  we  shall  have  to  object,  Mr.  Chairman,  to 
the  striking  out  of  those  words.  We  do  not  want  a  compensation 
for  the  whole  period  of  Federal  control  equivalent  to  what  we  get 
anually.  We  want  each  year  the  payment,  not  for,  the  whole  period, 
a  period  which  is  reckoned  out  by  finding  what  it  was  annually. 
We  want  each  year.  We  also  want  to  ask  at  the  proper  time  that 
there  shall  be  designated  the  periods  of  adjustment  in  this  matter 
to  meet  our  various  needs.  We  shall  ask  at  this  time  that  these 
adjustments  shall  be  made  quarterly,  or  at  such  shorter  period  as 
the  President  may  determine,  and  when  we  get  those  adjustments  we 
will  have  to  refer  to  the  return  to  find  out  how  much  of  the  annual 
return  is  payable  at  any  one  of  these  adjustments. 

Senator  Kellogg.  But,  Mr.  Thom,  there  is  no  claim  that  you  were 
to  be  paid  for  three  years'  use  of  your  property  on  the  one  year's 
return? 

Mr.  Thom.  No  ;  there  is  no  claim  of  that,  but  the  way  this  is  drawn 
now  it  would  seem  to  have  that  result. 

Senator  Kellogg.  I  have  not  examined  it. 

Mr.  Thom.  We  know  that  is  not  the  claim. 

Senator  Kellogg.  The  suggestion  was  that  you  should  have  as 
your  just  compensation  annually  a  sum  equal  to  the  average  net 
income. 

Mr.  Thom.  I  know  that,  but  I  say  striking  it  out  now  destroys  that 
meaning,  and  therefore  we  would  have  to  bring  it  back  in  some  way 
so  as  to  make  certain  that  the  compensation  which  we  are  to  be  paid 
is  an  annual  one  during  the  time. 

The  Chairman.  Yes. 
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Mr.  Tiiom.  Not  for  the  whole  period ;  and  we  shall  also  ask  at  th«* 
proper  time  that  this  shall  not  be  an  annual  settlement  or  adjust- 
ment, because  we  have  a  great  many  payments  to  make. 

Senator  Cummins.  Yes,  but  you  have  the  money  in  your  hands. 

Mr.  Thom.  Can  we  use  Government  money?  There  are  a  great 
many  questions.  I  understand  if  you  use  that  money  before,  no  mat- 
ter how  manifest  it  is,  that  it  is  ours.  No  matter  how  manifest  it  is. 
if  it  is  ours,  although  I  am  told  it  may  manifestly  be  ours,  if  we  use 
it  at  one  of  these  adjustments  it  will  be  embezzlement. 

Senator  Cummins.  I  thing  it  has  not  been  called  by  any  member 
of  the  committee,  or  said  that  it  meant,  the  "guarantee"  of  any  par- 
ticular per  cent  of  investment  account,  or  stock,  or  value  of  the  prop- 
erty, or  anything  of  that  kind. 

Mr.  Thom.  That  has  not  entered  into  anybody's  mind.  Commis- 
sioner Anderson  has  correctly  expressed,  as  I  understand  it,  the  view 
in  the  minds  of  some  different  people,  which  is,  first,  we  contend 
that  the  bill  ought  not  to  be  so  drawn  that  your  payment  is  one  pay- 
ment for  the  period  of  Government  control,  but  that  it  is  an  annual 
compensation.  Second,  that  we  do  not  want  these  adjustments 
merely  at  the  end  of  a  year,  but  we  want  them  at  periods  during;  the 
year,  and  therefore  you  will  have  to  take  the  annual  amount  and 
make  a  rate  of  it. 

Senator  Pomerene.  Mr.  Bristow's  question  addressed  itself  solely 
to  the  rule  for  compensation,  not  as  to  the  time  of  payment. 

Mr.  Bristow.  No. 

Mr.  Thom.  But  it  has  come  to  be  suggested  here  that  we  strike  out 
something,  and  I  want  to  call  the  attention  of  the  committee  to  the 
danger  they  are  running  into,  and  which  I  am  sure  the  Government 
does  not  desire,  in  striking  out  that  and  leaving  the  one  that  is  now 
suggested.  I  do  not  want  to  take  up  the  time  of  the  committee,  be- 
cause when  you  get  the  language  of  the  bill  before  you  I  assume  I 
shall  have  a  right  to  look  at  the  language  used  and  make  suggestions 
about  it. 

Senator  Pomerene.  There  won't  be  a  bit  of  difficulty  about  it. 

Mr.  Bristow.  You  gentlemen  will  understand  that  I  read  this  bill 
first  in  the  newspapers  as  they  were  printed  out  in  the  West,  and  this 
rate  of  return,  "an  annual  rate  equivalent  as  nearly  as  may  be"  to  a 
sum — well,  I  wondered  what  that  rate  meant :  If  it  is  a  million  dol- 
lars, and  that  is  5  per  cent  on  the  book  value  of  the  property,  is  that 
the  rate  that  they  are  entitled  to;  or  if  it  is  7  per  cent  on  the  capital 
stock,  or  what  does  it  relate  to?  That  is  the  reason  I  made  the  in- 
quiry. I  could  not  tell.  I  understand,  as  Commissioner  Anderson 
has  suggested,  that  it  means  a  sum  of  money. 

Senator  Kellogg.  That  is  what  it  means  exactly. 

Mr.  Bristow.  That  is  to  be  paid  annually,  with  some  other  pro- 
visions to  which  I  will  refer  later. 

Commissioner  Anderson.  Not  paid  annually,  but  account  as  an  an- 
nual sum. 

Mr.  Bristow.  As  to  the  periods  of  distribution,  that  is  a  matter  of 
no  special  interest  to  anybody,  I  suppose,  except  to  the  carriers  that 
receive  it.  I  had  the  bill  at  my  room  last  night  that  I  marked  and  did 
not  bring  with  me  this  morning,  because  I  did  not  know  that  I  was 
to  appear;  so  you  will  pardon  me  if  I  take  a  little  time  in  finding 
some  of  the  questions.     Mr.  Walter's  suggested  here  this  morning 
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one  of  the  inquiries  I  wanted  to  make  as  to  lines  18,  19,  and  20,  on 
page  2,  which  read : 

Daring  the  period  of  such  Federal  control  adequate  depreciation  and  mainte- 
nance of  the  properties  of  the  carriers  shall  be  included  as  a  part  of  the  oper- 
ating expenses    *     *     *. 

There  is  great  controversy  as  to  depreciation  between  the  Inter- 
state Commerce  Commission  and  the  carriers  in  the  valuation  that 
is  now  proceeding  under  the  law  of  Congress. 

Senator  Pomere&e.  You  mean  as  to  the  rule  they  adopt,  Mr. 
Bristow  ? 

Mr.  Bristow.  The  carriers  are  insisting  in  the  valuation  pro- 
cedings  that  there  is  no  depreciation  in  the  roadbed  of  a  railroad 
as  to  its  value,  that  a  roadbed  properly  maintained,  eliminating 
the  equipment,  just  taking  the  road  itself  other  than  the  equip- 
ment— there  is  no  depreciation  if  it  is  properly  maintained,  that 
all  depreciation  is  or  should  be  styled  "aef erred  maintenance," 
and  that  as  a  matter  of  fact  a  road  in  operation,  properly  main- 
tained, is  worth  more  than  it  would  be  new,  because  the  track 
has  been  adjusted  and  seasoned. 

That,  of  course,  is  controverted  by  the  Interstate  Commerce  Com- 
mission, the  Division  of  Valuation,  and  it  is  finding  the  value  of 
these  properties,  deducting  depreciation  and  fixing  what  is  termed 
a  per  cent  condition.  Being  slightly  familiar  with  that  controversy, 
having  listened  to  the  arguments  of  both  sides  quite  a  good  deal 
during  the  last  two  and  a  half  years,  I  wonder  what  is  meant  or 
what  interpretation  is  to  be  put  upon  the  term  "  adequate  depre- 
ciation." 

Senator  Kellogg.  Senator  Bristow,  let  me  see  if  I  understand  you. 
Is  not  the  question  when  you  are  valuing  the  present  physical  value 
of  a  property  entirely  a  different  question,  of  keeping  a  fund  on  hand 
to  make  good  actual  depreciation  ?  What  the  commission  is  doing  is 
finding  the  present  value  of  a  railroad  property,  and  suppose  that  the 
finding  is  to  be  made  as  of  to-day.  The  dispute  there  is  whether  the 
property  should  be  depreciated,  that  is,  as  to  its  present  value,  should 
be  depreciated  enough  to  n>ake  up  for  what  it  has  actually  depre- 
ciated. In  other  words,  whether  they  should  value  money  on  hand 
to  make  good  depreciation  as  capital.     Is  not  that  the  question? 

Mr.  Bristow.  Yes. 

Senator  Kellogg.  In  this  question  that  does  not  play  any  part  at 
all.     There  is  no  doubt  that  a  car  does  depreciate. 

Mr.  Bristow.  I  was  speaking  of  the  roadbed.  There  is  no  great 
dispute  as  to  the  depreciation  of  equipment. 

Senator  Kellogg.  There  is  no  doubt  that  the  railroad  track  depre- 
ciates. The  steel  rails  put  in  to-day  begin  to  wear  out.  They  may 
not  be  displaced  for  10  years,  but  during  that  10  years  each  year 
they  are  wearing  out,  and  it  is  proper  that  a  fund  should  be  charged 
each  year,  enough  to  replace  them,  is  it  not? 

Mr.  Bristow.  I  think  so. 

Senator  Kellogg.  That  is  what  is  meant  here  by  depreciation,  is 
it  not? 

Mr.  Bristow.  Now,  Senator  Kellogg,  will  you  kindly  define  the 
difference  between  a  depreciation  fund  and  a  maintenance  fund,  as 
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you  will  interpret  it  here?     The  Interstate  Commerce  Commission 
has  a  definition  as  between  the  two  provided  for. 

Senator  Kellogg.  Of  course,  I  am  not  speaking  f  01    he  committee. 

Mr.  Bristow.  No. 

Senator  Kellogg.  If  you  maintain  a  railroad  to  a  present  standard, 
and  you  set  aside  a  certain  fund  each  year  for  depreciation  of  rails, 
we  will  say,  I  do  not  care  whether  you  call  it  a  maintenance  fund  or  a 
depreciation  fund,  it  is  the  same  thing;  it  has  to  make  good  that  rail 
when  it  is  worn  out. 

Mr.  Bristow.  Who  knows  what  the  physical  conditions  of  the  rail- 
roads were  when  the  Government  took  them  over?  Who  can  tell  at 
the  end  of  one  year  or  two  years  what  expenditure  for  maintenance 
and  depreciation  should  have  been  made? 

Senator  Kellogg.  Each  railroad  is  not  the  same;  the  railroads,  of 
course,  have  not  got  an  absolutely  uniform  system. 

Mr.  Bristow.  I  am  speaking  of  the  obligation  which  the  Govern- 
ment is  assuming  here. 

Senator  Kellogg.  The  Government  is  assuming  an  obligation  here 
for  the  future  for  railroad  depreciation.  The  railroads  may  differ 
£s  to  their  accuracy  of  what  is  necessary  for  depreciation,  and  the 
Government  has  got  to  determine  what  is  fair  and  right  Bat  there  is 
a  depreciation.  During  1918  rails  will  be  worn  some,  and  some  fund 
must  be  set  aside  to  make  good  that,  or  else  the  property  is  depreciat- 
ing, is  it  not  ? 

Mr.  Bristow.  Certainly. 

Senator  Kellogg.  That  is  proper  operating  expense? 

Mr.  Bristow.  Certainly. 

Senator  Kellogg.  No  Government  official  can  set  down  dogmati- 
cally such  a  percentage  on  every  railroad  in  the  United  States.  You 
take  the  ore  road,  where  the  tramc  is  enormously  heavy ;  I  have  known 
a  90-pound  rail  to  wear  out  in  three  vears  on  a  curve. 

Mr.  Bristow.  The  point  I  am  making,  Senator  Kellogg,  is  how  the 
Government  agents  or  representatives  are  to  know  what  is  an  adequate 
amount  to  set  aside  for  the  depreciation  of  these  railroads  which  it 
assumed  control  of  on  the  28th  day  of  December,  or  whatever  date  it 

was- 

The  Chairman.  Have  you  not  any  general  average  of  deprecia- 
tion for  a  period  of  years  on  any  of  the  roads  that  might  approxi- 
mate what  would  be  the  proper  amount  to  set  aside? 

Mr.  Bristow.  If  there  is  such  a.  thing,  should  it  not  be  expressed 
in  that  language,  instead  of  the  term  "adequate,"  which  is  flexible 
and  can  mean  anything,  according  to  the  judgment  of  the  man 
passing  on  it? 

Senator  Kellogg.  Mr.  Bristow,  if  we  sat  here  and  determined  as 
to  all  branches  of  the  service — rails,  ties,  cars,  and  everything  in  the 
various  conditions  of  operation — as  to  what  is  the  standard  rule  for 
depreciation,  we  would  not  finish  it  in  20  years.  You  have  got  to 
determine  that  as  near  as  you  can  from  the  books  of  the  company 
and  from  the  experience  of  the  operators. 

Senatrr  Cummins.  That  part  of  the  bill  is,  I  think,  weak  and  im- 
perfect in  this  regard,  and  I  called  it  to  the  attention  of  Com- 
missioner Anderson  while  he  was  on  the  stand.  I  hayeno  objection 
to  allowing  a  proper  item  for  depreciation.    I  think  it  is  sound. 

Senator  Pomerene.  And  maintenance. 
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Senator  Cummins.  But  assuming  that  is  done,  that  depreciation 
charge  ought  to  be  conclusive  evidence  when  we  turn  back  these 
properties  to  the  companies  that  they  are  in  as  good  condition  as 
when  we  got  them. 

Senator  Kellogg.  That  is  not  the  question  we  were  talking  about 

Senator  Cummins.  That  is  the  question. 

Mr.  Bristow.  That  is  the  very  question  I  intended  to  bring  up. 
When  the  United  States  Government  takes  possession  of  these  rail- 
roads it  takes  possession  of  them  in  a  certain  physical  condition ;  it 
obligates  itself  to  adequately  maintain  them  during  the  time  of  its 
possession.  The  time  will  come  when  it  will  return  them  to  the 
owners,  presumably.  Now,  how  many  claims  can  lie  against  the 
Government  for  inadequate  maintenance  of  those  properties,  and 
what  evidence  can  be  submitted  to  the  Court  of  Claims  or  anv  other 
tribunal  to  prove  that  they  were  not  adequately  maintained? 

Senator  Kellogg.  I  was  not  discussing  that  at  all. 

Mr.  Bristow.  That  was  the  very  question  I  had  in  mind. 

Senator  Cummins.  It  is  certainly  connected  with  this  deprecia- 
tion charge. 

Mr.  Bristow.  I  was  not  controverting  the  question  that  they  have 
a  right  to  a  depreciation  fund  and  to  proper  maintenance,  but  it 
seems  to  me  that  without  any  knowledge  as  to  the  physical  condi- 
tion of  these  railroads  at  the  date  they  are  taken  over,  without  any 
knowledge  of  the  physical  conditions  at  the  date  they  are  turned 
back — because  it  will  be  impossible  to  have  it — for  the  Government 
to  agree  to  adequately  maintain  during  this  period  of  operation 
leaves  room  for  the  widest  possible  disagreement  as  to  what  adequate 
maintenance  is. 

The  Chairman.  The  hour  of  12  o'clock  having  arrived,  which  is 
the  hour  for  recess,  Mr.  Bristow  will  take  the  stand  immediately  at 
2  o'clock. 

(Thereupon,  at  12  o'clock  noon,  a  recess  was  taken  until  2  o'clock 
p.  m.  of  the  same  day.) 

AFTER   RECESS. 

The  committee  reassembled  at  the  expiration  of  the  recess,  Senator 
Smith  of  South  Carolina  (chairman)  presiding. 

The  Chairman.  The  committee  will  come  to  ofrder.  '  Senator 
Bristow,  you  may  proceed. 

STATEMENT  OF  JOSEPH  L.  BBISTOW,  SAUNA,  KANS.— Besumed. 

Mr.  Bristow.  I  will  say,  Mr.  Chairman,  when  I  arrived  here 
Wednesday  morning  I  was  advised  by  Senator  Cummins  as  to  about 
the  line  of  inquiry  that  would  be  made  and  I  undertook  to  get  ready 
at  that  time  aata  that  I  thought  would  be  of  use  to  the  committee 
and  had  a  young  man  preparing  it.  It  is  not  all  completed  yet,  and 
some  of  it  was  turned  over  to  me  in  the  shape  of  tabular  statements 
during  the  noon  hour  that  I  have  not  had  an  opportunity  to  look 
over.  I  would  rather  not  put  in  anything  until  I  have  at  least  had 
an  opportunity  to  examine  it,  and  I  will  ask  the  indulgence  of  the 
committee  to  submit  that  at  a  little  later  period  this  afternoon,  if 
I  may. 
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The  Chairman.  Without  objection,  that  may  be  inserted. 

Mr.  Bristow.  We  were  discussing  that  part  of  the  bill  which  re 
lates  to  depreciation  and  maintenance;  that  is,  a  permission,  or  a 
guaranty,  rather,  that  adequate  depreciation  and  maintenance  of 
the  property  should  be  made  by  the  Government,  or  the  Government 
would  be  responsible  for  during  the  period  of  its  control. 

Commissioner  Anderson  handed  me  a  statement  at  the  close  of  the 
hearing  which  he  said  had  somewhat  changed  the  language  of  the  bill, 
whifch  I  will  read.    The  part  relating  to  depreciation  is  as  follows : 

And  provided,  further.  That  for  the  purposes  of  computing  the  standard  re- 
turn of  each  carrier  during  the  period  of  Federal  control,  there  shall  be  charged 
uiKJii  the  hooks  of  such  carrier  to  railway  operating  expenses,  or  to  reserve 
fund,  to  provide  for  depreciation,  maintenance,  and  renewals,  amounts  deter- 
mined as  nearly  as  may  be  by  the  same  methods  and  the  same  principles  us«d 
by  such  carriers  during  the  three  years  ending  June  30,  1917,  but  the  President 
may  authorize  different  charges  If  the  public  interest  so  requires. 

I  think  this  language  that  I  read  is  better  than  the  language  in 
the  bill,  because  it  is  more  definite,  but  when  it  is  qualifiedby  per- 
mitting the  President  to  suspend  it,  authorizing  different  charges  if 
the  public  interest  so  requires,  it  simply  takes  the  adjudication  out  of 
the  hands  of  the  Court  of  Claims,  apparently,  and  the  officers  of  the 
Interstate  Commerce  Commission,  and  transfers  it  to  the  President, 
who  must  act  through  some  agency,  which  might  not  be  as  well 
equipped  to  perform  the  duties  as  the  original  boards  of  appeal,  as 
you  might  call  them. 

The  President  can  not  do  this  himself.  He  must  delegate  it  to 
somebody  else,  and  it  seems  to  me  that  it  would  be  better  to  leave  the 
adjudication  of  those  controversies  to  some  regularly  constituted 
tribunal  organized  for  the  purpose  of  adjudicating  such  differences. 

Eliminating  the  words  "but  the  President  may  authorize  different 
charges  if  the  public  interest  so  requires,"  I  think  the  amendment 
would  be  preferable  because  it  is  much  more  definite. 

My  suggestion  as  to  this  provision  of  the  bill  is  that  it  opens  the 
widest  field  for  litigation. 

What  is  adequate  depreciation  and  maintenance  is  a  question  in 
controversy  in  nearly  every  railroad  case  where  the  value  of  the  u-e 
of  the  property  is  involved.  There  is  no  standard  of  fixing  it.  You 
will  probably  not  find  any  engineers  that  agree  after  personally  ex- 
amining property  as  to  what  depreciation  ought  to  be  allowed  or 
ought  not  to  be,  or  as  to  what  the  state  of  maintenance  is.  So,  I 
think  the  provision  is  a  dangerous  one  if  left  to  uncertainty.  1  do 
not  know  how  you  can  avoid  the  danger.  You  can  not  take  from 
the  owners  of  this  property  the  right  to  be  reimbursed  for  losses  in- 
curred as  a  result  ot  the  Government  seizing  the  property.  They  can 
not  be  deprived  of  their  legal  and  constitutional  rights  for  proper 
remuneration  for  the  use  of  that  property,  or  for  damage  done  to  it. 

When  you  take  a  property  and  vou  have  no  evidence  as  to  what  it- 
condition  is  when  you  turn  it  back,  with  no  evidence  as  to  its  condi- 
tion, and  depend  upon  evidence  that  may  be  submitted  to  a  tribunal 
as  to  what  damage  has  been  done  with  such  uncertainty  to  begin  with, 
you  open  the  door,  in  my  judgment,  for  cases  before  the  Court  of 
Claims  that  will  last  long  after  we  are  all  gone,  and  the  amount  of 
damages  which  ultimately  may  be  assessed  against  the  Government 
of  the  United  States  can  not  be  estimated. 
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I  am  talking  to  gentlemen  now  who  have  served  on  the  Committee 
on  Claims  in  the  Senate,  and  if  you  will  think  a  moment  as  to  the 
nature  of  the  claims  that  are  pending  before  that  committee  now,  and 
the  imperfect  way  in  which  they  are  adjudicated  year  after  year,  and 
appropriations  made  to  meet  them,  you  will  realize  that  this  simply 
opens  up  another  field  for  unlimited  controversy. 

Senator  Cummins.  Is  it  possible  to  escape  those  consequences?  We 
take  the  roads,  and  we  are  under  an  implied,  if  not  an  express  obliga- 
tion, to  return  them  to  the  carriers  when  the  period  of  Federal  con- 
trol ends  in  as  good  condition  as  when  we  took  them.  That  is  insepa- 
rable from  our  obligation.  How  can  we  get  rid  of  trying  out  that 
question?  I  agree  with  you  that  it  will  take  50  years,  probably,  to 
end  the  controversies  that  will  arise  on  that  matter,  but  how  can  we 
possibly  escape  it? 

Mr.  [Bristow.  I  do  not  suppose  you  can.  While  I  regret  to  disagree 
with  a  good  many  gentlemen  in  whose  opinions  I  have  the  highest 
confidence,  and  for  whose  judgment  I  have  the  greatest  respect,  my 
own  opinion  is  that  the  method  by  which  we  are  undertaking  to  ob- 
tain control  of  these  roads  is  the  worst  that  could  have  been  devised 
and  the  most  dangerous.  Of  course  I  may  be  mistaken  in  that.  I  am 
not  saying  now,  and  I  do  not  want  to  be  understood  as  saying,  that 
the  status  of  the  transportation  systems  of  the  United  States  are 
not  such  that  some  radical  action  is  necessary.  I  am  not  passing 
upon  that  question.  Whether  the  Government  ought  to  take  the 
roads  or  not  I  am  not  discussing.  I  assume  that  it  ought,  because  it 
has.  Whether  the  reasons  that  led  to  it  justified  this  action  or  not, 
I  am  not  saying.  I  do  not  know.  But  if  the  Government  found  it 
necessary  to  take  the  roads,  then  I  think  the  question  as  to  how  it 
takes  them  is  one  of  vital  concern  to  the  people  of  the  United  States, 
and  it  seems  to  me,  from  the  superficial  and  casual  observations  that 
I  have  been  able  to  make,  that  this  opens  up  more  fields  for  contro- 
versy, that  it  throws  more  doubt  into  the  property  rights  of  the  peo- 
ple who  own  these  roads  than  any  system  that  could  have  been  sug- 
gested.   That  is  my  judgment. 

Senator  Kellogg.  You  are  passing  from  this  maintenance  ques- 
tion now,  are  you,  Senator? 

Mr.  Bristow.  Yes,  sir. 

Senator  Kellogg.  Before  you  pass  from  that  maintenance  question 
I  would  like  to  ask  you  a  question  or  two,  after  the  chairman  and 
others  have  concluded. 

The  Chairman.  There  is  no  question  that  I  care  to  ask,  I  thought 
perhaps  he  might  suggest  if  he  had  in  mind  any  amendment  that 
might  obviate  the  dire  results  that  might  follow  from  leaving  it  too 
open  and  loose. 

Mr.  Bbistow.  I  think  it  would  be  better  to  say,  and  this  would  not 
do  exact  justice,  but  it  would  give  definiteness  at  least,  that  there 
should  be  a  like  amount  expended  for  maintenance  and  depreciation 
during  the  period  of  control  by  the  Government  as  had  been  expended 
on  the  average  during  the  three  years  prior  to  taking  possession  by 
the  Government.  Then,  there  would  be  a  specific  and  definite  amount 
which  the  Government  would  guarantee  that  would  be  expended  in 
maintenance,  and  we  would  know  what  we  agreed  to  furnish. 
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As  to  whether  that  would  settle  the  controversy  or  not  I  am  not 
able  to  say.  It  would  certainly  give  definiteness  to  the  amount  that 
we  would  voluntarily  assume. 

Senator  Cummins.  I  wanted  to  direct  your  attention  to  the  diffi- 
culty in  my  mind.  We  have  to  pay  once,  and  we  should  pay  once. 
If  it  is  possible,  however,  we  should  frame  this  bill  so  we  will  not 
have  to  pay  twice,  first,  in  allowing  the  annual  depreciation  to  be 
charged  up  against  revenue,  and  afterwards  having  to  pay  again  for 
failing  to  return  the  property  in  as  good  condition  as  when  taken. 

Mr.  Bristow.  If  the  Government  guarantees  that  it  will  expend 
for  maintenance  and  set  aside  for  depreciation  sums  equal  to  those 
which  have  been  used  for  this  purpose  by  the  carriers  during  the  three 
years  prior  to  taking  possession  by  the  Government,  it  would  seem  to 
me  to  oe  reasonably  fair. 

Senator  Robinson.  May  I  ask  you  a  question  or  two  right  there  I 

Mr.  Bristow.    Certainly. 

Senator  Robinson.  Take  the  case  of  a  road,  for  instance,  that  ha> 
for  the  three  years  been  in  receivership,  and  during  that  time  it  had 
expended  large  sums  for  maintenance,  and  at  the  end  of  that  time 
does  not  seem  to  require  anything  like  the  same  as  that  which  had 
been  theretofore  expended,  and  I  think  there  as  some  larger  sys- 
tems in  this  country  that  have  exactly  that  case,  or  approximately 
that  case.    What  would  you  do  in  a  case  of  that  kind? 

Mr.  Bristow.  The  Rock  Island  is  one  of  those  cases.  The  Rock 
Island  went  into  the  hands  of  receivers  some  years  ago,  and  during 
the  receivership  the  receiver  very  much  improved  the  physical  condi- 
tion of  the  property.  The  expenditures  for  maintenance  were  very 
much  heavier  than  they  had  been  during  the  years  preceding  the 
receivership.  The  same  is  true  as  to  the  Missouri  Pacific,  and  the 
Government  would  be  obligating  itself  to  pay  more  than  it  should, 
but  it  would  be  very  much  better  under  those  conditions  than  to  leave 
it  wide  open. 

Senator  Robinson.  May  I  ask  your  attention  to  another  case  into 
which  class  I  understand  a  great  many  of  the  railroads  would  fall, 
as  affects  this  subject.  Take  the  case  of  a  road  that  has  been  skin- 
ning its  property,  as  has  been  expressed,  I  think,  by  Mr.  Commis- 
sioner Anderson,  and  I  think  you  will  understand  what  I  mean  by 
that,  that  is,  expending  practically  nothing  for  maintenance,  run- 
ning its  property  without  putting  anything  into  it,  and  declaring 
as  dividends  all  its  earnings,  practicaliy  How  would  this  rule  that 
you  suggest  apply  to  a  case  like  that?  You  would  not  want  to  limit 
the  Government  in  its  maintenance  allowance,  or  its  depreciation 
allowance  to  a  sum  that  is  admittedly  inadequate? 

Mr.  Bristow.  All  that  was  necessary  to  expend  over  and  above 
the  average  amount  which  had  been  spent  during  these  three  years 
I  would  charge  to  betterments,  charge  it  to  the  carrier,  and  not 
charge  it  to  the  public  or  the  Government.  I  think  that  would  be 
comparatively  easy,  Senator. 

To  illustrate,  up  to  the  year  that  the  Missouri  Pacific  went  into 
the  hands  of  a  receiver  it  had  been  doing  that  thing.  It  had  starved 
the  propertv  until  it  had  run  down  and  was  in  an  unserviceable 
condition,  ^here  had  been  practically  no  expenditure  for  mainte- 
nance, the  maintenance  had  been  deferred.    If  the  Government  ex- 
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pended  the  average  amount,  and  then  found  that  the  property  was 
in  such  condition  that  it  .was  necessary  to  expend  move,  then  I 
think  that  additional  amount  should  be  charged  to  the  property 
because  it  is  in  the  nature  of  a  betterment  and  the  owners  that 
permitted  the  property  to  get  into  that  condition  ought  to  be  held 
responsible  for  it,  and  not  the  Government  of  the  United  States. 
That  would  be  my  judgment. 

The  Chairman.  That  would  still  be  under  the  principle  of  main- 
tenance, because  maintenance  is  spent  for  the  purpose  of  main- 
taining. 

Senator  Eobinson.  The  difficulty  of  that  suggestion  is  quite  as 
great,  in  my  judgment,  as  the  one  you  are  trying  to  counteract,  if 
not  greater,  because  that  would  necessarily  involve  an  authorization 
of  law  for  some  one  to  exercise  discretion  as  to  when  maintenance 
became  so  large  that  it  must  be  charged  to  betterment.  Do  you  not 
see  what  I  mean,  or  do  you  see  what  1  mean  ? 

Mr.  Bristow.  Yes;  I  understand  your  question. 

Senator  Robinson.  How  would  you  determine  that  question? 
Here  is  a  road  that  spent  a  few  thousand  dollars  last  year  for  main- 
tenance and  so  requires  a  considerably  increased  sum? 

Mr.  Bristow.  Yes. 

Senator  Robinson.  And  you  can  only  allow  the  average  of  the 
amount  that  was  expended  during  the  three  years  and  that  is  in- 
adequate ? 

Mr.  Bristow.  Yes. 

Senator  Robinson.  To  whom  are  you  going  to  gpve  the  power  to 
determine  how  much  of  that  sum  that  is  really  maintenance  is  to  be 
charged  to  betterments,  and  how  are  you  going  to  determine  it  when 
you  vest  the  authority  ?     What  rules  are  you  going  to  fix  ? 

I  suggest  that,  Senator,  to  point  out  that  your  suggestion  does  not 
lead  away  from  any  difficulty,  but  rather  leads  up  to  others  quite 
insurmountable  in  themselves. 

Mr.  Bristow.  Senator,  if  the  Missouri  Pacific,  we  will  say,  was 
spending  a  million  dollars  a  year  for  maintenance,  just  using  those 
figures  for  illustration,  for  three  years  prior  to  the  ownership,  and 
that  it  was  manifestly  insufficient  to  keep  the  road  up  to  the  standard 
to  which  it  should  be  kept,  and  the  Government  takes  it,  the  Govern- 
ment, when  it  takes  that  property  in  the  depleted  condition  that  it 
is,  assumes  no  obligation  to  make  it  any  beter  than  it  was,  because 
it  took  the  property  as  it  was,  and  it  was  worth  what  it  was  worth 
at  the  time  it  took  it. 

If  it  turns  the  property  back,  in  theory,  in  as  good  condition  as  it 
was  when  obtained,  why  its  obligations  are  fulfilled  so  far  as  the 
owners  go.  To  my  mind,  the  best  rule  that  can  be  fixed  would  be, 
so  far  as  the  obligations  of  the  Government  are  concerned,  an  amount 
equal  to  that  which  the  company  itself  had  expended.  It  seems  to 
me  that  that  is  all  the  Government  is  obliged  to  do. 

I  can  see  that  your  point  is  a  very  important  one,  that  if  the 
Government,  to  use  this  property,  finds  it  necessary  to  spend  two 
million  dollars  a  year  instead  on  one  million,  the  company  will  come 
in  and  say,  "  Well,  the  Government  found  it  necessary  to  spend  two 
million  dollars,  but  it  used  the  property  more  than  we  did  when 
we  had  it  and  it  ought  to  have  spent  that  much  more,  and  therefore 
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we  are  under  no  obligation  to  pay  one  million  of  these  two  million 
dollars." 

Senator  Robinson.  If  you  will  pardon  me,  right  in  that  connection. 
Senator  Bristow,  I  think  you  have  the  actual  illustration  rather  re- 
versed. Of  course,  it  would  make  no  difference  as  to  the  principle 
you  had  in  mind.  But  in  the  case  of  the  Missouri  Pacific,  if  1 
am  correctly  informed,  prior  to  the  receivership  the  operations  were 
with  design  to  avoid  receivership,  and  the  maintenance  was  neglected 
and  the  property  did  depreciate.  When  the  receivership  was  created, 
the  administration  undertook  to  build  up  the  property,  and  that 
was  accomplished  rapidly,  and  with  rather  remarkable  skill.  So 
that  prior  to  the  end  of  the  receivership  the  property  was  in  fact  in 
better  condition  than  it  had  ever  been,  and,  indeed,  was  one  of  the  best 
properties  in  operation  in  the  United  States,  so  that  when  the  Gov- 
ernment took  possession  of  this  railroad  there  was  little  necessity 
for  large  sums  to  take  care  of  maintenance  because  the  road  was  in 
the  very  best  condition  conceivable,  or  approximately  so.  During 
the  three  years,  however,  that  are  taken  as  the  standard  here,  the 
receiver  had  expended  enormous  sums  for  maintenance.  Now.  he 
does  not  need  it  now.  The  owners  would  not  want  an  allowance  in 
that  enormous  sum  for  depreciation  or  for  maintenance.  They 
would  want  it  for  dividends  or  for  whatever  else  they  could  get  it. 
so  that  you  are  not  confronted  in  the  case  of  the  Missouri  Pacific 
illustration  with  the  Government  having  to  pay  large  sums  for  de- 
preciation, of  necessity.  You  are  confronted  with  the  other  case, 
but  the  owners  of  the  property,  as  well  as  the  public,  would  not  want 
to  be  charged  with  sums  that  were  not  needed  for  maintenance 
under  any  fair  administration,  and  there  are  a  large  number  of 
roads  that  fall  into  one  of  the  two  classes  that  we  have  been  speak- 
ing of,  some  of  them  in  varying  degrees,  so  that  I  do  not  think 
the  rule  you  have  fixed,  if  you  will  pardon  me  for  suggesting  it,  is 
practicable  at  all,  although  I  may  be  wrong  about  it.  I  do  not  think 
it  helps  us.  The  exceptions  would  be  so  numerous  that  it  would 
be  necessary  to  create  some  tribunal  to  determine  just  where  the 
maintenance  allowance  should  end  and  the  charge  to  betterments 
should  begin,  and  that  in  itself  would  present  a  series  of  complica- 
tions difficult  of  determination. 

Mr.  Bristow.  You  think,  Senator,  I  infer,  that  the  provision  does 
open  up  a  field  of  controversy  that  is  almost  limitless? 

Senator  Robinson.  It  is  unquestionable  that  it  presents  difficulties. 
The  whole  subject  is  undoubtedly  full  of  many  difficulties.  I  do  not 
think  it  will  be  possible  for  any  mind,  or  minds,  to  anticipate  the  dif- 
ficulties that  will  arise  in  this  connection,  but  the  same  is  true  of 
every  other  big  problem  that  arises.  What  we  are  interested  in  is  to 
find  the  best  solution  of  it,  of  course,  that  can  be  presented. 

Senator  Cummins.  Senator  Bristow,  while  you  are  reflecting  upon 
this  subject,  and  as  you  will  probably  before  the  committee  again.  I 
want  to  indicate  to  you  the  plan,  and  the  only  plan,  which  in  my  judg- 
ment will  be  just.  Again  I  say,  as  I  said  this  morning,  the  Govern- 
ment must  be  assumed  to  be  in  operation  of  these  properties,  and  all 
the  revenues  that  are  taken  in  belong  to  the  Government,  and  it  is 
for  it  to  dispose  of  that  money  in  any  way  that  it  believes  the  public 
interest  requires,  inasmuch  as  we  have  already  guaranteed  to  the  com- 
panies an  income  which  can  not  be  changed  or  modified. 
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Our  obligation  is  to  return  the  property  to  the  owners  in  as  good 
condition  as  when  taken.  We  go  on  and  operate  them,  spending  just 
as  much  money  or  as  little  money  as  we  think  is  right  to  maintain 
them.  If  there  has  been  deferred  maintenance,  we  supply  it,  and 
bring  the  roads  into  the  condition  that  is  necessary  in  order  to  do  the 
business. 

When  we  turn  them  back,  if  by  reason  of  our  expenditures  of 
money  the  road  is  in  better  condition  than  it  was  when  we  took  it. 
it  is  the  obligation  of  the  carrier  to  pay  the  Government  that  sum  of 
money.  If,  when  we  turn  it  back,  the  road  is  not  in  as  good  con- 
dition as  when  taken,  it  is  our  obligation  to  pay  the  carrier  the  sum 
that  will  represent  that,  and  with  that  plan  we  need  not  have  any- 
thing to  do  with  depreciation,  or  a  sum  set  aside  for  depreciation- 
It  is  our  property  for  the  time  being  to  be  bettered  as  we  think  it 
ought  to  be  bettered.  That  does  not,  of  course,  close  the  door  to 
these  difficulties  about  ascertaining  whether  the  roads  are  in  as  good 
condition  when  turned  back  as  when  taken,  but  it  eliminates  all  this 
problem  with  regard  to  what  shall  be  charged  for  depreciation. 

Mr.  Bristol.  Senator,  the  difficulty  I  see  in  the  plan  you  suggest 
is  that  there  is  no  evidence  as  to  what  the  condition  of  the  road 
is  now. 

Senator  Cummins.  Certainly  not. 

Mr.  Bristow.  When  the  Government  took  them,  we  have  no  evi- 
dence whatever. 

Senator  Cummins.  We  can  not  supply  that. 

The  Chairman.  Just  let  me  suggest:  Suppose  there  was  approxi- 
mate evidence  of  the  condition.  Under  the  plan  suggested  by 
Senator  Cummins,  when  the  Government  turned  the  road  back,  sup- 
pose it  was  evident  that  it  was  in  better  condition  than  when  received* 
Who  would  determine  how  much  better,  and  if  it  was  less,  who 
would  determine  how  much  less,  and  how  much  nearer  would  you 
get  to  a  settlement  in  that  event  than  if  it  was  wide  open  as  it  is  now  ? 

Senator  Poindexter.  Suppose  you  agree  on  a  tribunal,  what  rule 
would  they  be  guided  by?  We  are  treating  only  with  the  physical 
property,  of  course. 

Senator  Underwood.  Let  me  make  a  suggestion  to  the  witness.  I 
do  not  know  whether  this  is  a  wise  proposal,  but  I  would  like  to  have 
his  view  on  it.  Suppose  we  provided  in  the  bill  that  if  settlement  is 
made  with  the  President  it  shall  embrace  terms  and  conditions  in 
lieu  of  all  future  damages,  and  have  the  President  in  each  case  make 
his  final  settlement  for  taking  over  the  railroads,  signed,  sealed,  and 
delivered  at  that  time.  Of  course,  if  they  go  to  the  Court  of  Claims 
for  settlement,  the  Court  of  Claims  will  render  one  verdict  and  that 
will  foreclose  them  for  the  future.  If  they  do  not  make  settlement 
with  the  President,  they  get  judgment  in  the  Court  of  Claims  for 
their  rental,  or  their  value.  That  is  final  unless  they  take  an  appeal. 
There  will  be  no  opening  of  the  case  then.  What  we  are  attempting 
to  do  is  to  avoid  the  Court  of  Claims.  If  the  bill  provides  that  the 
President  should  reach  a  final  agreement  with  each  particular  road 
as  to  the  amount  of  damages,  and  conditions  growing  out  of  it,  would 
not  that  protect  the  future  ? 

Mr.  Bristow.  It  would  if  the  roads  agreed  to  it,  of  course. 

Senator  Underwood.  If  they  do  not  agree  to  it,  then  they  go  to  the 
Court  of  Claims  where  there  is  a  final  conclusion. 
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Mr.  Bristow.  Ultimately,  yes.  My  experience  has  been  that  th* 
officers  of  the  Government  and  the  railroads  rarely  come  to  a  con- 
clusion as  to  the  value  of  service  or  of  property,  and  there  is  such  * 
wide  difference  of  opinion  between  the  officers  of  the  Governmen: 
and  the  representatives  of  the  carriers  that  I  think  you  will  find  i* 
to  maintenance  and  depreciation  that  there  will  be  a  very  great  many 
disputes  of  a  very  grave  nature,  because  the  difference  of  opinion  i* 
so  varied  and  the  interests  are  so  vast. 

Senator  Underwood.  Bearing  in  mind  what  you  said  awhile  as- 
about  the  way  a  law  suit  will  grow  in  volume  and  amount  as  the 
years  go  by,  it  seems  to  me  it  would  be  very  much  cheaper  for  th 
United  States  Government  if  the  President  were  to  make  a  **n 
liberal  contract  agreement  now  in  final  settlement  rather  than  to  wait 
to  have  the  question  adjudicated  in  years  to  come. 

Mr.  Bristow.  I  think  that  is  true. 

The  Chairman.  I  started  to  suggest,  Senator  Bristow.  that  we  ha.- 
got  an  approximate  standard  for  remuneration  set  out  in  secti«»r.  I 
Senator  Underwood  suggests  why  would  it  net  he  safe  to  have  ■*••:  - 
standard  of  settlement,  or  authorize  some  one  to  settle  upon  v.J.  t 
would  be  an  amount  satisfactory  to  the  several  railroads  in  vol-  • 
each  one  in  particular,  as  to  what  they  would  accept  in  settlement,  - 
that  when  we  turned  these  roads  back  the  question  would  not  ari^ 
the  future. 

Senator  Robinson.  Howt  can  you  settle  in  advance  the  amount  •■' 
damages  that  will  accrue  when  you  do  not  know  what  the  damae^ 
will  be?  Take  it  as  a  practical  proposition.  The  Government  tak»- 
the  Missouri  Pacific  Railroad,  and  the  railroad  representative:-  ir- 
called  upon  to  determine  with  the  President  how  much  damage>  th»** 
would  take  for  the  depreciation  of  their  property.  It  is  a  ph\>i- • 
and  intellectual  impossibility  to  determine  in  advance  because  thv. 
can  not  anticipate  how  long  the  Government  is  going  to  use  the  pr  ■ 
erty  or  how  well  the  Government  is  going  to  use  it.  I  do  in  t  tliii* 
that  is  a  practical  suggestion  at  all. 

Senator  Underwood.  May  I  ask  this  question?  How  is  the  Ou^t 
of  Claims  going  to  determine  that  question  unless  they  wait  m.t:l 
after  it  is  turned  back  ? 

Mr.  Bristow.  Thev  can  not  do  it.  nor  can  anv  other  court. 

Senator  Cummins.  It  is  bound  to  be  deferred. 

Mr.  Bristow.  Certainly. 

Senator  Robinson.  You  can  not  prosecute  a  suit  upon  prospective 
damages.    You  have  to  allege  that  the  damages  have  arisen. 

Senator  Cummins.  I  would  like  to  ask  the  Senator  from  Alabama. 
suppose  the  Government  in  its  operation  should  disable  half  the 
engines  upon  the  Pennsylvania  system  so  that  they  could  not  he 
operated  at  all,  and  turn  back  the  property  to  the  company  in  that 
condition  ? 

Senator  Kellogg.  The  trouble  about  that  is  we  are  confounding 
two  things. 

Senator  Cummins.  I  know  we  are. 

Senator  Keixogo.  What  is  to  be  determined  is  the  value  of  the 
use  of  the  property,  not  the  maintenance,  because  that  is  something 
that  occurs  in  the  future.  The  Government  is  legally  obliged  to 
pay  for  the  use  of  the  property  a  fair  rental  value  and  to  maintain 
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it.  They  are  entirely  separate,  and  you  can  not  agree  in  advance 
what  that  maintenance  can  be,  except  some  general  principle.  1  do 
not  see  how  you  can,  at  least. 

Commissioner  Anderson.  May  I  ask  one  question,  Mr.  Chairman? 

The  Chairman.  Yes. 

Commissioner  Anderson.  It  has  been  suggested  to  me  partly  by 
what  the  witness  said  and  partly  by  some  of  the  questions  or  the 
Senators,  that  the  method  or  dealing  with  this  depreciation  problem 
in  the  draft  bill  before  me  is  an  insoluble  problem,  but  if  we  can 
better  do  it  I  should  be  as  much  pleased  as  anyone. 

Senator  Bristow,  you  noticed  m  the  redraft  that  I  showed  you  at 
the  lunch  hour  I  had  undertaken  under  that  plan  to  project  into  the 
period  of  Federal  control  the  methods  of  depreciation  and  mainte- 
nance used  by  the  carriers  during  the  three-year-standard  period, 
because  in  this  case  the  rental  is  based  upon  the  same  period  and  the 
same  practices,  and  it  seemed  therefore  clear  that  as  the  rental  was 
based  upon  bookkeeping,  one  factor  in  which  was  maintenance  and 
depreciation,  that  the  rental  would  not  be  fair  unless  we  carried  the 
siime  methods  as  to  depreciation  and  maintenance  during  the  period 
of  operation. 

You  made  a  suggestion  a  moment  ago  which  I  throught  lead  in 
this  direction,  and  I  wanted  to  get  your  judgment  as  to  whether  it 
was  practicable. 

That  if  it  be  found  during  the  period  of  Federal  control  necessary 
to  apply  a  different  principle  or  method  of  maintenance  in  order  to 
keep  the  property  up  from  that  which  had  been  applied  by  the  car- 
riers when  under  private  ownership,  and  thereby  incurred  in  the 
case  of  any  particular  carrier  excess  expenditures,  that  you  should 
charge  it  to  betterments. 

I  wonder  if  a  section  like  this  would  be  practicable  in  connection 
with  the  treatment  of  depreciation,  maintenance  and  renewals  in 
the  typewritten  copy  before  you.  Suppose  you  had  something  like 
this: 

During  the  period  of  Federal  control,  the  properties  of  the  carriers  shall  be 
maintained  in  as  good  repair  and  with  as  complete  equipment  as  when  taken 
over  by  the  President;  but  any  expenditures  thereby  caused  in  excess  of  the 
amounts  chargeable  to  railway  operating  expense  for  depreciation,  mainte- 
nance and  renewals  as  provided  in  section  1  shall  be  charged  as  additions 
or  betterments,  to  be  paid  for  by  each  carrier. 

Senator  Cummins.  I  think  that  is  pretty  good. 

Mr.  Bristow.  I  think  that  is  good. 

Commissioner  Anderson.  I  did  not  know  whether  it  was  or  not. 

Mr.  Bristow.  I  think  that  is  pretty  good.  I  think,  if  you  willper- 
mit  the  suggestion.  I  would  authorize  the  Interstate  Commerce  Com- 
mission to  determine  the  controversy  in  the  first  instance  as  between 
the  Government  and  the  carriers. 

Commissioner  Anderson.  Senator,  let  me  say  here  that  I  was  very 
much  shocked  the  other  day  to  find  that  the  Interstate  Commerce 
Commission  is  being  attacked  by  the  railroads  as  not  an  impartial 
tribunal.  I  have  been  there  but  three  months,  so  I  am  not  so  tender, 
but  I  do  not  believe  that  would  work. 

Senator  Kellogg.  At  the  present,  the  commission  has  nothing  to 
do  with  it,  has  it? 
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Mr.  Bristow.  No.  But  the  Interstate  Commerce  Commission  has 
a  system  of  accounting  whereby  it  requires  certain  amounts  to  be 
charged  to  depreciation  and  certain  amounts  to  maintenance,  and 
it  is  the  best  constituted  tribunal  to  deal  with  that  subject  there  is 
in  the  United  States.    I  think  that  will  be  admitted  by  all. 

When  I  suggested  that  you  substitute  that  instead  of  the  President 
I  did  not  mean  to  say  that  the  President,  if  that  was  his  business* 
would  not  do  it  as  well  or  better  than  the  Interstate  Commerce  Com- 
mission, but  the  President  of  the  United  States  is  overburdened  with 
innumerable  duties,  and  the  Interstate  Commerce  Commission  is  a 
tribunal  better  equipped  than  any  other  in  existence  to  settle  a  dis- 
pute of  this  kind,  and  I  think  it  ought  to  be  charged  with  that  re- 
sponsibility. There  is  an  appeal  from  it  by  the  carriers  whose  prop- 
erty is  taken,  but  not  by  the  public.  The  carrier  has  an  appeal  to  the 
courts  for  justice  if  it  thinks  the  Interstate  Commerce  Commission 
has  denied  it,  so  I  would  center  the  authority  there  to  deal  with  what 
I  think  is  a  most  complicated  question. 

There  is  another  phase  to  which  I  would  like  to  call  the  committee's 
attention.  Commissioner  Anderson  will  probably  know  as  to  this. 
I  will  illustrate  the  point  by  stating  that  I  was  told  by  the  general 
attorney  for  the  Rock  Island  Railroad  last  week  that  a  considerable 
part  of  their  equipment  had  been  ordered  east.  The  Rock  Island  is 
well  equipped.  It  has  added  a  large  amount  of  rolling  stock  to  it? 
equipment  during  recent  years.  It  has  new  engines  and  new  cars 
and  has  been  serving  its  territory  and  its  constituency  well.  There 
has  been  no  congestion  on  the  Rock  Island  this  year  in  our  section  of 
the  country.  There  have  been  but  very  few  complaints,  fewer  com- 
plaints,.indeed,  than  might  be  expected  coming  to  the  commissions  in 
the  States  through  which  it  runs.  That  equipment  has  been  ordered 
east.  It  no  longer  controls  it.  It  is  to  be  used  on  other  tracks  and  by 
other  carriers. 

Is  there  any  method  by  which  the  damage  done  to  that  equipment 
can  be  determined?  Who  is  responsible  for  it?  To  whom  does  the 
Rock  Island  look  to  for  its  use? 

To  illustrate,  we  will  say  that  there  is  $1,000,000  of  equipment  that 
is  off  the  Rock  Island  tracks  now  and  out  of  its  control  that  has  been 
directed  to  be  sent  to  the  east.  Under  the  rules  and  practices  between 
the  railroads  there  is  a  charge  for  the  use  of  cars.  What  is  going 
to  be  the  practice  now  since  this  is  a  common  use?  Does  the  Rock 
Island  still  keep  its  accounts  with  the  connecting  carriers  and  know 
where  its  equipment  is  and  what  rental  is  to  be  received,  and  is  the 
carrier  that  has  this  equipment  being  charged  in  the  same  way,  and 
are  the  accounts  going  to  be  adjusted  in  the  same  manner  as  formerly? 

I  will  use  illustrations  in  sections  of  the  country  that  I  am  most 
familiar  with.  The  Missouri  Pacific  has  the  shortest  line  between 
Kansas  City  and  St.  Louis.  The  Rock  Island  has  a  line  that  is 
longer.  I  take  it  for  granted  that  the  Government  in  providing  for 
efficiency  and  rapidity  of  movement  will  order  all  traffic  possible 
sent  over  the  short  line.  It  is  a  better  track.  It  can  be  moved  more 
efficiently.  The  Missouri  Pacific's  track  is  used  very  much  more  than 
it  has  been  used  heretofore.  The  Rock  Island's  equipment,  because 
of  its  abundance  and  usefulness,  may  be  used  very  much  more  than  it 
would  have  used  it. 
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How  are  these  property  rights  to  be  adjusted  between  the  carriers, 
and  what  plan  is  to  oe  adopted  for  the  purpose  of  settling  and  ad- 
justing  controversies  that  will  grow  up  in  that  way? 

Senator  Kellogg.  Let  me  ask  you :  Do  you  not  understand  this  bill 
to  simply  authorize  the  Government  to  agree  with  the  Rock  Island 
road,  or  if  an  agreement  can  not  be  made,  through  the  Court  of 
Claims  and  otherwise,  to  assess  the  damages  for  the  use  of  the  entire 
Rock  Island  property  during  the  entire  time  which  the  Government 
uses  it?  The  Government  then  uses  it  as  it  pleases,  and  those  dam- 
ages are  compensation  for  the  entire  use.  The  Government  pays  no 
other  damage  incidental  to  diverting  traffic,  or  to  the  use  of  its  cars 
on  another  line.  The  Government,  of  course,  will  probably  keep  ac- 
counts between  the  railroads  as  to  the  use  of  the  cars  exactly  as  the 
railroads  now  keep  them,  but  the  payment  that  the  Government 
makes  per  centum  for  the  use  of  the  road  and  property  is  its  entire 
payment.  That  could  not  possibly  be  left  open  for  incidental  dam- 
ages by  reason  of  diversion  of  traffic  because  they  are  not  damages. 
They  are  paid.  The  Government  sends  traffic  where  it  pleases.  It 
may  not  use  the  road  at  all. 

Senator  Poindexter.  That  is  the  object  of  taking  it  over,  is  it  not? 

Senator  Kellogg.  Yes.  That  is  as  I  understand  it,  Senator.  I 
would  like  your  view  of  it. 

Mr.  Bristow.  I  have  not  been  able  to  satisfy  myself  as  to  what 
would  be  the  effect  if  the  Missouri  Pacific,  say,  has  been  moving  25 
trains  a  day,  simply  as  an  illustration,  between  Kansas  City  and 
St.  Louis  in  handling  its  traffic,  and  the  Government  takes  the  prop- 
erty and  moves  50  trains  a  day  over  the  same  lines,  because  it  is  the 
superior  and  the  better  line. 

Senator  Kellogg.  What  difference  does  that  make  so  long  as  the 
Government  pays  for  the  use  of  the  road?  The  railroad  does  not 
get  the  income. 

Senator  Cummins.  Senator,  do  you  mean  your  inquiry  to  extend 
to  this  point?  Take  these  two  roads  that  you  have  mentioned.  The 
Missouri  Pacific,  we  will  say,  does  a  very  much  larger  part  of  the 
business  than  it  has  heretofore  done,  and  the  Rock  Island  a  very 
much  smaller  part  of  the  business  than  it  has  heretofore  done.  That 
will  mean  that  the  Rock  Island  will  be  disintegrated,  and  at  the 
end  of  the  period  when  the  property  is  turned  back,  the  Rock  Island 
will  have  comparatively  little  freight  moving  over  it,  and  a  great 
deal  moving  over  the  Missouri  Pacific  and  it  would  take  the  Rock 
Island  a  long  time  to  get  back  the  business  that  it  had  before. 

Mr.  Bristow.  That  was  not  the  point  I  brought  up,  Senator,  but 
I  am  going  to  bring  that  up  and  give  an  illustration  on  it.  As  I 
understand^  Senator  J£ellogg,  he  thinks  that  maintenance  and  depre- 
ciation would  cover  the  excessive  use  of  these  tracks  and  the  wear 
cm  them  so  that  if  100  trains  a  day  were  run  over  a  line  that  formerly 
had  carried  but  50,  that  the  use  to  that  extent,  as  the  additional 
compensation  the  road  ought  to  have,  if  any,  would  be  covered  in 
maintaining  it  and  keeping  it  in  just  as  good  condition  as  it  was 
before. 

Senator  Kellogg.  Yes. 

Mr.  Bristow.  Referring  to  the  point  that  Senator  Cummins  sug- 
gested, take  this  illustration:  There  is  the  Burlington,  the  Alton, 
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the  Rock  Island,  the  Missouri  Pacific,  and  the  Wabash  running 
between  these  two  cities.  The  Missouri  Pacific  is  the  short  line.  It 
will  be  used  more,  I  take  it  for  granted.  The  Rock  Island  is  a  longer 
line  and  not  a  very  good  track  and  not  very  efficient,  but  it  has  very 
fine  connections  west  of  Kansas  City,  so  that  it  does  a  lot  of  business. 
It  has  been  in  operation,  I  think,  12  or  13  years.  It  has  accumulated 
and  acquired  a  very  desirable  business  out  of  St.  Louis  through  its 
agents  and  representatives  that  have  sought  the  business.  That 
business  will  be  diverted  and  it  will  lose  it. 

At  the  end  of  Government  occupation,  we  will  say,  the  traffic  has 
been  reduced  from  1,000,000  tons  a  year  of  revenue  freight  to 
half  a  million  tons  of  revenue  freight.  The  Rock  Island  Co. 
has  got  to  set  the  same  agencies  to  work  and  incur  the  same  expense, 
and  probably  more,  to  get  back  the  business  which  it  lost,  which  has 
been  taken  from  it.  The  Missouri  Pacific  will  undertake  to  hold 
it.  It  has  benefited  very  largely  by  Government  control  in  the  volume 
of  the  business.  The  Rock  Island  has  lost.  Does  not  that  open 
a  claim  for  damages  in  equity  that  can  be  brought?  A  gentleman 
here  yesterday  from  North  Carolina  with  a  little  road  said  that  he 
had  lost,  I  believe,  40  per  cent  of  his  business  or  something  like  that. 

Senator  Kellogg.  What  is  your  idea  ? 

Mr.  Bristow.  I  think  it  is  a  valid  claim  myself.  I  may  be  wrong. 
I  am  not  a  lawyer.  But  if  the  Government  takes  my  property  and 
injures  it  and  destroys  business  which  I  have  built  up,  possibly  spend- 
ing a  lifetime  in  doing  it,  it  is  not  right  to  destroy  that  without  re- 
munerating me. 

Senator  Poindexter.  Senator  Bristow,  a  good  many  of  these  almost 
infallible  difficulties,  which  you  are  describing,  would  be  entirely 
obviated  if  the  Government  kept  the  roads,  would  they  not  ? 

Senator  Kellogg.  Permanently  you  mean,  Senator: 

Senator  Poindexter.  Yes. 

Mr.  Bristow.  No;  not  obviated,  Senator  Poindexter.  If  the  Gov- 
ernment kept  them  there  is  a  period  between  the  taking  of  the  prop- 
erty and  the  ownership  of  the  property  if  it  should  ultimately  acquire 
them.  These  controversies  will  exist  and  the  claims  will  accumulate 
until  the  ownership  is  changed  from  the  present  owner  to  some- 
body else. 

Senator  Poindexter.  If  a  standard  of  compensation  for  the  entire 
value  of  the  property  were  fixed,  in  case  the  property  is  not  g^ven 
back  at  all,  then  there  would  be  no  occasion  to  go  into  these  questions, 
would  there? 

Senator  Townsend.  As  of  what  date  would  you  fix  your  value? 

Senator  Poindexter.  That  would  be  a  matter  to  be  determined.  If 
you  fix  the  value  now,  of  course  that  would  be  comparatively  simple. 

Mr.  Bristow.  If  you  would  fix  the  value  at  the  date  the  Govern- 
ment took  thenr,  and  compensated  them  for  the  value  of  the  property 
at  that  time,  it  would  eliminate  these  difficulties.    I  think  that  is  true. 

Senator  Poindexter.  Yes. 

Senator  Kellogg.  When  the  Government  takes  the  property  and 
agrees  with  the  railroad  to  pay  it  an  annual  income  for  the  use  of  the 
property,  that  covers  all  of  the  damages  except  the  maintenance  which 
the  Government  is  liable  for,  does  it  not? 
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Mr.  Bristow.  Do  you  think  that  covers  the  damages  as  illustrated 
in  this  Rock  Island  and  Missouri  Pacific  case? 

Senator  Kellogg.  It  does,  absolutely,  as  a  matter  of  law.  The 
Government  is  not  liable  for  anything  except  the  annual  rental  of  the 
property. 

Senator  Cummins.  Senator,  suppose  a  man  rents  a  piece  of  prop- 
erty and  the  lessee  so  uses  it  that  at  the  end  of  the  lease  it  is  not  worth 
half  what  it  was  when  it  was  leased.  I  agree,  legally  speaking,  under 
this  bill  there  would  be  no  damages,  but  morally  speaking,  there 
might  be  a  great  deal  of  damage. 

Senator  Kellogg.  There  may  be  morally,  but  legally  the  Govern- 
ment is  not  liable. 

Senator  Underwood.  Your  illustration,  Senator,  depends  on  the 
terms  of  the  lease,  unless  there  is  a  tort  committed  or  an  effort  to 
damage  the  property  otherwise.  And  ordinary  lease  on  a  piece  of 
real  estate  usually  provides  for  that  contingency. 

Senator  Cummins.  But  there  are  no  terms  here.  We  are  dealing 
with  a  situation  in  which  there  may  be  an  agreement  as  to  these 
things  and  there  may  not  be. 

Senator  Underwood.  If  there  is  not,  and  they  go  to  the  Court  of 
Claims,  we  have  no  power  to  fix  it  anyhow. 

Senator  Cummins.  No;  but  the  Court  of  Claims  could  not  and 
would  not  awrard  any  damages  of  the  kind  that  Senator  Bristow  has 
been  speaking  about,  whereas  in  morals  there  might  be  a  very  well 
bottomed  claim. 

Mr.  Bristow.  You  think  the  Court  of  Claims  would  not  award 
damages  in  a  case  of  that  kind  ? 

Senator  Cummins.  I  do  not  think  it  would. 

Senator  Kellogg.  I  do  not  think  it  could. 

Senator  Bobinson.  I  do  not  think  so,  either. 

Senator  Cummins.  I  do  not  think  it  could,  because  we  are  exer- 
cising the  power  of  eminent  domain.  We  are  not  proceeding  with 
the  consent  of  the  carriers. 

Senator  Bobinson.  But  if  the  circumstances  justified,  that  could 
be  made  an  appropriate  subject  of  future  legislation,  just  as  a  great 
many  other  things  are. 

Senator  Townsend.  I  think  that  would  be  clearly  an  element  that 
entered  into  it,  if  you  proceeded  under  condemnation  proceedings, 
if  you  entered  into  an  agreement,  a  mutual  agreement  oetween  the 
railroads  and  the  Government;  but  if  that  question  is  not  included 
in  the  settlement  in  the  beginning,  they  would  be  foreclosed  or 
estopped  from  setting  up  a  subsequent  claim,  in  my  judgment. 

Senator  Cummins.  If  the  carriers  would  forego  any  claim  of  that 
kind  that  would  be  a  different  thing. 

Senator  Underwood.  Leaving  out  the  question  of  maintenance,  it 
seems  to  me  that  the  question  is  clear  on  two  points.  The  first  is, 
we  are  trying  to  provide  for  the  President  to  make  a  contract  with 
these  carriers.  The  future  status  as  to  damages,  outside  of  the  ques- 
tion of  maintenance,  would  be  covered  by  that  contract  absolutely. 
What  the  parties  contract  as  to  what  the  damages  shall  be,  or  the  pay- 
ment for  the  taking  shall  be,  will  be  binding  on  them  in  the  future. 
Any  two  parties  can  make  a  contract  if  they  have  power  to  do  so. 
If  they  do  not  make  a  contract,  then,  as  I  understand  the  law,  we  have 
no  right  to  put  a  limitation  on  the  finding  of  the  Court  of  Claims. 
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Senator  Cummins.  But  we  can  enlarge  the  jurisdiction  of  the 
Court  of  Claims. 

Senator  Underwood.  We  can  go  into  the  Treasury,  Senator,  now 
or  hereafter  and  make  an  appropriation  and  give  away  the  Govern- 
ment's money  if  we  want  to. 

Senator  Cummins.  And  it  is  looking  forward  to  that  moral  or 
equitable  claim  that  gives  some  of  us  a  good  deal  of  concern. 

Mr.  Bristow.  In  section  4  there  is  a  provision  that  if  there  are 
improvements  and  betterments,  or  extensions  made  to  the  property, 
the  carrier  may  make  them  by  the  consent  of  the  President,  from  its 
own  capital  or  surplus.  It  seems  to  me  that  that  authorizes  the 
carrier  to  take  its  surplus  earnings,  after  dividends  have  been  paid 
and  all  the  obligations,  the  interest,  and  maintenance,  have  been 
met,  and  invest  in  additional  property,  and  then  charge  a  return 
on  such  investments.  It  is  a  disputed  question.  I  do  not  think  that 
the  railroad  companies  should  be  permitted  to  capitalize  their  earn- 
ings, if  they  are  excessive,  after  it  has  paid  adequate  returns  on  the 
property  and  met  all  of  its  obligations  of  operation.  I  do  not  think 
excessive  earnings  should  be  charged,  when  used  for  betterments,  as 
a  capital  investment. 

Commissioner  Anderson.  May  I  interrupt  there,  Mr.  Chairman? 
When  I  found  that  that  interpretation  was  put  upon  that,  as  brought 
out  by  Senator  Cummins's  suggestion,  instead  of  the  interpretation 
that  I  expected  would  be  put  upon  it,  that  it  was  a  mere  measure  of 
war  finance,  not  prejudicing  the  ultimate  proper  decision  of  that 
mooted  question,  I  prepared  a  redraft  of  section  4  so  that  by  no  pos- 
sibility may  it  be  said  that  Congress  has,  in  a  measure,  intended 
simply  to  deal  with  war  finance,  settled  or  prejudiced  the  proper  set- 
tlement of  that  important  question. 

Mr.  Bristow.  That  is  dealt  with,  then,  in  an  amendment  that  you 
will  suggest — 

Commissioner  Anderson.  As  I  now  have  it,  if  I  should  read  it 
into  the  record,  it  provides  that  the  standard  to  ascertain  the  return 
of  any  carrier  should  be  increased  by  an  amount  reckoned  at  a  rate 
per  centum  to  be  fixed  by  the  President  for  the  cost  of  any  additions 
or  improvements.  And  then  this  is  another  possible  insert  which 
may  be  thought  desirable  to  meet  the  just  needs  of  certain  carriers: 

Made  during  the  six  months  ended  December  31,  1917,  and  paid  for  by  such 
carriers  out  of  the  proceeds  of  loans,  or  stock,  such  return  shall  also  be 
increased  In  like  manner  for  the  cost  of  any  additions  and  improvements  made 
to  the  property  of  any  carrier  while  under  Federal  control,  with  the  approval 
of  the  President. 

That  is  tw  way  I  have  it  for  furthe*;  consideration. 

Mr.  Bristow7.  But  that  would  permit  them,  I  gather,  to  use  sur- 
plus excess  earnings  as  a  capital  investment  and  through  the  consent 
of  the  President. 

Commissioner  Anderson.  There  might  be  some  possibility  of  a 
use  of  that  kind. 

Senator  Kellogg.  Can  there  be  any  objection  to  a  railroad  using 
some  of  its  surplus  for  betterments  and  improvements  in  the  future — 
I  am  not  speaking  of  the  past  at  all — if  it  is  added  to  capital? 

Mr.  Bristow.  No ;  I  think  that  possibly  the  depreciation  fund  that 
the  Interstate  Commerce  Commission  requires  to  be  set  aside  could 
be  used  in  some  way  as  a  revolving  fund.    Just  how  I  would  not 
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want  to  say  because  it  will  be  somewhat  difficult  to  determine.  But, 
Senator  Kellogg,  you  know  that  under  the  new  system  of  account- 
ing when  public  service  corporations  acquire  a  depreciation  fund  they 
have  a  considerable  amount  of  cash  on  hand  that  is  not  needed  now 
but  ultimately  will  be.  The  best  method  of  disposing  of  that  cash 
and  still  not  having  it  made  a  part  of  capital  is  a  very  difficult  prob- 
lem in  accounting.  It  ought  to  be  done  and  the  account  so  made  that 
it  cani  clearly  be  traced.  I  think  there  ought  to  be  not  a  declaration 
•that  excess  earnings  can  be  capitalized,  but  that  they  can  not  be  capi- 
talized. I  think  the  bill  ought  to  be  more  definite  than  it  is  here, 
and  possibly  the  language  which  the  Commissioner  has  used  may  do 
it.     I  would  want  to  studv  it  a  little  further. 

Senator  Kellogg.  You  do  not  think  they  should  undertake  to  go 
back  and  recast  the  railroad's  accounts  in  the  past?  The  Govern- 
ment has  taken  them  over  now. 

Mr.  Bristow\  As  a  general  thing  that  would  be  exceedingly  dif- 
ficult. I  do  not  think  that  surplus  earnings  should  be  capitalized. 
Then  the  book  value  is  very  misleading. 

Senator  Kellogg.  They  do  not  use  that  to  compute  the  returns. 

Mr.  Bristow.  But  it  is  given  to  the  public  that  this  is  only  four  and 
three-fifths  or  five  and  three-fifths  per  cent  on  the  value  of  the  prop- 
erty, and  it  is  so  insiduous,  so  false,  and  so  ridiculous  that  it  ought  to 
be  challenged  at  any  time  it  is  declared.  I  want  the  opportunity  of 
showing  that  the  book  value  that  is  presented  in  these  statistics  sub- 
mitted oy  witnesses  here  is  the  most  unreliable,  unsubstantial  and 
unfair  proposition  that  can  be  submitted  to  intelligent  men  as  a 
basis  to  compute  any  return. 

Commissioner  Anderson.  Mr.  Chairman,  may  I  ask  some  ques- 
tions there? 

I  take  it  you  would  agree  if  you  had  been  charged  with  the  main 
responsibility  of  working  out  some  sort  of  a  draft  as  a  basis  for 
better  minds  to  perfect,  that  in  these  war  times  we  ought  to  avoid  as 
far  as  possible  every  contentious  question  of  policy  and  not  bring  into 
this  supplementing  financing  bill  any  of  the  mooted  questions  of 
policy  that  could  be  avoided.    We  would  agree  to  that,  would  we  not? 

Mr.  Bristow.  I  agree  to  that. 

Commissioner  Anderson.  And  you  agree  that  the  question  of  the 
excess  surplus  is  one  of  the  most  exciting  controversies  that  there  is 
in  this  wnole  realm  of  public  utility  law  and  finance.  That  we 
Agree  to.  We  get  about  as  mad  about  that  as  anything  on  both 
sides,  do  we  not  ?  The  other  thing  is  this :  You  would  agree  also  if 
these  carriers  are  to  have  out  of  standard  return,  as  some  of  them 
will,  a  substantial  amount  of  monev  in  excess  of  their  interest 
charges  and  dividends,  that  ought  not  to  be  tied  up  and  made  dead 
money  during  a  period  of  war  stress.  It  ought  to  be  made  a  nimble 
dollar,  ought  it  not,  and  get  to  somebody  for  use  as  quickly  as  pos- 
sible?   That  is  a  desideratum,  is  it  not? 

Mr.  Bristow.  If  I  understand  you,  yes. 

Commissioner  Anderson.  I  should  be  grateful  in  the  light  of  those 
desiderata  to  have  somebody  work  out  a  measure  that  would  put 
that  surplus  into  use  without  prejudicing  one  way  or  the  other  the 
ultimate  disposition  of  that  excess  surplus.  That  is  what  I  tried 
to  do  and  did  not  succeed  very  well  in,  apparently. 
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Mr.  Bristow.  Now,  I  tell  you,  Commissioner,  I  can  not  make  any 
suggestion  that  can  be  of  much  value  to  the  committee  in  regard  to 
that.  I  should  say  that  on  this  committee  are  men  far  more  capa- 
ble than  I  am.  Some  of  the  most  experienced  legislators  that  we 
have  in  the  country  are  here.  The  principle  is  what  I  am  discussing, 
and  that  I  think  ought  to  prevail. 

Senator  Cummins.  Commissioner  Anderson,  I  have  done  that 
very  thing.  Mine  may  be  quite  as  imperfect;  the  chances  are  it  is 
more  imperfect,  than  the  one  proposed  by  yourself,  but  at  least  it 
will  express  my  view  of  the  way  we  ought  to  deal  with  that  question, 
changing  perhaps  very  materially  the  standard  return. 

Commissioner  Anderson.  You  have  made  a  draft,  Senator,  you 
say  ? 

Senator  Cummins.  What? 

Commissioner  Anderson.  You  have  made  a  draft  to  meet  that! 

Senator  Cummins.  I  have  made  a  half  a  dozen.  I  am  not  ready 
yet  to  present  any  of  them. 

The  Chairman.  Which  one  will  you  take? 

Senator  Cummins.  The  idea  is  the  same  in  all,  but  Commissioner 
Anderson  understands  better  than  anybody  else,  probably,  the  diffi- 
culty of  taking  the  terminology  of  the  Interstate  Commerce  Commis- 
sion in  describing  the  various  accounts  kept  by  railway  companies, 
and  through  that  terminology  expressing  accurately  an  idea  which 
is  easily  understood  when  stated  in  common  ordinary  form,  and  my 
whole  difficulty  has  been  in  using  the  phraseology  that  will3  when 
applied  to  the  accounts  of  the  Interstate  Commerce  Commission, 
express  the  exact  idea. 

Jfow,  I  will  have  it  ready.  As  far  as  I  am  concerned  it  will  be 
ieady  to  introduce  in  the  Senate  and  be  referred  to  the  committee 
by  the  time  the  committee  comes  to  consider  amendments  to  the  bill. 

The  Chairman.  Senator  Bristow,  the  question  I  wanted  to  ask 
you  was,  this  surplus  that  is  over  and  above  what  is  necessary  to 
pay  the  interest  and  expenses,  how  would  you  induce  it  to  be  used — 
in  betterments  and  improvements  on  the  road,  without  offering  some 
remuneration  for  its  use?  What  remedy  would  you  have?  You  say 
you  object  to  its  being  capitalized,  and  yet  if  we  allow  an  addi- 
tional return  to  these  roads  for  the  use  of  that  money,  when  they  have 
invested  it  in  betterments  and  improvements,  that  is  capitalizing? 
What  methods  have  you  to  suggest,  or  have  you  any,  by  which  we 
could  use  that  surplus  which  Commissioner  Anderson  points  out 
would  be  dead  capital  unless  we  did  get  it  back  in?  How  do  you 
suggest  that  we  get  it  without  offering  some  remuneration  for*  its 
use? 

Mr.  Bristow.  Senator  Smith,  that  involves,  I  think,  the  most  diffi- 
cult problem  in  transportation  matters,  and  if  you  will  pardon  me,  I 
will  illustrate  just  how  it  does.  You  will  kindly  excuse  me  for  using 
roads  that  I  am  familiar  with,  but  it  illustrates  the  idea.  The  Union 
Pacific  Railroad  is  a  very  prosperous  road;  the  Missouri  Pacific  is 
an  unprofitable  road ;  it  is  not  prosperous. 

Senator  Robinson.  It  is  not  unprofitable  now;  it  is  exceedingly 
profitable,  to  my  view. 
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Mr.  Bristow.  Just  the  last  year,  though.  Whether  that  is  tem- 
porary or  not,  I  do  not  know,  but  the  point  I  am  going  to  illustrate 
I  can  illustrate  better  by  using  those  two  roads. 

We  had  a  rate  case  in  Kansas  which  we  decided  some  time  ago  as 
to  what  was  a  fair  rate  for  passenger  traffic.  It  appeared  plainly  to 
everybody  that  a  rate  that  would  be  profitable  and  fully  adequate  to 
the  Union  Pacific,  and  that  would  provide  a  very  liberal  return  for  the 
use  of  its  property — the  Missouri  Pacific  and  Union  Pacific  running 
through  competing  territory — would  not  be  profitable  or  adequate 
to  the  Missouri  Pacific.  A  rate  that  would  be  remunerative  to  the 
Missouri  Pacific  would  result  in  the  accumulation  of  a  very  large 
surplus  for  the  Union  Pacific. 

Senator  Pomerene.  Do  you  object  to  stating  briefly  there  the  rea- 
son for  one  being  profitable  and  the  other  being  unprofitable  ? 

Mr.  Bristow.  I  will  illustrate  that.  It  is  the  location.  There  is 
the  main  line  of  the  Missouri  Pacific  running  from  Kansas  City  to 
Pueblo,  of  the  Union  Pacific  from  Kansas  City  to  Denver,  and  they 
parallel  each  other  across  our  State.  The  Union  Pacific  from  Kansas 
City  to  Salina,  Kans.,  is  186  miles,  on  the  Missouri  Pacific  it  is  22G 
miles,  or  40  miles  farther.  Salina  is  the  largest  town  that  these  two 
roads  pass  through  between  these  two  terminals  and  its  business  of 
course  is  very  desirable. 

There  is  the  passenger  rate  of  2  cents  a  mile  for  intrastate  traffic 
and  2.4  cents  a  mile  for  interstate  traffic.  The  Union  Pacific  gets  the 
business  because  it  is  shorter  and  has  a  better  service,  and  the  people 
go  by  the  short  line  that  gets  there  the  quickest  and  which  is  the  most 
comiortable.  The  result  is  that  nineteen-twentieths  of  the  passenger 
traffic  out  of  Salina  to  Kansas  City  goes  to  the  Union  Pacific  in  pref- 
erence to  the  Missouri  Pacific.  The  Missouri  Pacific  can  charge  2.4 
cents  per  mile,  or  2  cents  a  mile  for  intrastate,  but  it  does  not  do  it. 
It  does  not  charge  what  it  is  permitted  to  charge.  It  hauls  these  peo- 
ple for  the  same  price  that  the  Union  Pacific  does.  That  is,  it  meets 
the  rate  of  the  short  line  road. 

Senator  Kellogg.  It  is  obliged  to,  I  suppose. 

Mr.  Bristow.  It  has  got  to  or  it  would  not  get  any  business.  Now, 
a  rate  that  is  exceedingly  profitable  to  one  is  unprofitable  to  the  other. 
There  is  no  rate  that  you  can  give  the  Missouri  Pacific  to  help  it 
unless  you  increase  the  rate  on  the  Union  Pacific.  If  you  increase 
the  rate  on  the  Union  Pacific  you  are  charging  the  patrons  of  the 
Union  Pacific  road  more  than  they  ought  to  pay. 

Senator  Poindexter.  If  you  increased  it  on  the  Union  Pacific 
would  the  Missouri  Pacific,  notwithstanding  these  handicaps  that 
you  speak  of,  get  enough  passenger  business  to  pay  it? 

Mr.  Bristow.  Well,  it  would  pay  it  more  than  it  does  now,  if  you 
increase  the  rates. 

Senator  Poindexter.  I  mean  would  it  be  profitable  to  it? 

Mr.  Bristow.  I  think  not.  I  think  there  is  a  condition  where  you 
can  not  help  but  create  a  surplus,  an  excessive  surplus  in  one  case  or 
refuse  to  permit  a  road  to  have  an  adequate  return  in  the  other.  The 
question  is  one  of  those  insoluble  questions. 

Senator  Underwood.  The  only  real  solution  of  the  question  is  to 
consolidate  these  railroads  in  zone  systems  and  let  a  great  stock  com- 
pany own  all  of  the  railroads  in  that  zone. 
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Senator  Pomerene.  No,  Senator,  that  is  not  the  only  method. 
Adopt  Dr.  Garfield's  rule  here  and  close  down  the  prosperous  road. 

Mr.  Bristow.  With  the  permission  of  the  committee,  I  am  going  to 
submit  a  plan  before  I  get  through  if  you  gentlemen  will  have  pa- 
tience to  listen  to  me,  which  I  think  would  be  better  than  this — with 
due  respect  to  Commissioner  Anderson.  I  say  this  with  great 
reluctance. 

Under  section  6,  I  would  be  glad  to  inquire  what  line  25  rnean^. 

*  *  *  a  revolving  fund  for  the  purpose  of  paying  the  expenses  of  the 
Federal  control  and  any  deficit  of  any  carrier  below  such  standard  or  ascer- 
tained return. 

Is  this  $500,000,000  in  the  nature  of  a  working  capital  with  which 
the  Government  now  goes  into  the  transportation  business? 

Senator  Underwood.  I  do  not  understand  that  the  question  is 
addressed  to  me,  but  I  understand  from  the  testimony  before  the 
committee — you  have  not  heard  it — that  it  is  proposed  that  thi- 
$500,000,000  shall  be  used  for  renewals,  which  was  testified  here 
amounted  to  something  above  $400,000,000,  within  the  next  two  years. 

Senator  Kellogg.  You  mean  betterments? 

Senator  Underwood.  No;  for  the  renewals  of  the  bonds  and 
stocks.  That  the  securities  of  the  roads  must  be  met  in  the  next  two 
years,  and  they  amount  to  something  over  $400,000,000.  It  is  pro- 
posed to  use  this  $500,000,000  to  take  care  of  those  securities  when 
they  fall  due,  if  necessary,  and  also  for  the  furnishing  of  additional 
rolling  stock.  That  was  the  testimony  that  was  given  to  the  com- 
mittee. 

Senator  Cummins.  Additional  terminals  and  facilities  of  all  kind>. 

Senator  Underwood.  I  mean  rolling  stock  and  facilities. 

Mr.  Bri8tow.  Well,  paying  the  expenses  of  the  Federal  control. 

Senator  Kellogg.  They  can  pay  their  employees  out  of  that.  I 
suppose.     You  can  create  a  great  bureau  here  and  pay  them  all. 

Mr.  Bristow.  The  reason  I  inquired  is  that  I  did  not  know  just 
what  was  contemplated  or  what  would  be  covered  by  that  term,  **  ex- 
penses of  Federal  control."  Of  course  that  would  depend  as  to  how 
great  a  bureau  would  be  created  and  the  number  of  employees  that 
would  be  necessary,  and  the  extent  to  which  the  Government  proposes 
to  take  part  in  the  detail  operation. 

Senator  Kellogg.  If  you  can  tell  us,  we  would  like  to  have  >ome 
light  on  it,  I  think.     I  do  not  know. 

The  Chairman.  I  think,  Senator  Bristow,  Commissioner  Ander- 
son stated  that  this  $500,000,000  was  about  in  line  with  the  estimate 
of  what  would  be  the  maturing  obligations  of  certain  railroads  taken 
over  by  the  Government  that  had  to  be  met  and  possibly  should  be 
met  by  the  Government,  in  order  that  whatever  financing  the  Govern- 
ment might  otherwise  be  called  upon  to  do,  it  might  not  be  embar- 
rassed by  leaving  this  to  be  met  otherwise. 

Senator  Cummins.  No  one  ought,  I  think,  to  get  the  idea  that  th* 
use  of  the  $500,000,000  is  limited  to  refinancing  the  maturing  obli- 
gations. It  is  assumed  that  the  Government  would  be  required  to 
add  very  considerably  to  the  railway  property  in  terminals  an<l 
warehouses,  and  other  things,  and  this  money  is  to  be  used  for  that 
purpose  as  well. 
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Mr.  Bristow.  Gentlemen,  I  do  not  think  that  you  ought  to  take 
any  money  out  of  the  public  treasury  to  pay  for  this  railroad 
operation.  I  believe  that  the  handling  of  the  commerce  of  the  country 
by  the  common  carriers  should  pay  its  own  way,  and  when  you  go 
into  the  public  treasury  to  make  up  deficits  and  to  establish  that  as 
a  policy,  what  will  it  lead  to?  I  do  not  think  any  human  mind  can 
foretell. 

Senator  Pomerene.  Senator,  there  might  be  this  position.  Sup- 
pose it  became  necessary  to  move  war  supplies  or  to  accommodate 
plants  built  for  that  special  purpose.  It  might  necessitate  the  build- 
ing of  additional  sidings  and  so  forth  that  would  be  of  no  earthly 
use  to  the  common  carrier  after  the  Government  had  completed  them. 

Mr.  Bristow.  Should  not  that  be  done  by  the  military  establish- 
ment ? 

Senator  Pomerene.  That  is  the  Government. 

Mr.  Bristow.  Yes;  but  then  this  is  a  vague  and  indefinite  term, 
**  expenses  of  Federal  control."  What  do  those  expenses  consist  of? 
If  you  remember,  Senator,  we  constructed  the  Panaifla  Canal.  We 
built  railroads  there  and  side  tracks,  etc.,  which  was  paid  for  out  of 
the  canal  funds,  and  the  Government  has  done  this  kind  of  work 
through  the  the  Military  Establishment — constructed  sidings  and 
additional  railway  facilities  at  different  military  posts  ? 

Senator  Kellogg.  I  do  not  think  so. 

Senator  Underwood.  Oh,  yes;  he  is  correct  about  that. 

Mr.  Bristow.  That  is  done,  as  I  understand,  and  has  been  done 
for  generations.  As  I  understand  it,  the  military  establishment, 
where  it  is  for  military  purposes,  proceeds  to  build  whatever  is 
needed,  and  then  after  the  military*  necessitv  is  over  and  it  is  of  no 
further  use  it  is  destroyed,  and  it  is  a  loss  to  the  Government  due  to 
military  necessity. 

Senator  Underwood.  I  understand  the  procedure  in  those  cases. 
There  may  be  exceptions  which  I  do  not  know  of.  The  procedure 
has  been  that  the  dovernment  calls  on  a  road  to  put  in  certain  sid- 
ings ;  they  have  the  Government  engineers  estimate  what  it  is  neces- 
sary to  have  go  in,  and  submit  an  estimate  of  what  it  will  cost.  The 
railroads  then  enter  into  an  agreement  to  put  it  in  at  a  certain 
price,  the  Government  paying  the  money  out  of  the  war  funds. 

Mr.  Bristow.  That  is  the  way  it  is  done  in  civil  life.  If  a  man 
constructs  an  elevator  and  desires  a  siding  to  the  elevator,  he  pays 
the  railroad  to  construct  the  siding  to  the  elevator  and  the  railroad 
operates  it;  but  the  expense  of  that  siding  is  chargeable  to  the 
beneficiary  and  he  pays  the  bill. 

Senator  Underwood.  I  understand  that  is  the  way  that  it  is  done 
by  the  Government. 

Mr.  Bristow.  I  so  understood.  Of  course,  afterwards  the  railroad 
may  absorb  that  expense  as  a  part  of  the  freight  charge.  That  has 
been  done. 

Senator  Kellogg.  Senator  Bristow,  here  is  $450,000,000,  it  appears 
to  this  commiteee,  of  the  maturing  obligations  of  the  railroads  which 
have  been  taken  out  of  their  hands.  Now,  if  the  railroads  issue  new 
securities  for  those  maturing  obligations,  as  I  suppose  they  will, 
^who  is  going  to  take  them  pending  the  Government  control  ?  Who 
is  going  to  carry  them  for  the  railroad  ? 
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Mr.  Bristow.  Well,  it  might  be  a  very  great  difficulty  for  the  car- 
rier to  get  anybody  to  do  it.     I  think  that  is  true. 

Senator  Cummins.  I  see  no  difficulty  there.  The  Government 
has  guaranteed  an  income  to  the  railroads  which  will  pay  the  inter- 
est on  any  new  bonds  which  may  be  issued.    • 

Senator  Kellogg.  Oh,  certainly. 

Senator  Cummins.  Or  stock  that  may  be  issued. 

Senator  Kellogg.  Certainly ;  but  I  mean  who  is  going  to  furnish 
the  money?  The  question  is  whether  the  railroad  can  go  into  the 
market  now  and  place  those  bonds. 

Senator  Cummins.  The  fellows  who  now  own  them  would  be  very 
glad  to  take  the  new  ones  rather  than  put  the  money  up  to  the 
Government  at  4  per  cent. 

Senator  Kellogg.  I  do  not  know  about  that,  but  perhaps  the  roads 
who  have  temporary  notes  out  could  sell  them  again.  I  do  not  know 
of  anybody  who  would  buy  them. 

Mr.  Bristow.  The  "  expenses  of  federal  control,"  that  phrase, 
attracted  my%ttention.  I  do  not  believe  that  the  Government  ought 
to  take  money  out  of  the  public  Treasury  to  maintain  the  expense  of 
operating  the  transportation  system  of  the  United  States. 

Senator  Kellogg.  I  agree  with  you  about  that,  but  suppose  the 
Government  establishes  a  great  central  bureau  here  for  direction 
under  Mr.  McAdoo,  in  addition  to  the  men  who  are  operating  the 
railroads,  as  they  now  exist;  what  do  you  suggest  should  be  done  by 
that  bureau? 

Senator  Underwood.  It  is  customary  in  those  cases  to  come  to 
Congress  and  make  an  estimate  of  what  is  needed  and  appropriate 
the  money  when  it  is  needed. 

Senator  Kellogg.  I  do  not  know  about  that. 

Senator  Underwood.  It  is  a  Government  bureau.  That  is  un- 
doubtedly the  safest  way. 

Mr.  Bristow.  I  think  that  would  be  much  better  to  have  an  esti- 
mate, to  find  out  how  much  money  is  needed,  and  the  specific  pur- 
poses for  which  it  is  to  be  used. 

On  page  5,  lines  18  to  23 : 

Any  loss  claimed  to  accrue  to  any  carrier  by  reason  of  any  such  additions  oi 
Improvements  so  ordered  and  constructed  may  be  determined  by  agreement 
between  the  President  and  such  carrier;  failing  such  agreement  the  amount  of 
such  loss  shall  be  ascertained  as  provided  in  section  3  hereof. 

That  is  for  the  construction  of  addtional  property,  additional  facil- 
ities, which  the  President  thinks  is  necessary  and  orders  the  rail- 
roads to  do. 

"  Any  loss  claimed  to  accrue  to  any  carrier  by  reason  of  any  such 
additions  or  improvements  so  ordered  and  constructed  may  be  de- 
termined by  agreement,"  otherwise  by  the  processes  that  are  provided 
for  other  losses.  It  seemed  to  me  that  the  construction,  if  for  military 
purposes,  ought  to  be  done  for  military  purposes  and  ought  to  be 
paid  for  out  of  the  funds  appropriated  for  military  purposes;  and 
if  done  for  the  purpose  of  handling  commerce,  which  is  the  busi- 
ness of  the  carriers,  in  order  to  give  it  adequate  facilities,  there  is 
no  possibility  of  any  loss,  it  is  simply  a  benefit  to  the  carrier  to  have 
the  additional  facility  provided,  and  the  Government  pays  for  it 
and  it  is  under  obligations  as  provided  in  another  section  to  be  reim- 
bursed, the  Government  is,  according  to  such  terms  as  are  agreed  upon. 
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1  cannot  understand  how  any  loss  claimed  to  accrue  to  such  car- 
rier by  reason  of  any  such  additions  and  improvements  would  be 
necessary.  It  seems  to  me  that  that  simplv  opens  up  another  op- 
portunity for  a  series  of  claims  to  be  submitted.  I  would  strike  that 
out. 

From  said  revolving  fund  the  President  may  expend  such  an  amount  as 
he  may  deem  necessary  or  desirable  for  the  purchase,  construction,  or  utili- 
zation, and  operation  of  boats,  barges,  tugs,  and  other  transportation  facilities 
on  the  inland  and  coastwise  waterways,  and  may  in  the  acquisition,  operation 
und  use  of  such  facilities  create  or  employ  such  agencies  and  enter  into  such  con- 
tracts and  agreements  as  he  shall  deem  in  the  public  interest. 

Now,  is  that  for  military  purposes  or  is  it  for  commercial  purposes 
that  these  boat  lines  ought  to  be  established,  and  barges  provided  and 
transportation  facilities  furnished  ?  If  for  military  purposes,  it  ought 
to  be  paid  for  out  of  the  appropriations  for  military  purposes,  such  as 
are  usually  made.  If  it  is  for  commercial  purposes,  then  we  are 
authorizing  the  Government  of  the  United  States  to  establish  boat 
lines,  commercial  boat  lines  for  the  purpose  of  handling  commerce.  If 
it  is  for  the  use  of  the  Army  and  the  Navy,  it  should  be  provided  for  in 
the  appropriations  of  those  two  departments.  If  it  is  for  the  purpose 
of  establishing  commercial  lines  to  handle  commerce  in  addition  to 
the  existing  commercial  lines,  or  in  competition  with  the  existing 
commercial  lines,  then  it  ought  to  be  organized  upon  an  entirely  dif- 
ferent basis,  and  proceeded  with  in  an  entirely  different  way. 

Senator  Kellogg.  Under  the  amended  bill  which  has  been  sug- 
gested to  us,  it  includes  canals,  authorizing  the  President  to  purchase 
canals  in  addition  to  boats,  barges,  tugs,  and  so  forth. 

Mr.  Bristow.  Now,  I  am  not  passing  upon  the  desirability  of  the 
United  States  Government  going  into  that  line  of  business  and  becom- 
ing a  transportation  agency.  I  am  not  saying  that  it  is  wise  or  unwise 
now.  I  have  views  upon  it.  But  if  it  is  to  do  it,  and  this  is  determin- 
ing that  it  shall,  then  I  think  it  ought  to  be  organized  along  a  system, 
and  we  should  define  that  system.  We  are  constructing  a  railroad 
in  Alaska.  We  are  operating  a  boat  line — the  Government  is.  I 
say  the  Government  owns  a  boat  line  and  a  railroad  that  operate 
from  New  York  to  Panama.  And  that  is  a  corporation  of  which  the 
United  States  Government  owns  all  the  stock.  It  is  operated  as  other 
corporations  are.  There  are  various  systems  that  have  been  suggested 
for  the  Government  operating  transportation  lines  and  facilities,  rail- 
roads, steamboats,  or  anything  else.  But,  gentlemen,  it  seems  to  me, 
with  due  respect  to  those  who  nave  made  the  suggestion — and  I  do  not 
want  to  be  critical  in  any  way — this  is  not  the  way  to  go  into  that 
business. 

Senator  Underwood.  You  do  not  believe  that  we  ought  to  take  $500,- 
000.000  and  turn  it  loose  to  roam  around  as  it  suits  itself  ? 

Mr.  Bristow.  If  we  are  going  into  that  business  let  us  organize  in 
a  different  way  to  do  it. 

The  Chairman.  Suppose  these  waterways  and  canals  become  neces- 
sary to  relieve  the  congestion  that  necessarily  arises  in  this  conflict, 
in  order  that  military  supplies  may  move  easily,  what  other  way 
would  you  have  than  providing  right  now  in  this  emergency  to  utilize 
and  take  advantage  of  them  ? 

Mr.  Bristow.  Well,  Senator  Smith,  I  think  that  if  there  is  a  canal 
or  a  boat  line  that  is  in  existence  that  is  needed  for  the  purpose  of 


788        GOVERNMENT  CONTROL  AND  OPERATION  OF  BAILBOADS. 

moving  military  supplies,  and  that  they  are  necessary  in  an  emer- 
gency, the  Government  simply  ought  to  take  possession  of  it  and  move 
the  supplies,  and  then  turn  it  back.  That  has  been  done  upon  nu- 
merous occasions.  A  boat  would  be  commandeered  and  turned  back, 
and  the  damages  for  the  use  settled.  But  this  apparently  is  the 
establishment  of  new  transportation  lines.  If  it  is  for  military  pur- 
poses, pay  for  it  out  of  the  military  funds  that  are  provided  for  that 
purpose  as  a  military  necessity,  whether  it  is  for  the  Navy  or  for  the 
Army,  instead  of  appropriating  money  here  in  this  vague  and  indefi- 
nite way.  It  seems  to  me  that  if  we  are  going  into  the  transportation 
business,  as  this  provides,  we  ought  to  give  more  attention  to  it  than 
this  paragraph  does. 

As  I  understand  it,  a  Government,  our  Government  at  least,  has 
been  confronted  many  times  with  grave  military  necessities.  During 
the  Civil  War  we  took  possession  of  steamboats  and  railroads  to 
move  the  troops,  and  then,  when  the  normal  operation  of  commerce 
was  restored,  they  were  given  back  to  the  owners  and  were  operated 
as  usual? 

The  Chairman.  Do  you  think  that  this  contemplates  going  bevond 
that  ? 

Mr.  Bristow.  If  it  does  not  go  beyond  that  there  is  not  any  oc- 
casion for  it,  because  all  the  power  that  can  be  given  to  any  Govern- 
ment for  military  purposes  the  Government  now  has. 

Senator  Kellogg.  The  Government  has  taken  over  all  the  water 
lines  connecting  with  the  railroads  now  under  this  proclamation. 

Mr.  Bristow.  Then  is  this  for  the  construction  of  additional? 

Senator  Kellogg.  Yes;  this  is  for  purchasing  canals. 

The  Chairman.  If  it  is  necessary. 

Senator  Kellogg.  For  the  purchasing  of  boats  and  barges. 

Mr.  Bristow.  Well,  if  the  Army  and  Navy  needs  such  facilities, 
the  congress  has  provided  the  means — if  it  has  not  provided  the 
means  it  probably  will  provide  any  transportation  facilities  which 
either  of  them  need.  I  do  not  see  any  use  for  this  except  for  com- 
mercial purposes,  and  if  it  is  for  commercial  purposes  then  we  ought 
to  go  at  it  in  a  different  way. 

Senator  Cummins.  Senator  Bristow,  I  think  that  we  probably  do 
not  fully  take  in  the  theory  upon  which  this'is  being  done.  It  is  be- 
ing done,  as  I  understand,  upon  the  hypothesis  that  all  business  and 
all  commerce  has  now  become  a  part  of  the  war  establishment,  and 
that  it  is  just  as  much  a  part  of  the  War  Department  to  move  the 
business  which  we  have  hitherto  called  commerce  as  it  is  to  move 
supplies  for  an  armv  or  move  troops  which  compose  the  Army. 

The  Chairman.  Or  to  stop  them  all. 

Senator  Cummins.  We  are  militarizing  the  entire  civil  affairs  of 
the  United  States. 

Senator  Gore.  It  is  a  nation  in  arms. 

Senator  Cummins.  As  I  understand  it.  I  am  not  criticising  it,  but 
the  bill  has  no  other  possible  interpretation. 

Mr.  Bristow.  I  do  not  think  that  ought  to  be  done  myself.  I  may 
be  mistaken  in  it,  of  course.  I  do  not  think  there  is  any  occasion  to 
establish  a  military  government  in  the  United  States  at  this  time.  I 
do  not  think  that  the  United  States  should  be  treated  as  a  military 
reservation  now.    I  do  not  think  so.    I  am  in  perfect  sympathy  with 
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any  movement  that  will  improve  our  transportation  system.  I  think 
it  needs  improvement.  I  think  it  has  broken  down,  but  I  do  not  think 
that  the  establishment  of  boat  lines  is  a  wise  one  as  provided  here. 

Senator  Cummins.  You  will  remember  that  the  act  under  which 
all  this  is  being  done  or  has  been  done  authorizes  the  President  in  time 
of  war,  in  this  emergency,  through  the  Secretary  of  War,  to  take  pos- 
session, to  use  and  control  the  railway  and  the  transportation  systems 
of  the  country.    That  is  the  sole  authority  which  the  President  has. 

Senator  Townsend.  I  think  you  are  absolutely  right,  though,  Sen- 
ator Bristow,  that  there  is  another  suggestion  that  somebody  has  put 
in  this  bill  to  meet  a  possible  contingency  of  Government  ownership, 
and  that  is  running  through  this  bill.  I  believe  you  have  hit  it  square. 
That  is  the  way  it  strikes  me. 

Senator  Kellogg.  To  get  ready  for  it. 

Senator  Townsend.  Yes.  It  strikes  me  it  was  not  solely  for  the 
purpose  of  meeting  an  existing  emergency,  but  to  meet  a  future  con- 
tingency that  possibly  could  be  met. 

Senator  Pomerene.  What  feature  of  the  bill  have  you  reference  to  ? 

Senator  Townsend.  He  has  mentioned  one  here  very  clearly.  I  can 
not  conceive  of  that  revolving  fund,  and  I  have  not  thought  of  it  at 
any  time,  except  with  that  in  view — buying  canals.  Why  buy  canals? 
Why  not  lease  canals  the  same  as  you  do  the  railroads  on  this  basis  ? 

Senator  Gore.  You  can  use  a  canal  without  leasing  it. 

Mr.  Bristow.  The  observations  I  have  made  upon  that  section, 
the  latter  part  of  section  6.  I  think  it  is  of  great  consequence  and 
invite  your  attention  to  that  phase  of  the  bill. 

Commissioner  Anderson.  May  I  add,  Mr.  Chairman,  a  question 
about  that  latter  part  of  section  6?  It  is  quite  clear,  is  it  not,  Sena- 
tor, that  in  war  times  the  Government  will  order,  as  in  Massachu- 
setts, a  lot  of  additional  improvements  put  around  the  cantonment 
there.  It  is  quite  clear  that  you  do  not  want  to  mix  them  up,  if 
you  enlarge  your  roads,  and  have  one  strip  owned  by  the  United 
States  and  one  by  the  railroad.  That  railroad  with  its  own  forces 
in  most  cases  can  do  that  work  a  good  deal  cheaper  and  quicker 
and  more  efficiently  than  if  the  United  States  could  put  its  Army 
engineering  forces  on  there.  That  is  clear,  is  it  not?  It  is  also  clear 
that  when  the  war  is  over  that  stuff  will  probably  be  worth  more  to 
the  carriers  than  to  the  United  States,  or  anybody  else,  either  to  use 
or  ta  junk,  will  it  not? 

Mr.  Bristow.  That  might  be  or  it  might  not  be,  that  would  depend 
upon  circumstances,  but  I  see  what  you  are  leading  to,  Mr.  Commis- 
sioner. The  Government  does  that  and  it  ought  to  do  it.  It  does  it 
now  through  the  military  establishment.  It  has  been  doing  it  this 
year  and  at  other  times,  and  during  other  wars,  and  it  ought  to 
"continue  to  do  it,  and  then  after  the  war  is  over  the  adjustment  is 
made. 

Commissioner  Anderson.  This  proposes  an  adjustment  as  you  go 
along  to  that  extent,  and  if  you  do  not  have  a  provision  at  the  end 
of  section  six  giving  the  carriers  due  process  of  law  to  take  care  of 
expenditures  made  for  public  instead  of  private  benefits,  the  section 
would  be  unconstitutional,  would  it  not? 

Mr.  Bristow.  Well,  I  think  the  practice  heretofore  has  been  for 
the  Government  to  make  those  expenditures  or  to  pay  the  carriers 
for  the  additional  work  that  is  put  on  them  for  military  purposes, 
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and  then  after  that  is  done,  if  the  Government  no  longer  needs  it,  the 
Government  shall  sell  it  to  the  highest  bidder  and  get  what  it  can 
out  of  the  junk  or  the  residue. 

Commissioner  Anderson.  Would  not  that  cost  the  Government  a 
good  deal  more  than  it  would  to  proceed  under  the  plan  in  section  6? 

Mr.  Bristow.  I  do  not  think  so,  Mr.  Commissioner.  I  think  that 
the  last  paragraph  of  section  6  is  dealing  with  another  subject  other 
than  the  one  we  have  just  discussed. 

Commissioner  Anderson.  No,  not  at  all.  It  is  intended  to  meet 
exactly  the  situation  and  nothing  else. 

Mr.  Bristow.  Now,  have  we  ever  had  any  difficulty  in  the  past  in 
meeting  expenditures  of  that  kind  through  the  regular  established 
channels? 

Commissioner  Anderson.  We  never  had  anv  war  with  Germanv 
before,  so  I  do  not  know. 

Senator  Underwood.  The  real  trouble  with  the  section  is  that  it 
seeks  to  make  a  very  large  appropriation  without  any  limitations  on 
the  power  of  Congress  to  control  it,  as  is  customary;  is  not  that  it  ? 
In  a  bill  of  this  kind  it  is  customary  to  define  the  powers  that  you 
grant  to  the  executive  officer,  and  then  let  the  executive  officer  come 
back  to  Congress  and  through  the  appropriate  channels  ask  for  the 
money  that  is  needed.  Is  not  that  the  real  question  you  have  in 
mind,  Senator? 

Mr.  Bristow.  For  military  purposes  I  think  that  is  absolutely 
sound;  but  I  think  this  goes  beyond  that.  Commissioner  Anderson 
says  it  is  not  intended  to.  I  think  it  does.  I  think  it  goes  beyond 
any  military  expenditure.  It  is  establishing,  or  authorizing  the  estab- 
lishment of  new  transportation  lines  and  it  may  be  wise  and  desirable 
from  the  commercial  point  of  view  to  do  so,  but  it  ought  to  be  done  in 
a  different  wav. 

Section  7  provides  that  the  President  may  authorize  these  car- 
riers, the  existing  carriers,  to  issue  additional  securities,  by  mortgage 
or  otherwise,  and — 

may  purchase  for  the  United  States  all  or  any  part  of  such  securities  at 
prices  not  exceeding  par,  and  may  sell  such  securities  whenever  in  his  judg- 
ment it  is  desirable  at  prices  not  less  than  the  cost  thereof;  any  sums  available 
from  the  revolving  fund  provided  in  section  six  may  be  used  for  such  purposes. 

That  section  7  covers  the  purchase  of  these  securities.  I  think  it 
would  be  better,  and  it  is  easily  ascertained  as  to  what  securities  will 
mature  and  as  to  what  companies  own  them,  to  submit  an  estimate  as 
to  the  amount  and  let  an  appropriation  be  made  for  that  specific 
purpose. 

Senator  Kellogg.  Let  me  suggest  something  right  there.  An  esti- 
mate has  been  made  of  about  $450,000,000.  But  suppose  a  company 
was  prepared  to  buy  its  own  cars,  as  many  of  them  are,  and  a  part 
of  the  money  it  would  have  to  raise  by  new  securities  which  it  could 
■ordinarily  place.  Or,  it  needed  an  additional  terminal  and  a  part 
of  the  money  it  had  to  raise  by  bonds.  The  question  is,  how  are  they 
going  to  sell  their  bonds  during  the  period  of  the  war  when  the 
roads  are  in  the  hands  of  the  Government? 

Mr.  Bristow.  As  I  understand  section  7,  it  provides  that  the  Gov- 
ernment may  buy  those  bonds. 
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Senator  Kellogg.  Yes;  I  say  if  that  was  not  there,  how  are  they 
going  to  sell  their  bonds  in  these  times  ? 

Mr.  Bristow.  Senator,  of  course,  that  is  a  thing  that  no  man  can 
answer.    It  may  be  that  if  the  railroads  were  independent  pieces  of 
property  and  operating  as  they  have  in  the  past,  their  bonds  would 
e  worth  as  much  as  those  of  the  Government  of  the  United  States. 
You  can  not  tell. 

Senator  Kellogg.  The  first  mortgage  Northern  Pacific  bonds  of 
less  than  $20,000  a  mile  on  the  property,  which,  of  course,  everybody 
knows  are  perfectly  good,  and  which  bonds  have  been  used  by  the 
Government  as  security  tor  deposits  "in  banks  and  are  owned  by 
savings  banks  all  over  this  country,  have  gone  down  20  points  in  the 
last  two  years. 

Mr.  Bristow.  But,  Senator  Kellogg,  the  records  show  and  statis- 
tics confirm  the  fact  that  railroad  bonds  have  not  depreciated  in 
value  any  faster  than  other  bonds — the  bonds  of  cities  and  other 
utilities,  or  the  bonds  of  governments. 

Senator  Kellogg.  More  rapidly,  yes.  Foreign  governments,  yes; 
but  this  Government,  no. 

Mr.  Bristow.  This  Government  is  just  in  the  war  less  than  a  year. 
No  human  being  can  predict  what  the  securities  of  the  United  States 
will  be  selling  for  in  a  year  from  now  any  more  than  what  the 
securities  of  the  railroads  will  be  selling  for. 

The  railroad  being  so  involved  and  so  entangled  with  Govern- 
ment operation,  as  this  bill  provides,  and  as  the  general  military 
conditions  seem  to  require,  their  securities  may  in  the  future  go 
down  faster  than  they  otherwise  would.  I  do  not  have  any  serious 
objection  to  this,  but  I  think  it  ought  to  be  a  separate  obligation 
which  the  Government  gets  under,  if  it  is  necessary,  and  which  the 
property  owners  assume,  and  that  it  ought  not  to  be  involved  with 
this  $500,000,000  floating  fund.  That  was  the  suggestion  I  had  to 
make  as  to  that. 

Senator  Cummins.  There  is  another  point  there  that  has  bothered 
me  somewhat.  This  gives  the  President  authority  to  buy  stocks  as 
well  as  bonds.  There  are  a  great  many  railroads  in  the  country 
whose  stock  is  worth  a  great  deal  more  than  par,  measured  by  the 
dividends  that  have  been  and  will  be  paid  upon  the  stock,  and  the 
provision  as  it  is  would  entirely  preclude  the  President  from  giving 
any  relief  in  the  way  of  purchasing  the  stock  from  the  companies 
that  were  in  such  financial  condition  that  their  stock  is  worth  more 
than  par. 

Mr.  Bristow.  I  had  not  thought  of  that,  but  I  see  it  does;  that  is, 
the  Burlington  is  above  par.  This  would  forbid  the  President  from 
buying  Burlington  stock,  would  it  not? 

Senator  Kellogg.  I  do  not  think  he  would  ever  get  a  chance  to 
buy  any  of  that. 

Senator  Cummins.  Unless  the  Great  Northern  and  Northern 
Pacific  think  the  railroad  stock  pretty  good,  the  Government  might 
buy  some  from  those  companies. 

Mr.  Bristow.  There  is  another  matter,  Senator,  that  I  want#  to 
speak  of,  which  was  referred  to  by  Mr.  Walter  this  morning,  I  think 
tnat  the  matter  of  making  rates  should  remain  exactly  as  it  is  now. 
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I  think  this  is  of  tremendous  consequence.  For  30  years  the  Inter- 
state Commerce  Commission  has  been  in  existence  and  its  useful- 
ness has  grown,  and  the  powers  conferred  upon  it  year  after  year 
by  Congress  have  increased  until  now  it  is  the  authority  that  fixes 
the  interstate  rates.  The  method  by  which  rates  may  be  changed 
is  becoming  well  established.  All  of  the  rules  and  regulations  and 
the  laws  that  govern  such  things  have  been  defined  or  are  being 
defined.  The  Interstate  Commerce  Commission  has  been  a  body  of 
men  that  measure  up  in  integrity  and  intelligence  with  any  such  body 
of  men  that  might  be  selected  for  any  such  purpose  by  any  process 
that  might  be  determined  upon.  Rate  making  is  an  exceedingly  com- 
plicated subject. 
"  There  is  no  subject  relating  to  American  commerce  and  industry 
that  more  vitally  affects  the  welfare  of  every  community  in  the 
United  States  than  does  transportation  rates.  To  give  one  man — I 
do  not  care  whether  he  be  the  President  of  the  United  States,  the 
Secretary  of  the  Treasury,  or  the  Chief  Justice  of  the  United  States. 
or  any  other  dignitary  or  public  servant — the  authority  to  make  rail- 
road rates,  to  change  them  at  will,  unrestrained,  and  without  any 
rule  for  his  guidance,  is  the  most  preposterous  thing  that  has  yet  been 
proposed  in  the  history  of  the  United  States,  in  my  opinion. 

We  have  a  Post  Office  Department  that  collects — I  do  not  know  what 
it  is  now — but  approximately  $350,000,000  a  year.  Congress  pre- 
scribes the  postal  rates  in  detail  which  may  be  charged  and  the  method 
by  which  they  shall  be  collected.  You  might  as  weU  say  in  this  bill,  or 
the  Post  Office  appropriation  bill,  that  the  President  of  the  United 
States  is  authorized  to  conduct  the  Post  Office  Department  and  to  fix 
rates  and  provide  for  its  operation.  The  amount  involved  is  $350,- 
000,000;  the  amount  involved  in  this  bill  is  $4,000,000,000. 

The  Post  Office  Department  does  not  affect  one-tenth,  or  to  the 
extent  of  one-tenth,  in  my  opinion,  the  vital  interests  of  the  com- 
munities in  the  United  States  as  the  transportation  rates  affect  them. 
You  gentlemen  that  have  given  study  to  transportation  know  that  a 
cent  a  hundred  pounds  will  divert  traffic  from  one  section  of  the 
country  to  another.  It  will  build  up  one  city  and  make  it  a  com- 
mercial emporium  and  it  will  destroy  another.  I  care  not  how  wise, 
or  how  great,  or  how  patriotic  and  devoted  to  the  public  interest  any 
man  may  be,  it  is  not  within  the  human  mind  to  wiselypass  upon  those 
questions  alone.  I  speak  thus  earnestly  because  I  believe  it  is  of  such 
vital  concern  that  every  man  should  study  it  profoundly  with  a  view 
of  undertaking  to  comprehend  the  magnitude  of  the  proposition. 

We  collect  the  customs  and  impose  duties  upon  imports.    You  do 
not  say  to  the  President  of  the  United  States  that  he  shall  impose 
duties  upon  imports  and  collect  them  and  operate  a  customs  system 
You  fix  the  rates  which  shall  be  charged  at  the  ports  and  the  manner 
in  which  they  shall  be  collected  and  disposed  of. 

You  have  an  internal-revenue  system,  and  you  collect  $2509OOO,000 
a  year,  or  approximately  that.  That  is  what  it  was  before  the  war,  as 
I  remember  it,  about  $250,000,000,  but  it  has  been  thought  wise 
through  the  generations  that  are  past  that  Congress  shall  fix  the  rate 
for  internal-revenue  duties  and  the  methods  by  which  they  shall  be 
collected,  and  the  disposition  that  is  to  be  made  of  the  funds.  The 
same  is  true  of  the  Postal  System,  the  same  is  true  of  the  Customs 
and  Internal  Revenue  System. 
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Senator  Gore.  The  same  with  the  rate  on  Liberty  bonds. 

Mr.  Bristow.  True.  Now,  it  is  proposed  here  to  wipe  out  the  legis- 
lation of  a  third  of  a  century,  in  State  and  Nation,  by  one  bill,  and 
throw  the  commerce  of  the  Unted  States  into  utter  chaos  by  making 
it  depend  upon  the  will  and  decision  of  one  man  located  in  Wash- 
ington. It  is  the  most  revolutionary  thing  yet  proposed,  in  my  opin- 
ion, in  the  history  of  the  United  States. 

Senator  Cummins.  .  And  that  without  any  provision  for  a  hearing 
on  either  side. 

Mr.  Bristow.  On  either  side.  If  this  bill  is  to  pass  and  we  are  to 
change  the  transportation  system  that  exists  now  as  this  provides,, 
it  ought  by  all  means  to  provide  that  the  agencies  that  existed  on 
the  date  that  these  roads  were  taken  over  by  the  Government  for  the 
fixing  of  rates,  and  for  the  settling  of  disputes  relating  to  rates, 
should  be  in  full  force  and  effect  until  changed  by  Congress;  and, 
gentlemen,  if  you  do  not  do  it,  your  controversy  as  to  coal  will  be  a 
minor  detail  and  of  small  consequence  as  to  the  results  that  may 
follow  the  confusion  and  the  disaster  in  undertaking  to  interfere 
from  Washington  by  a  Cabinet  officer  or  any  director  that  may  be 
selected  with  the  intricate  and  involved  rate  complications  which  are 
so  vital  to  the  communities  throughout  the  United  States. 

Senator  Poin  dexter.  Senator,  I  agree  with  you  as  to  the  tremen- 
dous importance  of  that,  and  in  view  of  your  active  experience  in 
the  matter  of  rate  making,  as  a  member  of  a  State  commission,  I 
wanted  to  get  your  opinion  as  to  the  usefulness  now  of  the  State  com- 
missions in  a  general  way. 

Mr.  Bristow.  Well,  that  is  a  pretty  big  question  but  I  will  be  very 
glad  to  give  it  to  you. 

A  great  deal  has  been  said  in  the  public  press  recently  about  the 
usefulness  of  State  commissions,  and  I  am  very  glad  to  discuss  that, 
Senator.  I  discussed  it  quite  at  length  before  the  joint  committee. 
I  am  a  State  commissioner  at  this  time.  I  do  not  expect  to  be  a  great 
while  longer,  and  I  make  this  statement  because  I  do  not  want  the 
impression  to  prevail  that  I  am  speaking  in  behalf  of  a  commission 
of  which  I  am  a  member,  and  therefore  I  am  influenced  for  per- 
sonal reasons.  The  term  for  which  I  accepted  the  office  I  now  have 
will  expire  shortly,  and  I  expect  to  retire ;  I  am  speaking  simply  as 
a  private  citizen  now,  which  I  will  be  soon — interested  in  the  wel- 
fare of  the  State  and  of  the  country  as  a  whole. 

I  think  it  would  be  a  great  mistake  for  Congress  to  take  from  the 
State  commissions  the  authority  which  they  now  have,  especially  in 
regard  to  rates.  Now,  I  am  not  saying  that  there  are  not  some  ques- 
tions involved  in  the  controversy  that  has  been  prevailing  as  to  the 
wisdom  of  some  of  the  actions  of  a  few  of  the  State  commissions. 
There  have  been  some  mistakes  that  should  not  have  occurred.  Most 
of  them  have  been  corrected  by  the  processes  through  which  such  con- 
troversies ultimately  are  corrected. 

The  State  commission  only  controls  the  local  traffic.  It  has  the 
jurisdiction  within  the  State  that  the  Interstate  Commerce  Commis- 
sion has  within  the  Nation.  These  commissions  are  composed  of  men 
of  high  standing.  That  is,  they  measure  up  with  the  public  officers 
as  you  find  them  in  different  capacities  in  the  Federal  and  State 
Governments.     I  have  been  associated  with  these  gentlemen  and 
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associated  with  other  bodies  engaged  in  the  public  service,  and  I 
think  they  average  up  pretty  welX  They  are  men  of  intelligence  and 
they  are  conscientious.  Some  are  more  or  less  inefficient,  as  you  will 
find  in  all  public  as  well  as  private  capacities. 

But  their  purposes  as  a  rule  are  good.  They  are  dealing  with 
local  questions.  I  suppose  I  can  illustrate  it  better  by  simply  stat- 
ing some  things  they  do,  and  I  happen  to  have  here  some  of  the  same 
data  that  I  had  when  I  appeared  before  the  other  committee.  I  think 
I  can  illustrate  it  with  that.  A  citizen  will  have  a  complaint  against 
a  railroad  company  for  failure  to  furnish  cars,  to  move  his  grain,  or 
his  product,  whatever  it  is.  Those  complaints  come  in  to  the  com- 
mission every  day  and  the  same  is  true  of  other  commissions-  It 
is  the  practice  of  the  State  commission  to  at  once  take  the  matter  up 
with  tne  local  representatives,  the  operating  officers  of  the  railroad, 
and  usually  the  matter  is  adjusted,  frequently  by  telephone  or  by  cor- 
respondence, or  by  personal  interview  as  the  case  may  be,  -and  the 
complaint  is  adjusted. 

If  there  is  a  congestion  as  there  was  at  Ellis,  Kans. — I  will  use 
some  of  the  same  illustrations,  Senator  Cummins,  as  I  believe  you  are 
the  only  member  of  the  committee,  and  perhaps  Senator  Robinson, 
who  heard  my  statements  before  the  Joint  Committee  in  regard  to  car 
shortage.  There  was  a  congestion  of  wheat ;  the  elevators  were  full ; 
there  were  three  elevators  there.  On  the  day  I  was  there,  there  were 
150  wagons  waiting  around  the  depots  there  to  be  unloaded.  Some  of 
those  farmers  had  hauled  the  wneat  10  or  15  miles  in  there,  and 
had  been  in  the  town  for  days  waiting  for  the  chance  to  unload.  The 
Union  Pacific  did  not  have  the  cars  there  and  could  not  furnish  them. 
There  was  great  congestion.  Bitter  complaints  come.  It  is  the  prac- 
tice of  the  State  Commission,  in  cases  of  that  kind,  to  set  a  hearing 
at  the  point  that  is  affected.  The  commission  or  its  representatives 
go  there  and  the  officers  of  the  railroad  and  the  public  that  is  mak- 
ing the  complaint;  its  representatives  meet  in  a  public  hall  some- 
thing after  this  order ;  the  citizens  state  their  grievance ;  the  officers 
of  the  railroad  company  state  their  difficulties.  Some  of  these  hear- 
ings are  very  animated,  sometimes  the  rooms  are  packed  with  people, 
but  the  operating  officers  get  the  view  of  the  public  and  their  ex- 
perience, and  a  graphic  and  forcible  statement  of  their  loesses  and 
their  difficulties. 

The  complainant,  the  public,  gets  the  point  of  view  of  the  railroads 
and  the  difficulties  that  confront  the  railroads  in  fulfilling  their  obli- 
gations, and  the  commission,  after  hearing  the  argument  and  the 
statements  decide  the  case  and  undertake  to  do  justice.  In  9  times 
out  of  10  you  will  leave  that  community  with  a  much  better  feeling 
than  when  you  went  into  it.  The  American  people  as  a  rule  are  rea- 
sonable, the  operating  officers  of  the  railroads  are  trying  to  operate 
their  roads  efficiently. 

I  want  to  say  that  my  experience  has  been  that  the  operating 
officers  of  the  railroads  are  very  earnest  and  sincere  in  their  efforts 
to  serve  the  public  and  the  result  is  that  a  better  feeling  will  be 
engendered  between  the  carrier  and  the  general  public  as  a  result  of 
these  hearings,  and  very  few  of  the  decisions  ox  State  commissions 
are  ever  contested,  they  are  accepted  by  both  sides. 
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As  a  result  of  this  Ellis  hearing  we  issued  an  order  and  defined  a 
rule  which  the  carrier  should  follow  in  the  event  that  there  was  a 
shortage  of  cars.  The  rule  was  entirely  acceptable  to  the  farmer's 
organizations  that  were  behind  the  complaint  and  was  accepted  by 
the  carrier,  and  it  has  operated  very  satisfactorily. 

Senator  Gore.  Is  that  rule  copyrighted,  Senator? 

Mr.  Bristow.  No,  sir;  it  is  not  copyrighted.  I  can  furnish  Okla- 
homa a  copy  if  it  desires.    ' 

Now,  gentlemen,  it  is  utterly  impossible  for  the  Interstate  Com- 
merce Commission  to  perform  the  function  which  the  State  commis- 
sion performs  in  instances  of  that  kind.  The  Interstate  Commerce 
Commission  sends  out  subordinate  officers  to  hear  such  complaints. 
In  the  case  of  the  State  commission,  the  commission  itself  goes.  The 
commissions  as  a  rule  have  the  confidence  of  the  people.  They  are 
sometimes  elected,  sometimes  appointed  by  the  governor,  selected  in 
different  ways;  but  they  are  a  part  of  the  constituency  of  that  State, 
they  are  responsible  in  a  measure  to  the  people  of  the  State.  They  are 
interested  in  and  familiar  with  the  operating  conditions  of  the  rail- 
roads. That  is,  it  is  to  their  interest,  and  it  is  their  desire  not  in  any 
way  to  interfere  with  their  efficiency,  because  that  would  be  detri- 
mental to  the  State,  and  to  the  public  as  well,  and  when  you  under- 
take to  take  from  such  local  commissions  such  power  you  make  a 
grave  mistake. 

I  want  to  make  this  academic  observation,  which  I  think  you  gen- 
tlemen all  agree  to.  The  sovereign  authority  in  the  United  States 
is  public  opinion.  That  governs  this  country,  and  you  have  got  to 
conform  to  it.  The  party  in  power  has  to,  or  it  goes  out — in  State 
or  Nation.  You  let  tne  public  opinion  develop  along  wrong  lines  and 
it  is  injurious.  The  way  to  develop  it  along  the  right  lines  is  to 
give  the  people  the  information  that  they  ought  to  have,  and  that  is 
a  mighty  good  way  for  them  to  get  the  information  they  need  in 
regard  to  transportation  matters. 

Senator  Poindexter.  How  about  a  power  of  the  State  commis- 
sions? Under  recent  decisions  of  the  Supreme  Court  of  the  United 
States  as  the  matter  stands  at  present,  is  there  left  sufficient  power  in 
the  State  commissions  for  them  to  perform  extensive  public  service 
in  the  regulation  of  railroads? 

Mr.  Bristow.  I  think  so.  This  last  decision  was  helpful  to  the 
State  commissions — that  is,  in  our  view  of  the  case. 

Senator  Kellogg.  Which  one  do  you  refer  to? 

Mr.  Bristow.  The  Illinois  case,  which  was  decided  last  Monday,  I 
believe.  That  is  very  useful,  and  I  think  unless  I  misunderstand  it, 
it  is  a  step  on  the  part  of  the  Supreme  Court  toward  sustaining  the 
State  commission  in  the  performance  of  its  legitimate  State  functions. 

Commissioner  Anderson.  Mr.  Chairman,  may  I  ask  a  question. 
Assuming  everything  you  say  to  be  true,  Senator,  will  you  tell  us 
how,  practically,  you  can  express  it  safely  and  more  adequately  than 
it  is  expressed  in  section  11,  which  sets  forth  that  the  carriers  "  while 
under  Federal  control  shall,  in  so  far  as  is  not  inconsistent  therewith, 
or  with  the  provisions  of  this  act,  or  any  other  act  applicable  to  such 
Federal  control,  or^with  any  order  of  the  President,  be  subject  to 
all  laws  and  liabilities  as  common  carriers" ;  etc.  ? 

Can  you  have  a  war  control  of  your  transportation  system,  neces- 
sarily exceptional  and  almost  appalling  in  nature  and  extent,  go  any 
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farther  back  toward  the  old  regime  of  law  and  order  than  we  have 
gone  in  those  two  instances? 

Mr.  Bristow.  I  think,  Commissioner  Anderson,  that  you  can. 

Commissioner  Anderson.  I  should  like  to  see  the  draft  that  some 
competent  and  careful  person  will  get  up  that  will  leave  you  the 
necessary  power  to  deal  with  the  war  conditions,  and  at  the  same 
time  preserve  all  that  ought  to  be  preserved  of  the  existing  regime. 

Mr.  Bristow.  Mr.  Commissioner,  I  had  a  conference  with  some 
other  gentlemen  and  the  director  on  Wednesday  of  this  week,  and  he 
stated  that  he  intended  to  permit  the  States  to  go  on  just  as  they 
were,  and  the  Interstate  Commerce  Commission  to  go  on  just  as 
it  was. 

Commisisoner  Anderson.  Precisely,  and  I  was  some  part  of  the 
cause  of  bringing  about  that  conference  and  of  the  advocacy  of  the 
policy.  I  do  not  think  there  is  any  disagreement  on  the  part  of 
any  one  of  us  that  tried  to  work  this  problem  out,  that  there  ought 
to  be  just  as  little  encroachment  upon  the  organized  methods  of  con- 
ducting the  business  of  the  country,  including  rate  making,  and  of 
the  rights  of  the  shippers  with  relation  to  the  carriers  and  the  rights 
of  the  shippers  inter  sese,  as  is  consistent  with  the  exercise  of  the  war 
powers.  1  have  heard  no  dissenting  opinion  on  that.  What  I  want 
to  know  is  how  you  can  put  it  in  a  statute  more  broadly  and  safely 
than  we  put  it  in? 

Mr.  Bristow.  Mr.  Commissioner,  last  week  a  complaint  came  to 
the  Kansas  commission  from  some  place  in  Kansas  in  regard  to  some 
action  of  the  Missouri  Pacific  Railroad.  A  letter  was  sent  to  the 
general  attorney  for  the  Missouri  Pacific  in  Kansas  stating  this  com- 

{>laint  and  asking  correction  of  the  abuse  or  an  explanation,  and  a 
etter  came  back  stating  that  the  Missouri  Pacific  Kailroad  was  no 
longer  responsible  to  the  commission,  that  Mr.  McAdoo  was  the 
Director  General  of  the  railroads  and  they  were  responsible  to  him 
alone.  While  Mr.  Anderson  and  Mr.  McAdoo  say  they  intend  that 
the  State  commissions  shall  exercise  their  functions,  nevertheless  Mr. 
McAdoo  asserts  that  he  has  the  power  to  at  any  time  interfere  with 
any  of  their  functions. 

Now,  the  Secretary  of  War  or  the  Military  Establishment  under 
the  war  power  of  the  President  has  the  right  to  demand  that  any 
war  movement  have  precedence  to  all  others,  but  he  has  not  the  right 
to  say  what  the  rate  from  Salina,  Kans.,  to  McPherson,  Kans.,  shall 
be,  on  a  load  of  wheat,  while  Mr.  McAdoo  claims  that  he  has. 

Commissioner  Anderson.  That  may  not  follow,  but  you  admit  it 
is  not  quite  fair  to  attribute  the  responsibility  to  the  Director  Gen- 
eral, who  has  now  been  struggling  with  this  problem  less  than  two 
weeks,  because  of  the  letter  that  some  railroad  lawyer  had  written 
under  a  misapprehension  of  the  nature  and  extent  of  the  powers,  and 
you  know  as  that  is  a  practical  result,  partly  the  outgrowth  ot  the 
conference  between  your  representatives  of  the  State  commissions 
and  the  Director  General,  that  a  carefully  drawn  out  order,  worked 
out,  I  think,  in  conference  with  your  committee,  indicating  the  na- 
ture and  extent  of  the  expected  encroachment  upon  the  functions  of 
State  commissions,  is  now  in  process,  so  that  every  possible  advan- 
tage is  to  be  taken  of  existing  machinery  and  every  possible  pains 
taken  to  conserve  to  the  utmost  all  rights  that  ought  not  to  be  in- 
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terfered  with  in  the  efficient  prosecution  of  the  war.    That  you  know, 
do  vou  not? 

Mr.  Bristow.  I  know  that  is  true,  but  then,  Commissioner  Ander- 
son, there  is  one  vital  point  there  that  you  overlooked,  which  is 
the  overwhelming  and  all-powerful  fact  that  the  Secretary  of  the 
Treasury  as  director  of  the  railroads,  claims  the  right. 

Commissioner  Anderson.  Preciselv. 

Mr.  Bristow.  Claims  the  right  to  interfere  with  any  rate  or  charge, 
local  or  otherwise,  which  any  carrier  may  impose,  and  he  can  pre- 
vent any  commission,  State  or  interstate,  from  changing  or  compel 
it  to  change — or  change  himself — any  rate,  whether  it  relates  to  the 
war  or  not,  directly  or  indirectly,  under  the  provisions  of  this  bill. 

Commissioner  Anderson.  The  same  power  which  takes  our  boys 
and  puts  them  in  the  trenches  of  France,  has  the  same  power  to  make 
the  rates  from  point  to  point  in  Kansas,  if  it  is  necessarily  part  of 
the  war  power. 

Mr.  Bristow.  Not  any  more  than  the  changing  of  a  postal  rate, 
the  increasing  of  the  revenue  rate,  or  the  levying  of  a  process  on 
any  other  kind  of  property.  Not  at  all.  And  the  great  fabric  of 
transportation  rates  in  the  United  States  should  be  as  sacred  as  any 
property  right  in  existence,  because  the  changing  of  them  unwisely 
without  due  consideration  can  bring  more  wrack  and  ruin  than  a 
hundred  coal  orders  that  has  been  complained  of  so  bitterly  in  the 
last  24  hours. 

The  Chairman.  Senator  Bristow,  do  you  see  any  differentiation 
between  the  rates  that  may  be  charged  on  a  railroad  interfering  with 
the  prosecution  of  the  war,  as  the  railroad  in  its  movement  is  basic, 
and  the  handling  of  mail  or  the  port  receipts? 

Mr.  Bbistow.  I  do  not  think  it  is  as  direct.  The  only  way  that  the 
rates  on  merchandise  or  on  passenger  rates  between  Springfield,  111., 
and  Bloomington  can  affect  the  war  is  by  increasing  or  reducing  the 
revenue  of  the  carrier,  and  if  the  United  States  Government  assumes 
all  responsibility  for  the  revenue  of  the  carrier,  as  is  alleged  by  Mr. 
McAdoo,  to  permit  the  States  to  pass  upon  that  rate  was  authorizing 
them  to  determine  what  amounts  should  go  in  or  out  of  the  Federal 
Treasury. 

If  that  is  the  case,  if  the  commercial  and  industrial  affairs  of  this 
country  are  so  interwoven  with  the  war  movements  that  such  is  true, 
why  then  there  is  no  rate  in  regard  to  anything  that  should  not  be 
affected.  The  price  of  a  ticket  to  a  theater  affects  the  revenues  of  the 
United  States.  You  collect  a  tax  down  here  from  a  picture  show  of  2 
cents  if  the  ticket  is  20.  If  you  make  that  ticket  10  cents  you  get  1 
cent  for  revenue,  and  thereby  reduce  the  tax  to  support  the  Govern- 
ment in  time  of  war.  That  has  just  as  much  bearing  as  the  decreasing 
of  the  rate  10  cents  between  Springfield  and  Bloomington.  If  we 
have  got  a  military  government  and  all  civil  law  is  wiped  out,  and  you 
are  authorizing  the  President  of  the  United  States  to  govern  the 
United  States  as  he  sees  fit,  I  have  got  no  objection  to  this  bill.  But 
I  do  protest  against  making  the  transportation  system  of  the  United 
States,  as  important  as  it  is  to  the  life  of  this  country,  subject  to  the 
exercise  of  the  arbitrary  will  of  one  individual  when  it  is  not  neces- 
sary and  is  not  a  part  of  his  military  duties  or  obligations. 

Senator  Pomerene.  What  special  reasons,  Senator,  are  there  for 
your  thinking  that  it  is  probable  that  the  President  or  the  Director 
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General  would  interfere  with  the  rate-making?  I  personally  can  see 
no  reason  why  there  should  be,  looking  at  it  from  a  military  stand- 
point, any  reason  for  the  Government's  acting  in  that  behalf.  If  it 
came  to  the  question  of  moving  cars  I  could  understand  why  the 
Government  might. 

Mr.  Bristow.  As  I  understand  the  position  of  Commissioner  An- 
derson and  the  Director  General,  and  both,  it  is  that  the  Director 
General  has  authority  over  these  rates.  I  do  not  want  to  quote  the 
Secretary  in  any  way  to  his  disadvantage,  of  course.  The  com- 
missioner here  knows  his  views,  and  if  I  in  any  way  misstate  things 
from  misunderstanding,  I  will  be  verv  glad  it  you  will  correct  me, 
because  I  do  not  want  to  do  that.  He  stated  that  it  might  be  nec- 
essary to  increase  passenger  rates  in  order  to  discourage  passenger 
travel  in  the  eastern  part  of  the  United  States ;  not  for  the  purpose 
of  obtaining  revenue,  but  for  the  purpose  of  decreasing  travel  in 
order  to  relieve  the  congestion  that  exists,  by  keeping  people  at 
home.  He  claims,  as  I  understand  it  now,  that  he  would  have  a 
perfect  right  to  fix  the  rate  from  Washington  to  New  York  at  10 
cents  a  mile  under  this  law  if  he  thought  it  was  in  the  public  interest 
to  do  it,  or  he  would  have  a  right  to  reduce  it  to  1  cent  a  mile  if  he 
thought  it  was  to  the  public  interest  to  do  it. 

Senator  Cummins.  On  the  same  theory  he  would  have  the  right 
to  increase  the  rates  on  some  kind  of  traffic,  to  say  that  it  could  not 
move  at  all,  in  order  to  give  other  kinds  of  traffic  a  free  field  tc 
move. 

Mr.  Bristow.  I  think  he  claims  that.  I  think  he  claims  he  has 
the  right  to  do  any  of  these  things  that  in  his  judgment  the  public 
interests  require. 

Senator  Cummins.  We  will  get  in  the  same  position,  then,  that  we 
are  in  as  to  coal  now. 

Mr.  Bristow.  Gentlemen,  are  you  going  to  confer  upon  the  Presi- 
dent of  the  United  States  or  any  executive  officer  such  power  ?  That 
is  the  question.  When  I  speak  of  the  President  of  the  United  States  I 
have  the  greatest  respect  for  him  and  for  the  ability  of  Mr.  McAdoo. 
I  am  not  criticizing  the  Secretary  of  the  Treasury.  I  do  not  care 
how  big  he  is,  he  may  be  the  strongest  mentality  on  the  earth:  it 
does  not  change  this  theory  whatever.  When  you  do  that,  you  will 
simply  make  this  country  not  a  country  of  law,  where  the  processes 
of  commerce  move  along  channels  outlined  by  statute,  but  by  executive 
decree,  without  hearing  or  without  notice. 

Senator  Kellogg.  I  would  like  to  ask  you  right  there  on  this  ques- 
tion before  you  leave  it,  is  it  not  a  fact  that  the  great  commercial 
centers,  the  manufacturing  centers  as  well  as  the  agricultural  com- 
munities, are  more  interested  in  the  relative  reasonableness  of  rates 
than  they  are  in  the  amount  of  the  rates? 

Mr.  Bristow.  That  is  true  of  large  shippers. 

Senator  Kellogg.  Then  is  it  not  possible  for  one  man  under  this 
control  to  so  change  the  relative  condition  of  rates  as  to  absolutely 
ruin  a  whole  community  ? 

Mr.  Bristow.  Easily. 

Senator  Kellogg.  Two  cents  a  hundred  might  deprive  an  entire 
city,  a  commercial  center,  of  a  large  part  of  its  trade? 

Mr.  Bristow.  Yes;  a  half  a  cent  a  hundred  will  divert  many  coin- 
modities. 
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Senator  Kellogg.  Take  it  on  grain,  half  a  cent  a  hundred  controls 
the  grain  usually  in  the  ordinary  course  of  transportation,  does  it 
not,  very  often  ? 

Mr.  Bristow.  Well,  that  would  be  a  very  material  fact  as  between 
Minneapolis  and  Kansas  City,  for  instance. 

Senator  Kellogg.  Yes;  you  speak  of  raising  the  passenger  rates 
in  order  to  prevent  the  people  traveling  in  one  part  of  the  country. 
Is  not  that  a  very  dangerous  thing  to  do,  as  the  commercial  interests 
of  one  part  of  the  country  may  be  dependent  upon  passenger  travel  ? 

Mr.  Bristow.  Of  course  it  is,  Senator  Kellogg.  I  do  not  want 
the  impression  to  get  out  that  I  think  Secretary  McAdoo  would  do 
what  he  said  he  had  power  to  do,  because  I  do  not  believe  that  he 
would ;  but  no  man  ought  to  have  the  power  to  do  the  damage  that 
could  be  done. 

Senator  Kellogg.  Senator,  we  did  not  think  our  coal  order  would 
be  made  a  few  months  ago  at  this  time. 

Senator  Gore.  Have  they  fixed  a  price  on  wheat  in  Kansas? 

Mr.  Bristow.  Yes. 

Senator  Cummins.  As  far  as  we  are  concerned,  we  are  dealing  en- 
tirely with  a  question  of  power  and  not  attempting  to  determine  how 
the  power  shall  be  exercised.  We  have  nothing  to  do  with  the  man- 
ner of  its  exercise.  We  must  content  ourselves  with  either  granting 
or  withholding  power. 

Senator  Gore.  Senator  Cummins,  we  can  ask  him  not  to  do  it. 

Senator  Kellogg.  Does  not  that  result  also  in  bringing  every  po- 
litical influence  to  control  the  making  of  rates  in  favor  of  certain 
communities  and  States  and  parts  of  the  country? 

Mr.  Bristow.  Senator  Kellogg,  I  think  that  to  destroy  the  State 
commission  and  make  it  purely  advisory — to  destroy  the  Interstate 
Commerce  Commission  and  make  it  purely  advisory — is  the  most 
astounding  proposition,  and  that  it  is  fraught  with  the  gravest 
danger  and  it  is  utterly  unnecessary. 

Senator  Gore.  Senator  Bristow,  I  infer  from  your  remarks  that  if 
the  commission  were  not  divided  into  States  it  would  be  well  to 
create  local  boards  to  take  local  situations? 

Mr.  Bristow.  I  think  it  ought  to  be  done. 

Senator  Gore.  To  subserve  local  conditions? 

Mr.  Bristow.  I  think  it  would  have  to  be  done. 

Senator  Kellogg.  In  the  construction  of  additions,  extensions,  and 
the  operation  of  trains,  is  there  not  grave  danger  that  this  power 
may  be  abused  ? 

Senator  Town  send*  What  do  you  mean,  the  State  power? 

Senator  Kellogg.  No,  the  power  of  the  Federal  Government  when 
all  the  railroads  are  under  one  man — its  control  and  operation. 

Mr.  Bristow.  I  am  not  insinuating,  and  I  do  not  want  any  one  to  get 
the  impression  that  I  am  insinuating,  that  Secretary  McAdoo  would 
do  a  thing  that  he  thought  was  wrong  or  that  he  thought  would  in- 
jure the  country.  I  am  simply  saying  there  is  no  occasion  yet  for 
us  to  change  the  entire  form  of  our  government,  which  this  proposes 
to  do.  We  received,  the  Kansas  commission  did,  notice  from  the 
Union  Pacific  Railroad  some  weeks  ago  that  it  desired  to  discon-  j 

tinue  certain  passenger  trains  because  of  military  exigencies.    As  is  j 

our  practice,  we  set  the  hearing  at  the  point  most  accessible  to  the 

i 
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people  of  the  State  that  were  interested  in  the  operation  of  these 
trains — at  Salina.  There  were  two  trains  running  out  over  branches 
from  that  town.  There  were  about  thirty  or  forty  communities 
that  were  interested,  and  they  had  representatives  that  came  there 
to  be  heard,  and  the  representatives  of  the  city  of  Salina  were  there 
to  be  heard. 

The  general  attorney  for  the  Union  Pacific  system,  Mr.  Loomis. 
of  Omaha;  the  general  passenger  agent,  Mr.  Bassenger;  the  general 
superintendent,  were  there,  and  a  number  of  other  local  operating 
officers.  The  room — a  larger  one  than  this — was  packed  with  people 
who  were  greatly  interested.  These  gentlemen  representing  each 
community  rose  in  their  turn  and  gave  the  reasons  why  these  trains 
should  not  be  withdrawn,  and  the  damage  it  would  do  to  them. 
After  they  were  through  the  officers  of  the  company  testified  as  to 
the  necessity  for  withdrawing  these  trains.  Mr.  Loomis,  who,  as  many 
of  you  gentlemen  know,  is  a  man  of  high  standing,  heard  the  whole 
case.  After  the  hearing  was  over  and  he  understood  the  situation,  he 
announced  that  the  road  would  not  ask  the  trains  to  be  withdrawn 
unless  it  became  an  absolute  military  necessity  in  order  for  it  to 
fulfill  the  obligations  which  the  Government  imposed  upon  it;  and 
every  representative  from  the  cities  and  towns  that  had  spoken  stated 
that  they  would  cheerfully  abide  by  any  decision  that  the  commission 
made  if  it  was  for  the  purpose  of  aiding  the  Government  in  the  con- 
duct of  the  war.  But  as  soon  as  the  necessity  was  over,  they  wanted 
the  trains  restored,  and  a  complete  understanding  was  had,  the  best 
of  feeling  prevailed,  and  we  have  received  no  further  request  from 
the  Union  tacific  officials. 

Now,  Mr.  McAdoo  can  establish  no  organization  that  can  deal 
with  questions  of  that  kind.  We  got  a  demurrage  order,  No.  3,  I 
think  it  is.  from  Mr.  McAdoo  the  other  day.  It  happened  to  be  one 
that  our  State  could  comply  with  without  serious  embarrassment,  and 
we  did  so.  But  we  in  this  train  case  would  have  gotten  an  order 
from  the  Director  General  to  permit  the  discontinuance  of  these 
trains.  He  would  not  have  known  anything  about  the  reasons  why 
they  ought  to  run,  he  would  have  gotten  his  information  from  some- 
body here  the  same  as  we  got  our  first  information  from  the  officers  of 
the  road,  and  it  would  have  been  done  to  the  detriment  of  the  company 
as  well  as  the  communities  served. 

Gentlemen,  when  you  lodge  such  power  in  the  hands  of  any  man 
to  determine  things  of  vital  concern  to  local  communities,  and  it 
may  be  done  without  the  local  communities  knowing  anything  about 
it  until  they  get  the  order,  you  commit  the  gravest  error,  in  my 
judgment,  in  lawmaking. 

Senator  Poindexter.  I  think  every  one  would  necessarily  agree 
with  everything  that  you  have  said  as  applied  to  normal  conditions. 
The  problem  here,  as  I  understand,  grows  out  of  alleged  war  neces- 
sities, and  everybody,  I  presume,  thinks  that  there  are  some  disloca- 
tions and  changes  necessary  and  incident  to  the  conduct  of  the  war. 
Where  would  you  lodge  that  power,  and  if  you  lodge  it  in  centralized 
Federal  authority,  where  would  you  draw  the  line  between  his  de- 
cisions and  the  conflicting  decisions  of  the  State  commissions  and 
the  Interstate  Commerce  Commission? 
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Mr.  Bbistow.  The  military  branch  of  the  Government,  and  the 
military  movement  is  supreme  over  all.  There  is  no  conflict.  If 
the  United  States  Government  orders  the  Union  Pacific  track  to  be 
cleared  in  order  that  40,000  troops  may  be  moved  in  24  or  48  hours 
from  Fort  Riley,  and  orders  the  Union  Pacific  to  furnish  the  equip- 
ment to  move  them,  everything  is  subordinate  to  that  and  everybody 
is  powerless  because  it  is  a  military  movement. 

Senator  Poindexter.  Suppose  that  this  central  authority  would 
decide  that  something  else  which  was  not  so  clearly  and  obviously 
legitimate  in  the  exercise  of  the  military  power  should  be  done,  and 
if  local  authorities  differ  about  it,  what  would  you  do,  where  would 
vou  draw  the  line? 

Mr.  Bristow.  Senator,  no  such  question  has  ever  arisen,  and  I  do 
not  think  we  ought  to  change  the  whole  fabric  of  our  laws,  because 
such  a  condition  might  somewhere,  some  time,  make  temporary  em- 
barrassment. I  do  not  think  you  can  point  to  a  single  instance  where 
the  exercise  of  any  State  authority  has  impeded  in  the  slightest  de- 
gree any  military  movement  or  impeded  the  military  efficiency  of 
(he  United  States.  If  you  can,  or  anybody  can,  I  would  like  to  know 
about  it,  because  I  would  just  like  to  know  how  it  was  done  and  why. 

Now,  before  we  change  a  policy,  which  has  ffrown  up  for  a  genera- 
tion has  become  more  userul  every  year  and  throw  us  into  utter 
chaos  and  confusion,  let  us  have  some  positive  fact  where  this 
policy  has  been  exercised  to  the  public  detriment,  cite  it,  so  that 
we  can  study  the  facts  and  not  the  theory. 

Senator  Cummins.  There  is,  however.  Senator,  granting  every 
force  to  what  you  have  just  said  about  the  movement  of  trains,  a 
vast  difference  between  controlling  the  movement  or  operation  of 
the  physical  property  and  fixing  the  rates  that  general  commerce 
shall  pay  for  transportation. 

Mr.  Bristow.  Or  course. 

Senator  Gore.  The  question  of  rates  may  be  a  financial  question, 
and  it  may  be  a  commercial  question ;  I  do  not  see  how  it  can  be  a 
military  question  at  all. 

Mr.  6riotow.  Of  course. 

Senator  Cummins.  I  have  not  heard  any  reason  given  by  anybody 
yet  to  indicate  that  we  ought  to  vest  that  power,  the  power  of  fixing 
rates,  in  the  hands  of  the  Director  General  of  Railroads. 

Mr.  Bristow.  But,  Senator,  this  bill  does  it. 

Senator  Cummins.  I  know  it  does  it,  and  I  have  been  insisting  it 
was  wrong  from  the  beginning,  on  that  point. 

Senator  Kellogg.  Senator,  if  you  have  finished  on  that  point  I 
would  like  to  ask  you  a  few  questions.  It  is  your  position  that  the 
State  commissions  exercise  a  very  valuable  function  in  many  matters 
of  service  in  the  State,  as  well  as  the  questions  of  rates? 

Mr.  Bristow.  I  think  so. 

Senator  Kellogg.  In  fact,  is  not  the  greatest  amount  of  the  service 
rendered  by  commissions  all  over  the  country  in  relation  to  service 
at  various  times — the  kind  of  stations  and  where  they  shall  be  located, 
the  connections,  the  wires,  and  the  stopping  of  trains,  and  innumer- 
able questions  as  to  local  service — that  is  the  largest  part  of  the  service 
performed,  is  it  not? 

Mr.  Bristow.  It  is,  especially  of  State  commissions. 
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Senator  Kellogg.  That  is  what  I  mean. 

Mr.  Bristow.  Yes. 

Senator  Kellogg.  Is  it  not  almost  impossible  for  the  central  gov- 
ernment to  do  that? 

Mr.  Bristow.  Absolutely  impossible. 

Senator  Kellogg.  Far  removed  from  the  people  i 

Mr.  Bristow.  Absolutely  impossible. 

Senator  Kellogg.  And  does  it  not  lead  inevitably  to  trying  to  do 
it  through  political  influence,  through  Members  of  Congress  and 
Senators  who  are  necessarily  in  Washington,  and  the  people  must 
reach  the  departments  through  them? 

Mr.  Bristow.  That  might.  I  can  see,  Senator,  that  would  be  very 
unfortunate  if  it  did  grow  up.  That  is  your  idea,  that  the  people 
along  these  two  branch  lines  out  of  Salina  would  have  begun  to  wire 
their  Congressmen  and  Senators  to  countermand  that  order  ? 

Senator  Kellogg.  They  are  sending  orders  in  here  by  the  hundreds 
to  have  freight  cars  returned  and  to  get  Mr.  McAdoo  to  do  this  and 
that  with  reference  to  the  local  operation  which  they  formerly  took 
up  with  the  State  commissions  and  with  the  officials  of  the  railroad. 
I  do  not  say  they  are  getting  it  done,  because  I  think  Mr.  McAdoo  is 
a  fairly  busy  man ;  but  it  is  being  done. 

Mr.  Bristow.  It  would  be  very  unfortunate,  of  course,  to  increase 
that  already  burdensome  and  very  undesirable  method  of  transacting 
public  business.  I  was  here  for  a  while,  and  the  most  disagreeable 
tasks  that  I  had  were  to  try  to  interfere  with  the  operation  of  depart- 
ments or  influence  the  departments  to  do  things.  You  only  have  one 
side  of  the  question  yourself.  You  are  burdened  with  innumerable 
details  that  you  can  not  satisfy — that  you  can  not  satisfactorily  per- 
form your  duties,  and  I  wished  there  was  some  way  of  getting  rid 
of  what  at  that  time  we  had.  I  would  not  want  it  increased  if  I 
were  going  to  serve  in  either  House. 

Senator  Kellogg.  It  seems  to  me  there  are  a  good  many  things 
that  the  Director  General  can  do  as  to  service  and  extensions  and 
betterments  and  running  of  trains  in  the  various  communities  that 
gives  him  great  power  over  the  commerce  of  this  country.  What 
is  your  idea  about  that? 

Mr.  Bristow.  I  think  it  is  tremendous,  gentlemen.  I  do  not  want 
the  gentlemen  to  think  that  I  am  over  earnest  in  this,  but  I  believe 
I  have  some  slight  comprehension  as  to  the  magnitude  of  the  question 
of  the  evils  that  may  follow  from  ill-advised  orders.  I  know  what 
would  happen.    It  is  unthinkable  to  me. 

Senator  Kellogg.  Bearing  right  on  that  question,  if  the  railroads 
had  been  given  the  power — it  may  be  an  academic  question,  as  they 
have  been  taken  over,  but  I  am  not  sure  it  is — to  issure  an  order 
taking  their  resources  and  cars,  operating  as  a  unit,  routing  traffic 
over  lines  leased,  congested;  pool  if  necessary,  but  under  the  direc- 
tion of  a  Government  official  who  would  see  that  it  was  enforced 
and  that  the  public  was  protected — why  would  not  that  have  covered 
everything  that  was  necessary  ? 

Mr.  Bristow.  Senator,  I  do  not  believe  that  that  kind  of  a  system 
is  practical.    It  will  take  me  a  good  while  to  go  into  that. 

Senator  Kellogg.  I  mean  just  for  war  operations. 

Mr.  Bristow.  For  immediate  purposes! 
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Senator  Kellogg.  For  immediate  purposes;  I  do  not  mean  per- 
manently. 

Senator  Robinson.  As  a  war  measure? 

Senator  Kellogg.  As  a  war  measure,  instead  of  taking  over  all  the 
railroads  and  operating  them  as  a  Government  property.  No,  I  do 
not  mean  that  as  a  permanent  thing.  I  do  not  think  it  is  prac- 
ticable. 

Mr.  Bristow.  Now,  Senator,  to  give  you  my  honest  judgment  on 
that  is  somewhat  difficult,  and  I  am  afraid  it  would  bring  in  somewhat 
extraneous  matters.  I  do  not  think  this  congestion  was  necessary.  I 
think  this  congestion  could  have  been  avoided  if  taken  in  time.  I  do 
not  believe  that  if  sufficient  foresight  and  wisdom  had  been  exercised 
we  need  have  been  confronted  with  this  calamitous  situation. 

Senator  Kellogg.  I  do  not  know  whether  you  are  familiar  with  it, 
but  the  testimony  shows  that  the  Government  priority  orders  that  were 
issued  by  the  thousands  had  a  great  deal  to  do  with  the  congestion. 

Mr.  Bristow.  Well,  I  did  not  want  to  go  into  the  discussion  of  that, 
because  it  would  involve  something  that  I  thought  was  not  pertinent ; 
but  in  order  to  answer  your  question,  I  would  have  to  state  that  as  a 
preliminary.  I  am  not  in  favor  of  the  railroads  pooling  into  one 
system  under  private  ownership  all  the  carrier  systems  of  the  country. 
I  think  that  would  be  dangerous. 

Senator  Kellogg.  I  was  just  thinking  of  the  war,  as  a  war  measure. 

Mr.  Bristow.  As  a  war  measure,  whether  that  would  have  been 
better  or  as  effective  as  this,  I  do  not  know. 

Senator  Poindexter.  Senator,  I  did  not  have  the  benefit  of  hearing 
all  your  statement,  but  you  did  state  after  I  came  in  that  you  thought 
the  manner  in  which  the  roads  were  taken  over  was  the  worst  way  it 
could  have  been  done. 

Mr.  Bristow.  I  do. 

Senator  Poindexter.  In  what  way  do  you  think  they  should  have 
been  taken  over? 

Mr.  Bristow.  If  the  committee  will  permit,  I  would  like  to  explain 
that  on  another  day.  It  is  a  little  long,  and  I  have  some  notions  that 
I  would  like  you  gentlemen  to  consider,  if  you  will. 

Senator  Poindexter.  I  would  like  to  hear  that. 

Mr.  Bristow.  I  desire  to  say  that  I  would  like  to  submit  my  views 
as  to  what  ought  to  be  done.  I  do  not  know  how  useful  it  will  be, 
but  having  criticized  the  bill  as  I  have,  I  think  I  ought  to  make  some 
suggestions  of  a  constructive  measure  for  whatever  they  are  worth. 

Senator  Poindexter.  That  is  the  reason  I  asked  you  that  question. 
I  want  to  get  the  benefit'  of  your  views,  and  I  would  like  you  to 
give  us  some  information — I  know  you  have  studied  the  question  a 
good  deal — as  to  the  use  that  can  be  made  of  water  transportation 
in  meeting  the  transportation  needs  of  the  country  and  because  of 
the  absence  of  water  transportation. 

Mr.  Bristow.  I  will  be  very  glad  to  give  you  my  views  on  that, 
Senator. 

Senator  Poindexter.  When  you  come  back  again? 

Mr.  Bristow.  Yes;  I  would  he  very  glad  to  do  that. 

Senator  Poindexter.  And  another  question  I  would  like  to  ask  you 
about — and  I  mention  it  in  order  that  you  may  reflect  upon  it  a 
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little — is  the  waste  transportation,  a  tremendous  economic  waste  in 
the  country  from  unnecessary  back  hauls  and  a  system  of  rates  and 
a  system  of  transportation  that  encourages  them. 

Mr.  Bristow.  I  will  be  very  glad  to  answer  you. 

Senator  Pomerene.  I  understand  that  it  has  been  arranged  to  have 
Secretary  McAdoo  before  the  committee  at  10  o'clock.  Is  there 
anything  further? 

Mr.  Bristow.  I  will  be  subject  to  the  call  of  the  committee  at  any 
time  to  finish. 

Senator  Pomerene.  I  so  understand.  The  committee  will  stand 
adjourned  until  10  to-morrow. 

(Thereupon,  at  4.50  o'clock  p.  m.,  the  committee  adjourned  until 
to-morrow,  Saturday,  January  19, 1918,  at  10  o'clock  a.  m.) 
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SATURDAY,  JANUARY   19,   1918. 

Committee  on  Interstate  Commerce, 

United  States  Senate, 

Washington,  D.  C. 

The  committee  met,  pursuant  to  adjournment,  at  10  o'clock  a.  m.  in 
room  No.  410,  Senate  Office  Building,  Senator  Ellison  D.  Smith 
presiding. 

The  Chairman.  The  committee  will  come  to  order. 

STATEMENT  OF  HON.  WILLIAM  0.  McADOO,  SECRETARY  OF  THE 
TBEASTJBT  AND  DIRECTOR  GENERAL  OF  RAILROADS. 

Mr.  Secretary,  the  committee  have  asked  you  to  come  down  and 
appear,  before  them,  and  we  would  like  to  have  you  address  yourself 
to  the  question  as  to  whether  or  not  the  proclamation  of  the  President 
under  the  act  of  August,  1916,  has  included  in  that  order  all  the  short 
line  railroads. 

Senator  Cummins.  I  suppose  you  mean  that,  among  other  things? 

The  Chairman.  Yes;  among  other  things,  are  they  included? 

Secretary  McAdoo.  Mr.  Chairman  and  gentlemen,  I  think  that  is 
a  question  of  fact  that  has  to  be  determined  by  an  investigation  of 
each  particular  case.  The  proclamation  in  its  general  terms — and 
you  are  familiar  with  it — takes  the  possession  and  control  of  every 
system  of  transportation  and  the  appurtenances  thereof.  The  proc- 
lamation of  necessity  had  to  be  drawn  in  the  language  of  the  statute 
and  it  had  to  be  comprehensive  in  its  terms.  Naturally  the  President 
did  not  have  time  to  investigate  the  condition  of  every  railroad  in 
the  country  before  the  proclamation  was  issued. 

Senator  La  Follette.  The  short  lines,  especially. 

Secretary  McAdoo.  The  short  lines,  especially.  Hence,  it  had  to 
be  left  to  investigation  after  the  proclamation  was  issued  as  to  really 
what  came  within  the  provisions  of  the  proclamation.  I  think  the 
determining  fact  must  be  whether  or  not,  first  of  all,  a  line  is  a  system 
or  a  part  of  a  system  of  transportation  in  the  contemplation  of  the 
law  and  the  proclamation,  and  that  in  turn  must  be  determined  by  the 
necessity  for  the  war  purpose.  We  are  having  these  cases  presented 
to  us  constantly  and  in  each  instance  thev  are  being  investigated  and 
as  rapidly  as  possible  decisions  are  being  made. 

The  Chairman.  The  idea  of  some  was  to  the  effect  that  the  proc- 
lamation had  included  all  the  lines,  all  the  railroad  lines,  including 
"  terminals,  terminal  companies,  and  terminal  associations,  sleeping 
and  parlor  cars,  private  cars,  and  private  car  lines,"  etc. 

The  idea  was  that  this  included  tnem  all,  and  it  was  only  a  question 
as  to  what  you  would  actually  use  in  reference  to  the  short  lines,  as 
much  so  as  what  you  would  use  even  in  a  part  of  the  system. 
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For  instance,  it  might  be  that  a  line  was  clearly  in  one  of  the 
systems,  and  it  might  be  for  the  best  interests  of  the  Government 
not  to  use  that  at  all.  That  would  be  a  question  for  you  to  decide, 
but  it  would  still  be  subject  to  treatment  and  compensation. 

Now,  do  the  short  lines  fall  into  that  same  category?  That  is  a 
question,  as  to  whether  you  will  use  them  or  not;  but  I  am  not  ques- 
tioning whether  they  are  included  in  the  order. 

Secretary  McAdoo.  I  am  frank  to  say  that  if  as  a  result  of  the  in- 
vestigations which  are  now  in  progress  any  short  line  is  found  to  be 
essential  to  the  transportation  systems  for  the  purpose  of  the  war  and 
for  the  purposes  for  which  the  proclamation  was  issued,  it  would  be 
included  of  course ;  but  in  each  instance  that  must  depend  upon  the 
facts  of  the  case. 

The  Chairman.  Would  those  short  lines  consider  themselves  ex- 
cluded until  specifically  included  by  a  direct  order? 

Secretary  McAdoo.  I  can  not  answer,  Senator,  as  to  what  they 
think  about  it.  It  presents  somewhat  of  an  anomalous  situation,  I 
confess.  Upon  the  issuance  of  the  proclamation — I  think  Commis- 
sioner Anderson  has  gone  into  that  probably  very  fully  with  the 
committee  already,  and  I  do  not  want  to  repeat  a  useless  statement- 
notices  were  sent  out  at  my  request  by  the  Interstate  Commerce 
Commission  to  all  the  transportation  systems  in  the  country,  and 
they  undoubtedly  took  the  lists  of  railroads  which  are  on  file  with 
the  commission  and  sent  the  printed  notice,  as  I  understood  it,  to 
every  railroad  in  the  country,  big  or  little. 

I  assume  that  the  roads  may  think — some  of  them  or  all  of  them 
which  received  that  notice — that  the  Government  has  taken  them 
over.  Perhaps  it  has — the  Government  has  constructively  taken 
them  over.  That  is  a  question  of  law,  I  think,  that  has  to  lie 
considered — a  question  of  law  and  of  fact.  The  only  safe  plan, 
of  course,  to  pursue — and  the  proclamation,  I  think,  of  itself,  covers 
it  very  fully — is  that  no  printed  notice  of  the  plan  I  describe  was 
necessary;  that  the  proclamation  covered  all  these  transportation 
systems,  for  the  very  obvious  reason,  as  I  said  before,  that  it  was 
impossible  to  make  a  specific  description  of  every  line,  system,  or 
part  of  a  system  that  was  to  be  taken,  and  it  provided  also  that  cer- 
tain lines  or  certain  parts  of  transportation  systems,  or  transporta- 
tion systems  of  themselves,  could  be  taken  back  if  necessary  or  de- 
sirable. 

So  that  I  feel  that  as  the  operation  of  the  lines  was  left  in  the 
hands  of  the  corporations,  their  directors  and  officers,  subject  to  the 
general  supervision  or  direction  or  control  of  the  Director  General, 
and  as  that  control  has  not  been  disturbed  in  any  matter  whatever— 
they  are  all  being  allowed  to  operate  just  as  they  were  before — that 
no  injustice  would  be  done  or  has  been  done  to  any  line  until  a  deter- 
mination can  be  made  as  to  its  status  under  the  proclamation. 

The  Chairman.  You  see,  the  question  that  confronts  the  commit- 
tee is,  we  are  attempting  to  fix  some  method  of  agreement  by  which 
these  systems  that  are  clearly  taken  under  control  can  be  agreed  with, 
and  the  short  lines  falling  into  a  different  class  will  have  to  be  treated, 
and  differently,  as  is  already  intimated  in  the  bill.  In  different  sec- 
tions of  the  bill  there  is  a  provision  made  that  different  treatment 
may  be  accorded  a  certain  class  of  roads  that  fall  into  a  different 
class  from  those  contemplated  in  section  1. 
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The  difficulty  that  confronts  the  committee  is  in  making  provisions 
for  that  class.  Then,  all  that  fall  in  that  class  would  naturally, 
under  the  law,  be  the  beneficiaries  or  the  subjects  of  the  law. 

Senator  Townsend.  Let  me  put  that  in  another  way,  because  it  is 
a  question  here  that  disturbed  me.  Do  you  regard  this  order  as 
probably  having  taken  over  all  the  railroads  until  upon  investigation 
vou  shall  exclude  certain  railroads  ? 

Secretary  McAdoo.  Senator,  of  course,  as  to  the  big  systems  that 
are  obviously  essential,  I  do  not  think  any  question  at  all  arises. 
I  think,  as  to  the  small  lines,  the  Government  has  constructive  posses- 
sion of  them,  and  that  we  shall  have  to  determine  from  the  facts 
presented  whether  they  are  actually  needed  or  required.  It  seems 
to  me  a  very  simple  and  very  logical  process.  We  are  having  in- 
quiries from  the  short-line  railroads,  and  we  are  making  decisions 
on  these  questions  every  day.  Quite  a  number  of  them  iiave  been 
notified  that  they  are  not  taken  over.  Just  a,s  rapidly  as  we  can 
reach  them  all — there  are  quite  a  number  of  them — the  decisions 
will  be  made.  I  had  assumed  that  the  bill  made  adequate  provision 
for  compensation  of  those  short  lines  that  are  taken  over,  and  if  the 
biU  does  not  so  provide,  as  far  as  I  am  concerned,  I  do  not  ,see  any 
objection;  on  the  contrary,  I  think  a  provision  ought  to  be  made 
that  in  all  such  cases  where  the  short  lines  are  taken  over,  a  fair 
basis  for  determining  compensation  should  be  provided. 

Senator  Cummins.  Did  I  understand  you  correctly  to  say  that  some 
of  these  smaller  lines  have  already  been  notified  that  they  were  net 
included? 

Senator  Watson.  In  determining  whether  or  not  a  small  line  is  to 
be  taken  over,  or  in  excluding  one  that  may  be  constructively  taken 
over,  do  you  take  into  consideration  what  the  effect  of  its  exclusion 
will  have  on  the  small  line,  or  do  you  consider  only  the  general  trans- 
portation problem? 

Secretary  McAdoo.  I  think  we  must  consider  it  solely  from  the 
standpoint  of  public  necessity,  and  whether  it  is  required  for  the 
uses  of  the  war. 

Senator  Cummins.  Mr.  Secretary,  how  is  any  particular  road  to 
ascertain  whether  it  is  entitled  to  get  compensation  for  the  use  of 
its  property. 

Secretary  McAdoo.  I  do  not  understand. 

Senator  Cummins.  How  is  any  particular  road  to  ascertain  whether 
from  now  on,  or  from  the  31st  01  December  on,  it  is  entitled  to  just 
compensation  for  the  use  of  its  property  ?  In  other  words,  must  that 
depend  upon  some  subsequent  action  of  the  Director  General  or  the 
President,  or  is  what  has  already  been  done  equivalent  to  taking  it 
over  so  that  it  is  entitled  to  get  compensation  ? 

Secretary  McAdoo.  Of  course,  it  is  rather  difficult  to  answer  such 
questions,  Senator,  categorically,  and  I  only  want  to  state  my  im- 
pressions without  undertaking  to  pass  upon  the  legal  questions  in- 
volved in  your  inquiries.  I  should  say  that  any  railroad  which  is  in 
the  so-called  twilight  zone,  whose  status  is  not  already  determined, 
would  have  its  claim  for  compensation  if  as  a  result  even  of  the  con- 
structive possession  that  I  described  any  injury  had  been  done  to  it 
while  that  constructive  possession  existed. 
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Every  short-line  railroad  in  this  country  is  operating  exactly 
as  it  did  when  the  President's  proclamation  issued.  Not  one  of  them 
has  been  disturbed,  no  control  has  been  exercised  over  them — no 
actual  control.  They  are  going  along  just  as  they  did  before,  except 
as  they  may  themselves  voluntarily  alter  the  status.  Of  course,  I 
do  not  know  what  they  have  done  in  that  respect,  but  their  ordinary 
business  and  operations  have  not  been  affected  in  any  degree — that 
is,  practically— so  far  as  the  Government  is  concerned. 

Senator  Cummins.  Suppose  the  Government  had  diverted  traffic 
from  some  short-line  road  for  a  war  necessity  contrary  to  the  routing 
of  the  shipper,  would  you  regard  that  as  a  case  in  which  the  road 
was  in  the  control  of  the  Government  and  that  it  would  be  entitled 
to  just  compensation? 

Secretary  McAdoo.  I  think  that  is  a  case  where  they  could  make 
their  claim,  and  it  would  be  determined  upon  its  merits,  of  course. 

Senator  Kellogg.  You  do  not  mean  to  say  that  because  all  of  these 
short-line  railways  have  had  certain  divisions  of  rates  with  the  main 
lines,  and  that  certain  traffic  which  the  Government  may  see  fit  to 
take  away  from  them,  and  route  over  its  own  lines,  the  Government 
is  going  to  compensate  them  for  these  damages? 

Secretary  McAdoo.  No.  sir;  I  do  not  say  it  must.  I  say  it  is  a 
claim,  of  course,  they  could  present  to  the  courts. 

Senator  Cummins.  Is  it  a  claim  that  would  be  recognized? 

Secretary  McAdoo.  I  think  it  is  a  question  of  fact  whether  any 
damages  resulted  from  any  action  of  the  Government.  I  think  it  is  a 
question  of  fact  as  to  whether  any  injury  had  been  done. 

Senator  Kellogg.  No  legal  damage  has  been  done  them  that  they 
would  have  a  cause  of  action  for  against  anybody. 

SecretaryMcADOO.  That  is  for  the  court  to  decide,  as  I  said  before. 

Senator  Kellogg.  That  seems  to  me  so  perfectly  evident  that  they 
do  not  need  a  court  to  decide  it. 

Secretary  McAdoo.  Still,  people  do  present  claims  when  evidently 
they  have  no  justification  for  them,  and  the  courts  have  to  determine 
such  cases. 

Senator  Kellogg.  It  is  claimed  here  as  to  these  short-line  railroads, 
that  there  are  about  800  of  them  in  the  United  States,  involving  a 
capitalization  of  more  than  a  billion  dollars;  that  they  serve  their 
local  communities,  they  reach  new  industries,  they  are  developing  new 
country,  and  they  are  dependent  upon  trunk  lines  in  many  cases  for 
equipment  and  for  division  of  business;  that  many  of  them  reach 
points  reached  also  by  the  trunk  lines,  and  that  the  Government,  hav- 
ing taken  over  the  trunk  lines,  will  naturally  route  all  its  freight  by 
one  of  its  own  lines  and  cut  them  off. 

In  certain  cases,  as  I  recollect  it,  they  say  that  has  already  been 
done  and  that  will  bankrupt  a  large  number  of  these  small  independ- 
ent short  lines,  who  heretofore  have  been  dependent  upon  competi- 
tive business  with  the  trunk  lines,  and  that  the  Government  ought  to 
take  them  all  over,  as  it  is  going  to  take  over  the  trunk  lines.  I 
would  like  to  have  you  pass  on  that. 

Secretary  McAdoo.  Of  course,  Senator,  I  can  not  tell  what  rerout- 
ing of  traffic  is  going  to  be  essential  to  the  purposes  of  the  war.  I 
think  if  such  shall  be  necessary  to  conserve  the  interests  of  the  Nation, 
it  ought  to  be  done,  and  if  somebody  or  some  interest  gets  incidentally 
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hurt  by  it  he  must  stand  it ;  we  can  not  compensate  for  every  im- 
agined injury  or  every  anticipated  injury  from  an  alteration  of 
conditions.  There  have  been  great  changes  in  the  country  and  many 
readjustments  are  now  in  process  as  a  result  of  the  war  conditions, 
and  many  people  are  being  affected  by  it;  but  the  Federal  Treasury 
can  not  reimburse  for  every  injury,  real  or  imaginary. 

Senator  Townsend.  Or  indirect  ? 

Secretary  McAdoo.  Or  indirect  injuries  that  people  may  suffer  as 
a  consequence  of  war.  I  may  say  this :  I  do  not  think  the  Govern- 
ment should  draft  a  needless  railroad  into  the  service  of  the  country, 
which  imposes  a  burden  upon  the  Treasury  of  the  United  States, 
any  more  than  it  should  draft  a  crippled  individual  into  the  ranks 
of  the  Army  when  he  can  not  perform  service.  The  Treasury  of 
the  United  States  has  all  it  can  carry,  and  I  think  we  should  all  be 
culpable  if  we  took  over  any  property  not  needed  for  war  purposes, 
which  would  impose  an  additional  charge  upon  the  Treasury  or  an 
additional  burden  upon  the  public.  I  think  the  incidental  losses 
which  individuals  or  corporations  may  suffer  as  a  result  of  this  war 
must  be  suffered,  and  for  my  own  part  I  do  not  contemplate,  as 
far  as  I  can  see  the  problem  after  three  weeks  of  strenuous  time 
here — and  I  confess  I  do  not  know  all  about  it  and  think  it  will 
take  me  a  much  longer  time  than  three  weeks  to  learn — but  from 
that  experience  I  confess  I  can  not  see  why  there  should  be  such 
disturbance  about  the  status  of  the  business  of  the  short  line  rail- 
roads. Naturally,  every  transportation  agency  in  the  country, 
whether  a  part  of  a  system  which  the  Government  controls  or 
nor,  is  going  to  be  given  as  fair  an  opportunity  to  exist  as  the 
conditions  permit.  There  is  no  intention  or  purpose  on  my  part, 
so  far  as  intentions  and  purposes  go,  to  do  any  injustice  to  the  short- 
line  railroads.  I  think  they  should  be  helped,  so  far  as  it  is  possible 
to  help  them,  consistent  with  the  supreme  need  of  the  nation.  That 
is  the  determining  factor,  and  I  do  not  think  any  of  us  have  a  right 
to  view  it  from  any  other  angle. 

The  Chairman.  You  see,  Mr.  Secretary,  one  reason  why  this  ques- 
tion is  more  acute  now  than  it  would  be  otherwise  is  that  we  have  sud- 
denly and  violently  gone  from  a  competitive  system,  encouraged  by 
all  previous  legislation,  to  a  unified  and  noncompetitive  system,  and 
these  small  roads  have  been  recognized  as  one  of  the  competitive  fac- 
tors, are  doing  a  common-carrier  business,  and  so  reorganized  by  the 
Interstate  Commerce  Commission,  and  they  interchange  cars  and  in- 
terchange roadbeds. 

Secretary  McAdoo.  That  has  not  been  interfered  with.  As  a  mat- 
ter of  fact,  Senator,  it  seems  to  me  they  are  hollering  before  they 
are  hit.  When  they  are  hit,  I  think  if  it  is  the  result  of  any  direct 
act  of  the  Government  for  which  any  liability  should  result  or  does 
result — why,  the  remedies  are  provided.  They  have  their  oppor- 
tunity to  present  their  claims  and  to  have  them  adjudicated.  If  the 
bill  does  not  so  provide,  it  ought  to  do  so. 

The  Chairman.  I  want  to  get  clear  in  my  mind  this:  As  I  men- 
tioned a  moment  ago  you  could  take  any  part  of  the  system  and  use 
it,  when  the  whole  system  is  included,  to  the  exclusion  of  a  part  which 
might  be  a  branch  line  of  a  system ;  but  the  compensation  that  we  are 
providing  now  for  that  system  in  reference  to  its  branch  line  com- 
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pensates  it  just  as  though  the  branch  line  was  used.  It  makes  no 
difference  to  them  whether  you  use  a  part  of  the  system,  all  of  the  sys- 
tem, or  none  of  the  system,  they  will  get  their  compensation. 

Now,  do  you  consider  these  short  lines  as  a  part  of  the  continental 
system,  as  you  consider  a  branch  line  a  part  of  an  individual  system  \ 

Secretary  McAnoo.  I  should  consider  them  so  if  they  are  essential 
as  a  part  of  the  war  necessity,  and  the  facts  must  determine.  As 
I  understand  this  bill,  we  are  not  attempting  to  fix  the  compensation 
of  anybody ;  we  are  simply  attempting  to  determine  a  rule  by  which 
every  interest  affected  may  have  its  compensation  determined  in 
the  light  of  the  facts,  either  in  court  or  by  an  agreement. 

Senator  Cummins.  That  is  stating  it  a  little  too  broadly,  from  my 
point  of  view,  Mr.  Secretary.  This  bill  does  not  make  provision  for 
compensation  to  any  railroad  company  unless  the  Government  has 
taken  possession  and  assumed  control  or  its  road. 

Secretary  McAdoo.  I  meant  that,  of  course,  Senator. 

Senator  Cummins.  And  our  difficulty,  I  take  it,  is  with  regard  to 
the  possession  and  control,  and  what  constitutes  possession  and  con- 
trol, of  any  particular  road.  If  we  desire  to  make  compensation  to 
those  companies  whose  business  is  affected  but  whose  control  over 
the  physical  property  is  in  no  wise  interfered  with,  we  will  have  to 
go  much  farther  than  we  have  gone  in  this  bill. 

Secretary  McAdoo.  I  have  assumed,  gentlemen,  that  this  bill  would 
not  undertake  to  pass  upon  the  question,  and  it  does  not — I  assume 
that  you  have  no  such  purpose  in  your  mind — as  to  what  is  or  is  not 
taken  over  by  the  Government  under  this  proclamation.  That  must 
be  determined  by  an  investigation. 

My  general  view  is  this — and  I  am  not  attempting  to  speak  from  a 
legal  standpoint  as  much  as  from  the  standpoint  of  common  sense 
and  fact — my  view  is  that  it  is  the  duty  of  tnc  Director  General  as 
quickly  and  as  expeditiously  as  possible  to  determine  by  an  investi- 
gation of  the  facts  in  each  particular  case  what  railroads  or  systems 
of  railroads  or  parts  of  railroads  the  Government  needs  for  the  pur- 
pose of  this  proclamation,  and  that  the  carriers  shall  be  notified  in 
each  instance  whether  or  not  they  are  taken  over.  That  is  in  process 
and  has  been  in  process  almost  from  the  day  the  proclamation  was 
issued. 

As  to  the  railroads  which  the  Government  does  take  over,  compen- 
sation is  to  be  provided  under  the  terms  of  the  law  that  you  pass. 
As  to  whether  or  not  somebody's  interests  outside  of  the  class  I  have 
described  is  affected,  and  as  to  whether  if  affected  the  Government 
has  incurred  a  liability,  is  something,  it  seems  to  me,  for  the  courts  to 
determine.  I  can  not  determine  that  question,  and  I  do  not  think 
this  committee  can  determine  it  unless  it  should  simply  impose  an 
arbitrary  requirement  on  the  President  to  take  over  every  railroad 
and  to  compensate  them,  whether  they  are  needed  or  not. 

Senator  Underwood.  Mr.  Secretary,  let  me  ask  you  a  question.  I 
do  not  think  it  is  a  legal  question  that  is  involved.  You  stated.  I 
think,  the  difficulty  with  these  short-line  railroads,  that  you  think 
they  will  not  be  taken  over  and  may  not  be  taken  over,  is  "an  appre- 
hension that  under  the  Government  management  of  the  main  sys- 
tems business  will  be  diverted  from  their  roads  which  they  now  have. 
Tinder  the  operation  of  the  Government  system  would  there  be  any 
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inclination  on  the  part  of  the  Government  management  to  divert 
business  from  the  lines  of  the  shorter  railroads  that  are  not  taken 
over,  except  where  the  war  necessity  requires  it  ? 

Secretary  McAdoo.  Except  where  the  war  necessity  and  the  public 
interest  demanded  it,  it  is  obvious  that  it  ought  not  to  be  done. 

Senator  Underwood.  The  Government  would  be  inclined  to  see 
that  their  ordinary  business  was  given  to  them? 

Secretary  McAdoo.  Of  course.  As  far  as  that  is  possible  and  is 
compatible  with  the  public  interest,  Senator,  it  is  going  to  be  done. 
There  is  no  disposition  to  rip  anybody  up  the  back;  there  is  every 
desire  to  see  that  the  short  roads  shall  have  as  fair  and  just  treatment 
as  possible  in  the  circumstances. 

Senator  Underwood.  And  they  would  be  given  the  same  oppor- 
tunity to  get  cars  for  the  transportation  of  freight  going  over  the 
short  line  railroads  not  included  as  they  would  as  handled  by  the 
railroads  before  they  were  taken  over? 

Secretary  McAdoo.  Of  course,  I  say  so  far  as  it  is  compatible  with 
the  public  interest  for  the  determining  purposes  of  the  war.  I  repeat 
that  my  conception  of  this  situation  is  that  all  these  lines  ought  to  be 
kept  going  as  far  as  it  is  possible  to  do  it,  whether  or  not  they  are 
taken  over  by  the  Government.  I  mean  those  that  are  excluded  from 
Government  control.  And  it  is  my  purpose  to  see  that  they  are 
treated  with  the  utmost  possible  fairness  and  consideration.  Judge 
Payne  called  my  attention  to  one  particular  case  where  a  short  line 
railroad  was  complaining  that  it  was  not  receiving  fair  treatment, 
and  the  matter  was  immediately  corrected.  The  corporations  were 
advised  that  such  discriminations,  unless  necessary,  must  not  be  con- 
tinued. 

Senator  Gore.  I  can  give  you  a  case  exactly  in  point,  Mr.  Secre- 
tary, and  one  in  which  I  feel  some  interest.  The  Kock  Island  runs 
from  Memphis  to  Oklahoma  City,  and  another  line,  the  Iron  Moun- 
tain, runs  from  Memphis  to  Little  Rock,  but  does  not  go  to  Oklahoma 
City.  It  gets  into  Oklahoma  City  over  the  Fort  Smith  &  Western, 
and  makes  a  longer  route.  The  Rock  Island  is  the  short  road,  a  new 
road,  one  which  was  financially  embarrassed,  but  last  year  its  earn- 
ings were  three  or  four  fold  over  its  average  years  ago.  That  is  due 
to  the  increased  traffic  they  get  from  this  arrangement  with  the 
Iron  Mountain.  If  the  traffic  were  diverted  and  carried  over  the 
shorter  line  of  the  Rock  Island  it  would  mean  a  considerable  loss  to 
the  Fort  Smith  &  Western. 

Secretary  McAdoo.  I  should  say  in  a  case  of  that  kind,  Senator, 
that  if  it  were  necessary  to  move  troops  or  to  move  supplies  that  were 
essential  to  the  armies,  or  essential  tor  military  purposes,  to  divert 
that  traffic  from  either  of  those  lines  to  some  other  line,  if  it  existed, 
why  obviously  the  supreme  duty  would  be  to  divert  it. 

Senator  Gore.  There  is  no  doubt  on  earth  about  that. 

Secretary  McAdoo.  I  think  that  we  can  not  legislate  with  respect 
to  the  fears  or  the  anticipated  difficulties  of  the  situation.  It  seems 
to  me  we  must  steer  and  hold  a  very  straight  course  to  the  supreme 
purpose  and  need  here. 

Senator  Gore.  There  could  not  be  any  controversy  about  that,  Mr. 
Secretary;  the  necessity  would  dominate  over  all  other  considera- 
tions. But  the  point  was  that  it  would  entail  a  great  deal  of  loss  to 
this   road. 
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Secretary  McAdoo.  Yes. 

Senator  Gore.  And  if  it  was  not  taken  over  it  should  receive  com- 
pensation  ? 

Secretary  McAdoo.  If  a  man  has  four  or  five  sons,  or,  say  one 
son  in  the  Army,  and  he  is  killed  in  battle,  that  man  suffers  a  loss 
too,  but  that  is  part  of  the  war  sacrifice  and  it  can  not  be  avoided. 
We  must  face  those  things. 

Senator  Gore.  We  have  undertaken  to  give  some  remuneration 
to  the  family  of  the  deceased. 

Secretary  McAdoo.  That  is  inconsequential  as  compared  with  the 
sacrifice. 

Senator  Gore.  There  is  no  doubt  about  that. 

Secretary  McAdoo.  And  this  is  inconsquential  as  compared  with 
any  war  purpose. 

Senator  Gore.  The  question  is  whether  the  suffering  of  the  loss 
is  justified.  You  can  not  keep  a  man  from  being  killed  if  he  is  put 
into  battle  and  is  killed. 

Secretary  McAdoo.  My  point  is  thisr  Senator:  Every  effort  will 
be  made  and  should  be  made  to  prevent  unnecessary  loss  to  short 
line  railroads  or  any  other  railroads  while  under  Government  con- 
trol. I  think  that  it  is  obviously  the  duty  of  all  of  us  to  try  to  miti- 
gate losses  and  avoid  unnecessary  sacrifices;  but  the  point  I  want  to 
impress  is  if  such  things  are  inherent  in  the  situation  and  can  not 
be  avoided,  why  the  Government  can  not  undertake  to  compensate 
for  all  of  those  things,  whether  losses  have  occurred  to  railroads 
or  individuals  or  firms  or  corporations  engaged  in  industry.  You 
have  to  face  those  situations. 

The  Chairman.  Mr.  Secretary,  let  me  ask  a  question  to  clarify 
this  now  in  my  own  mind.  Under  your  interpretation  of  the  procla- 
mation, the  system  or  systems  of  roads  in  the  proclamation  have 
been  included.  The  short  lines  have  not  been  included  and  will  only 
be  included  as  specifically  ordered? 

Secretary  McAdoo.  As  decisions  are  reached,  Senator,  it  will  be  de- 
termined whether  any  of  those  roads  is  included  in  the  President's 
proclamation. 

The  Chairman.  But  that  the  large  systems  have  been  included  ? 

Secretary  McAdoo.  The  large  systems  are  obviously  included 
already,  because  you  can  not  avoid  taking  them  and  they  are  clearly 
systems  of  transportation,  and  so  interpreted  under  the  proclamation 
and  under  the  law  justifying  the  proclamation. 

Senator  Robinson.  Have  you  worked  out  yet,  and  do  you  care  to 
state,  Mr.  Director  General,  the  primary  principles  upon  which  you 
determine  whether  a  short-line  road  is  required  in  the  present  emer- 
gency by  the  Government  ? 

Secretary  McAdoo.  I  do  not  think  there  is  any  one  determining 
principle  except  the  one  as  to  whether  or  not  in  our  view  it  is  re- 
quired for  the  war  purpose  and  will  be  useful  or  necessary  in  carrying 
forward  the  operations  of  the  war  in  conjunction  with  the  systems 
of  transportation  already  taken  over.  I  think  the  facts  in  each  case 
have  tp  determine  that. 

Senator  Robinson.  You  determine  that  according  to  the  facts  as 
they  now  exist,  or  probably  will  exist  in  the  early  future.  If  the  con- 
dition changes  which  makes  it  necessary  to  use  a  road  that  you  do 
not  need  to  use  now,  you  will  take  that  hereafter? 
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Secretary  McAdoo.  Exactly,  and  I  may  state  the  same  question  has 
arisen  here  about  the  canals.  There  are  a  number  of  canals  in  the 
country  that  may  be  utilized  with  very  great  advantage,  and  they 
are  not  yet  taken  over  by  the  President's  proclamation;  but  if  it 
should  develop  as  we  go  along  that  canals  are  required  action  will  be 
taken  with  respect  to  them.  The  bill-  also,  as  you  see,  provides  that 
inland  waterways  may  be  used,  and  out  of  the  fund  which  is  provided 
here  expenditures  may  be  made  for  the  necessary  equipment  to  make 
those  inland  waterways  serviceable.  In  each  of  those  cases  you  must 
determine  after  some  study  of  the  problem  as  to  which  ought  to  be 
developed  and  used,  and  the  same  rule  applies,  I  think,  to  all  the 
railroads. 

Senator  Pomerene.  Mr.  Secretary,  to  follow  your  thought  as  to 
the  control  which  you  intend  to  exercise  a  little  further,  I  want  to 
ask  your  view  for  the  purpose  of  developing  the  matter  a  little 
further.  There  is  a  fund  provided  here  to  enable  the  Government  to 
finance  those  roads  that  may  have  maturing  obligations  such  as  a 
bonded  debt,  and  so  forth,  or  current  bills  maturing.  Of  course,  I 
assume  that  you  expect  to  give  such  financial  assistance  as  may  bo 
necessary  to  those  lines  which  are  in  fact  taken  over,  if  necessary  ? 

Secretary  McAdoo.  If  necessary. 

Senator  Pomerene.  Yes,  surely.  But  what  will  be  your  policy 
with  respect  to  those  roads  that  may  be  embarrassed  by  tne  fact  that 
the  Government  has  assumed  control  of  the  general  railway  systems 
but  which  roads  have  not  been  taken  over,  or  rather,  have  been 
excluded  from  Government  control? 

Secretary  McAdoo.  Clearly  we  should  not  have  any  power  to  do 
anything  with  them  under  this  bill. 

Senator  Pomerene.  That  is,  you  have  no  policy  looking  to  the 
financing  of  such  roads  as  that  ? 

Secretary  McAdoo.  I  do  not  see  that  we  could  possibly  do  any- 
thing with  respect  to  such  property,  Senator. 

Senator  Pomerene.  Well,  that  is  my  view  about  it.  I  wanted  you 
to  make  clear  your  own  position. 

Secretary  McAdoo.  Any  more  than  we  should  with  industries  or 
individuals  affected  by  the  war.  Let  me  say  this  to  illustrate  my 
point:  Nearly  every  investment  and  banking  house  in  the  United 
States  which  was  engaged  in  the  selling  of  securities  for  profit  has 
practically  found  its  business  destroyed.  The  Government's  finan- 
cial operations  have  necessitated  the  absorption  practically  of  all  of 
the  money  that  those  investment  houses  used  to  resort  to  for  the 
sale  of  securities  of  corporations.  I  mean  their  business  is  prac- 
tically gone  for  the  moment,  or  for  the  present.  We  can  not,  of 
course,  compensate  for  those  losses.  The  Federal  Treasury  could 
not  take  care  of  the  infinite  number  of  demands  that  would  be  made 
upon  it.  Somebody  has  to  make  sacrifices  besides  the  men  who  go  out 
and  die  on  the  battle  field. 

Senator  Pomerene.  There  can  not  be  any  question  that  the  road 
not  taken  over,  unless  it  has  a  legal  contract  tor  certain  traffic  with 
another  road,  has  got  no  case  for  damages  against  the  Government, 
whether  its  business  is  entirely  taken  away  or  not,  can  it? 

Secretary  McAdoo.  I  think  you  are  right,  Senator,  although  I  am 
not  undertaking  to  render  judgment  on  a  legal  proposition  of  that 
kind.    As  a  one-horse  lawyer,  I  agree  with  you. 
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The  Chairman.  Mr.  Secretary,  I  think  the  committee  pretty  thor- 
oughly understands  your  interpretation  of  this.  Are  there  any  other 
matters  that  you  .would  like  to  discuss? 

Secretary  McAdoo.  I  do  not  think  I  have  anything  in  particular, 
gentlemen,  that  I  should  like  to  say  to  you  about  the  bill.  I  under- 
stand it  has  been  very  exhaustively  considered  here  and  I  do  not 
want  to  thrash  over  old  straw.  I  should  be  very  glad,  however,  if 
the  committee  would  allow  me  to  say  a  few  things  to  them  in  execu- 
tive session  about  one  feature  of  this  bill  that  I  Should  prefer  to 
discuss  with  the  committee  in  such  session. 

Senator  Robinson.  Before  that  is  done,  Mr.  Director  General,  I 
would  be  very  glad  to  have  you  state  some  of  the  reasons  which  in 
your  opinion  justify  and  make  necessary  Federal  control,  if  you 
care  to  go  into  that. 

Secretary  McAdoo.  I  do  not  think  I  can  add  anything  now  to  the 
discussion,  Senator.  I  think  it  was  obvious  that  Federal  control 
would  have  to  be  asserted  over  the  transportation  systems  in  order 
to  get  a  more  efficient  operation  and  to  get  increased  facilities  for  the 
demands  of  the  war,  primarily  the  military  necessity.  I  think  that 
under  the  competitive  system  of  management  it  was  impossible  to 

fet  the  coordination  of  facilities  which  is  essential  at  this  time.  The 
'resident's  proclamation,  as  well  as  his  address  to  Congress,  and 
Mr.  Anderson's  testimony  before  the  committee,  which  I  have  read 
in  part,  stated  the  case  very  fully. 

Senator  Robinson.  You  are  convinced,  then,  that  it  was  necessary 
in  a  proper  and  efficient  conduct  of  the  war? 

Secretary  McAdoo.  I  think  it  was  essential  not  only  for  that,  but 
also  to  settle  a  very  serious  situation  which  was  affecting  the  whole 
basis  of  credit  in  the  country.  That  was  incidental  to  the  other.  It 
was  just  as  well  to  settle  both  of  those  issues  while  we  had  the  oppor- 
tunity to  do  it.  I  think  the  President  stated  the  case  admirably  in 
his  address  to  the  Congress,  and  also  in  his  proclamation. 

Senator  Robinson.  I  think  so,  too,  but  you  are  bound  to  know 
that  the  question  has  been  the  subject  matter  of  a  great  deal  of  dis- 
cussion, even  before  this  committee,  and  it  has  been  very  strongly  op- 
posed by  many. 

The  Chairman.  Mr.  Secretary,  can  you  state  specifically  just  how 
it  was  affecting  the  basis  of  credit  throughout  the  country  ? 

Secretary  McAdoo.  There  was  something  like  $11,000,000,000.  for 
instance,  of  railroad  bonds  and  obligations  held  not  only  by  indi- 
viduals but  in  very  large  part  by  banks  and  trust  companies  and 
fiduciary  institutions  in  the  country.  They  are  an  essential  part  of 
our  financial  structure,  the  basis  of  an  immense  amount  of  credit  in 
the  country  upon  which  business  is  being  done,  and  the  value  of 
those  securities  had  shrunk  very  much  under  the  uncertainties  of  the 
situation.  The  discussions  about  the  railroad  rates  and  the  inability 
of  the  railroads  to  earn  what  they  thought  was  necessary  to  enable 
them  to  make  improvements  on  their  property,  and^  the  growing 
difficulties  of  selling  securities  for  the  purpose  or  making  the  neces- 
sary additions  to  equipment  and  improvements  required  to  enable 
them  to  meet  the  unusual  demands  tnrown  upon  them,  not  only  by 
the  activities  of  the  war,  but  by  the  ordinary  growth  of  the  country 
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had  finally  developed  a  situation  where  something  had  to  be  done  to 
stabilize  or  to  clarify  the  railroad  position  in  the  country. 

The  financial  operations  of  the  Government,  those  growing  out  of 
the  war,  its  direct  operations,  are  of  course  affected  by  the  condition 
of  the  markets  of  the  country,  and  if  such  a  large  part  of  the  credit 
basis  of  the  country  as  these  securities  offered  was  in  doubt,  or  occu- 
pied an  anomalous  position,  shrinking  in  value  all  the  time,  with 
shrinkage  in  value  of  the  assets  of  the  savings  banks  and  trust  com- 
panies and  banks,  as  well  as  in  the  credit  power  of  firms,  individuals, 
and  corporations  which  had  a  large  part  of  their  assets  invested  in 
such  securities,  and  which  had  to  use  them  as  the  basis  of  credit  which 
they  had  to  get  from  banks,  a  very  serious  situation  was  presented 
to  the  country. 

The  Chairman.  Growing  out  of  the  Government's  demand  on  the 
money  market. 

Secretary  McAdoo.  That,  I  say,  in  connection  with  the  condition 
of  the  railroads  generally.  Some  of  them  had  broken  down  very 
badly  under  the  strain  of  the  increased  burden  that  had  been  imposed 
on  them,  and  they  were  finding  it  difficult  to  finance  their  necessities 
for  additional  equipment  and  betterments  and  improvements,  and  so 
the  whole  situation  was  one  which  had  to  be  dealt  with. 

The  Chairman.  Mr.  Secretary,  may  I  ask  you  this  question,  so  as 
to  keep  this  clearly  in  line  with  wnat  you  are  now  saying  ?  Is  it  your 
opinion  that  this  congestion  grew  out  of  a  lack  of  facilities  rather 
than  out  of  a  lack  of  the  proper  use  and  the  full  use  of  the  facilities 
that  we  now  have? 

Secretary  McAdoo.  It  grew  out  of  both.  It  grew  out  of  insufficient 
facilities,  as  well  as  an  inability  under  separate  managements  to 
coordinate  thoroughly,  •and  effectively  use  the  combined  facilities  of 
the  railroads. 

The  Chairman.  Under  the  restrictive  laws  that  we  had? 

Secretary  McAdoo.  Yes;  and  under  the  autonomous  managements 
of  the  different  railroads.  Of  course  every  railroad  manager,  of 
necessity,  felt  the  obligation  to  the  owners  or  the  property  to  get  all 
the  business  he  could.  That  was  his  duty.  The  roads,  quite  nat- 
urally, were  taking  all  the  traffic  they  could  carry,  and  more  than 
they  could  carry,  with  resulting  congestion. 

Under  the  unified  control,  it  is  possible  to  make  common  use  of 
all  tracks  and  facilities  and  equipment.  I  may  illustrate  it  at 
once  by  saying  to  you  that  when  I  took  charge  of  the  railroads  I 
found  on  the  eastern  lines  a  terrible  congestion  of  traffic,  which  has 
not  yet.been  relieved,  and  that  was  due  not  only  to  the  fact  that  they 
had  insufficient  facilities  of  all  kinds ;  that  is,  on  the  most  congested 
systems,  but  they  had  an  insufficient  amount  of  motive  power.  The 
railroad  equipment  of  the  country,  the  cars  of  the  country,  might  be 
sufficient  for  immediate  needs  if  we  could  only  get  the  use  of  them, 
but  as  long  as  a  large  percentage  of  them  are  used  for  warehouse 
purposes  and  kept  standing  in  terminals  idle,  the  car  equipment  of 
the  country  is  not  sufficient  for  the  need. 

Let  us  take  the  question  of  motive  power  alone.    Upon  an  investi- 

fation,  I  found  that  the  railroad  companies  thoroughout  the  country 
ad  placed  orders  with  locomotive  builders  for  locomotives  to  be 
delivered  in  January,  February,  and  March.    The  aggregate  of  those 
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orders,  I  think  is.  roughly  speaking,  700  locomotives.  Under  private 
management  those  locomotives  as  delivered  by  the  builders  would 
have  T>een  sent  to  the  different  railroads  throughout  the  country 
which  had  ordered  them.  I  issued  an  order  immediately  upon  dis- 
covering the  situation  that  all  of  those  locomotives,  no  matter  for 
what  company's  account  they  were  constructed,  should  be  delivered 
to  the  order  of  the  Director  General  and  be  sent  as  rapidly  as  de- 
livered to  those  railroads  which  were  most  in  need  of  motive  power. 
That  would  not  have  been  possible  under  private  management,  be- 
cause they  probably  could  not  have  agreed  among  themselves  to  any 
such  step.  Now  we  can  distribute  those  locomotives  where  they  are 
most  needed  as  rapidly  as  they  come  out  of  the  shops. 

Senator  Robinson.  When  congestion  is  threatened,  the  tendency  is 
to  increase  it  by  each  line  holding  on  to  all  cars  it  can  get,  even 
though  it  does  not  need  them. 

Secretarv  McAdoo.  I  beg  your  pardon? 

Senator  IJobinson.  Is  it  not  the  tendency  to  hold  on  to  all  facilities 
a  line  can  get,  even  though  they  are  not  immediately  needed,  when 
there  is  a  growing  congestion,  under  private  management? 

Secretary  McAdoo.  I  think  that  was  the  natural  tendency,  because 
no  railroad  manager  would  care  to  admit  that  he  could  not  take  all 
that  was  coming,  and  he  would  be  anxious  to  get  all  the  business  he 
could. 

Senator  Robinson.  And  he  would  want  to  have  the  equipment  nec- 
essary to  handle  it  when  it  came? 

Secretary  McAdoo.  Yes. 

Senator  Poindexter.  What  are  the  principal  things  you  have  been 
able  to  do,  Mr.  Secretary,  since  you  assumed  control  to  relieve  the 
situation,  in  addition  to  this  matter  of  loctftaotives  that  3*ou  have 
spoken  about? 

Secretary  McAdoo.  A  great  many  things  have  been  done,  Senator. 
We  have  prevented  the  continued  delivery  of  cars,  as  far  as  it  was 
practical  to  do  so,  to  already  overcongested  lines.  We  have  forced 
rerouting  of  freight  over  lines — the  trunk  lines — in  such  a  way  that 
we  have  gotten  a  better  distribution  of  the  traffic. 

Let  us  take  the  case  between  Chicago  and  New  York.  The  through 
traffic  between  Chicago  and  New  York — freight  traffic — is  being  sent 
over  whichever  line  can  handle  it  quickest,  regardless  of  the  bill  of 
lading,  in  which  the  shipper  ordinarily  prescribes  the  route.  The 
shipper  is  not  concerned  as  to  what  line  it  is  carried  over  between 
Chicago  and  New  York,  but  he  is  concerned  about  the  delivery  at 
New  York.  We  can  handle  that  because  we  have  the  common  use  of 
facilities.    That  is  one  of  the  first  things  that  was  put  into  effect. 

I  do  not  know  whether  the  committee  has  had  presented  to  it  the 
first  order  issued.    Is  that  already  in  the  record? 

Senator  Watson.  Order  No.  1? 

Secretary  McAdoo.  Order  No.  1. 

Senator  Watson.  Yes,  that  is  in  the  record. 

Senator  Poindexter.  Has  there  been  some  substantial  clearing  up 
of  the  situation  due  to  the  rerouting  of  freight  over  the  most  con- 
venient lines? 

Secretary  McAdoo.  Through  the  eastern  district,  Senator.  I  do  not 
think  there  has  been  very  much  improvement  as  yet.    The  railroad 
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managers,  all  of  whom  I  wish  to  repeat  were  left  in  control  of  their 
properties,  except  they  were  directed  to  run  them  and  operate  them 
on  the  new  plan,  have  been  given,  in  addition  to  all  the  powers  and 
authority  that  they  previously  possessed,  all  the  power  and  authority 
of  the  Federal  Government  to  support  them  in  carrying  out  the  plan 
for  more  expeditious  movement  of  traffic  on  these  lines  that  were 
congested,  terribly  blocked,  when  the  Government  took  possession. 
I  do  not  offer  this  as  an  excuse,  but  merely  as  a  statement  of  fact, 
which  they  are  urging  upon  me  as  a  reason  why  they  have  not  been 
able  to  do  more  under  tne  more  favorable  conditions,  namely,  that 
since  the  28th  of  December  the  weather  has  been,  of  course,  of  the 
most  extraordinary  character.  We  have  had  successive  blizzards, 
with  temperatures  ranging  from  zero  to  20  degrees  below  zero ;  they 
tell  me,  everything  has  been  frozen  up,  and  it  has  been  almost  impos- 
sible to  dig  out  these  facilities  before  another  one  struck  them,  and 
that  has,  I  am  free  to  confess,  seriously  hampered  railroad  opera- 
tions for  the  past  three  weeks.  Not  only  that,  but  in  the  East  here, 
the  harbor  at  JBaltimore  was  frozen  tight,  which  of  course  prevented 
all  shipments  of  coal  from  Baltimore  bv  water,  for  the  time.  With 
the  assistance  of  the  Secretary  of  the  Jfavy,  we  succeeded  in  break- 
ing that  up  a  few  days  ago.  We  are  not  equipped  with  ice  breakers 
in  this  part  of  the  country.  It  is  not  my  business  to  open  up  channels 
to  harbors  and  free  them  from  ice.  The  railroads  do  not  run  those 
things.  I  have,  upon  appeal,  exerted  myself  to  the  utmost  limit  in 
conjunction  with  railroad  managers  everywhere,  and  in  conjunction 
with  the  Secretary  of  the  Navy,  to  break  up  the  ice  in  New  York 
Harbor,  in  the  Hudson  River,  and  at  other  places  where  it  was 
possible  to  route  freight. 

To  let  you  see  how  serious  these  very  low  temperatures  are, 
especially  when  they  get  as  far  as  Norfolk :  Ordinarily  the  movement 
of  coal  at  that  point  is  not  interfered  with  in  the  winter.  The  Nor- 
folk &  Western  Eailroad  and  the  Virginian  Railway  and  the  Chesa- 
peake &  Ohio  never,  as  a  rule;  are  seriously  hurt  by  winter  weather. 
They  have  had  so  much  floating  ice  down  there  this  time  that  they 
have  not  been  able  to  get  the  ships  into  the  docks.  The  coaling  of 
them  at  the  coal  piers  nas  been  seriously  hampered,  and  even  when 
they  could  get  up  to  the  docks  the  coal  has  been  frozen  tight  in  the 
cars  and  it  has  been  impossible  to  dump  them.  Those  are  real  prob- 
lems, gentlemen,  which  human  skill  and  ability  can  not  overcome. 
The  only  thing  that  can  overcome  that  is  a  thaw.  Those  are  diffi- 
culties that  railroad  managers  have  been  laboring  under  for  the  last 
three  weeks  to  an  unusual  degree. 

Senator  Watson.  Did  not  that  same  condition  exist,  Mr.  Secre- 
tary, for  two  months  before  that  time,  cold  weather  and  heavy  snows? 

Secretary  McAdoo.  This  was  the  28th  of  December,  I  am  speak- 
ing of.  Just  before  the  28th  of  December  there  was  a  blizzard  which 
had  already  put  the  railroads  in  very  bad  shape  in  some  parts  of  the 
country.  Since  that  date,  there  was  a  blizzard,  and  those  railroads 
which  already  were  suffering  from  serious  congestion,  like  the  Penn- 
sylvania, the  Baltimore  &  Ohio,  the  Reading,  the  New  York,  New 
itaven  &  Hartford,  and  other  lines  which  I  need  not  mention,  found 
themselves  of  course  burdened  with  a  new  difficulty. 
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Senator  Watson.  Was  not  apart  of  that  congestion  due  to  the  fau 
that  we  lacked  shipping  facilities  to  handle  this  traffic  when  it  go1^  to 
New  York  and  other  places,  there  being  no  storage  facilities,  and  as 
a  matter  of  fact  when  it  got  over  there  they  had  to  use  the  cars  for 
storage  purposes? 

Secretary  McAdoo.  Of  course,  Senator,  as  far  as  export  freight 
is  concerned,  the  shipping  difficulties  have  added  to  the  troubles. 

Senator  Watson.  Yes. 

Secretary  McAdoo.  But  that  is  not  the  only  part  of  it;  there  are 
many  causes. 

Senator  Watson.  Certainlv. 

Secretary  McAdoo.  One  of  the  serious  causes  is  the  fact  that  con- 
signees have  held  freight  cars  for  almost  interminable  periods,  when 
they  should  have  unloaded  them  promptly.  After  they  were  placed 
they  should  have  unloaded  them  promptly  and  released  the  cars  for 
service.  That  condition  has  been  due  to  the  fact  that  the  demurrage 
charges  have  been  very  low  and  they  found  it  cheaper  to  use  freight 
cars  for  storage  than  to  put  their  stuff  in  warehouses.  I  have  tried 
to  correct  that. 

Senator  Watson.  You  have  increased  the  demurrage  charges? 

Secretary  McAdoo.  I  have ;  yes. 

Senator  Watson.  How  much? 

Secretary  McAdoo.  They  have  two  days'  free  service  and  then  a 
progressive  scale  of  demurrage  begins,  I  think  at  $3  a  day,  on  the 
third  day.  Two  days  free,  and  on  the  third  day  it  is  $3  and  runs  up 
to  $10  a"  day  on  the  eighth  day,  and  $10  per  day  after  that.  It  is 
going  to  have  a  helpful  influence,  if  we  can  release  freight  cars  and 
keep  them  moving.  It  is  necessary  to  get  new  motive  power  as  well 
as  to  repair  existing  motive  power,  which  is  in  very  bad  shape  on 
some  of  the  roads,  and  there*  is  a  shortage  of  labor  also.  The  draft 
has  hit  the  railroad  labor  to  some  extent  and  a  great  many  rail- 
road men  have  volunteered.  There  is  a  general  condition  which 
ramifies  the  situation  and  must  be  overcome.  I  think  it  can  be  very 
largely  remedied  in  a  short  time.  Kailroad  managers  themselves 
concede  that  with  the  steadying  influence  of  the  Federal  Government 
and  the  power  it  can  exert  in  enforcing  coordination  and  common 
use  of  all  of  these  facilities,  both  at  terminals  and  along  the  lines, 
that  we  ought  to  get  a  very  much  more  efficient  operation  of  the  rail- 
roads of  the  country.  It  can  not  be  brought  about,  I  may  say,  gen- 
tlemen, in  a  day  or  a  week,  or  in  two  or  three  weeks,  but  it  can  be 
brought  about  eventually. 

Senator  Poindexter.  The  taking  over  by  the  Government  did  not 
have  any  effect  on  the  weather.    You  still  have  that  to  contend  with. 

Secretary  McAdoo.  I  wish  it  had  affected  the  weather,  Senator, 
favorably.    It  seems  to  have  affected  it  unfavorably. 

The  Chairman.  Mr.  Secretary,  will  this  bill  enable  you,  in  rela- 
tion to  general  traffic,  to  utilize  those  ports  that  are  not  subject  to  this 
condition  of  freezing  up,  making  it  impossible  for  you  to  handle  the 
freight  ? 

Secretary  McAdoo.  It  will  be  possible,  Senator,  to  reroute  freight, 
and  a  good  deal  of  that  is  being  done  already.  Such  of  it  as  is  pos- 
sible is  being  sent  to  Gulf  ports.  That,  in  turn,  is  determined  bv  the 
ability  to  get  ships  there.     Up  to  the  present  time,  because  ci  the 
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shorter  ocean  voyage,  and  for  other  reasons  that  have  been  prevailing, 
most  of  the  ships  nave  been  sent  to  New  York.  That  has  put  an 
undue  strain  upon  the  port  of  New  York  that  should  not  have  been 
put  there,  I  think.  In  other  words,  it  should  have  been  distributed 
better.  That  is  one  reason  why  the  Government  control  will  be  an 
advantage.  I  think  that  we  can  force  a  distribution  of  railroad  traf- 
fic that  will  compel  the  sending  of  these  ships  to  other  ports  where 
they  can  be  turned  quickly  and  gotten  out  of  the  way.  The  weather 
that  we  have  had  for  the  last  four  weeks  and  the  freezing  up  of  the 
harbors  has  made  it  very  difficult  to  get  bunker  coal  to  New  York 
and  there  has  been  an  accumulation  of  tonnage  there,  which,  in  turn, 
has  been  unable  to  move.  That  has  left  all  the  freight  for  export 
untouched. 

Senator  Watson.  Mr.  McAdoo,  are  the  railroads  to  blame  because 
the  ships  choose  to  load  and  unload  at  New  York  Harbor? 

Secretary  McAdoo.  No?  I  do  not  think  they  are  wholly  to  blame. 
I  think  under  the  competitive  system  of  course  the  lines  terminating 
at  the  port  of  New  York  wanted  to  get  all  the  business  to  New  York 
that  they  could. 

Senator  Watson.  Precisely. 

Secretary  McAdoo.  And  very  naturally  they  wanted  to  carry  it 
where  they  would  get  the  business.  Under  the  existing  system  I  have 
already  set  in  motion  the  necessary  studies  to  determine  how  far  it  is 
possible  to  distribute  freight  among  the  great  ports  of  the  country 
more  equitably  with  reference  to  their  facilities,  the  facilities  of 
the  different  ports,  and  that  means  of  course  that  we  must  get  the 
cooperation  of  those  who  control  the  ships,  the  Allied  powers  as  well 
as  the  Shipping  Board  here.  I  think  that  cooperation  can  be  had 
without  any  difficulty. 

Senator  Watson.  Has  not  the  Railway  War  Board  already  taken 
steps  to  divert  traffic  from  the  north  down  to  some  of  the  southern 
ports! 

Secretary  McAdoo.  I  am  not  so  sure  about  that ;  perhaps  they  have. 

Senator  Watson.  I  think  they  have,  as  a  matter  of  fact.  That 
has  been  testified  to  here. 

Secretary  McAdoo.  I  think  that  may  have  been  done. 

Senator  Watson.  Let  me  ask  you  this  general  question:  Were 
you  familiar  with  the  operation  01  the  railroads  under  the  manage- 
ment of  the  Railway  War  Board  ? 

Secretary  McAdoo.  To  some  extent  only.  They  were  trying  by 
agreement  to  get  what  I  think  they  could  not  get  in  full  measure.  I 
have  no  doubt,  Senator,  that  they  were  doing  some  good  work. 

Senator  Watson.  They  have  testified  here,  those  of  them  that  we 
have  examined,  that  there  was  no  single  instance  in  which  an  order 
issued  by  them  was  violated  or  in  which  the  company  to  whom  it  was 
directed  failed  to  carry  it  out. 

Secretary  McAdoo.  That  may  be;  I  do  not  doubt  it. 

Senator  Watson.  If  that  be  true,  I  was  wondering  just  how  far 
the  antipooling  law  in  your  judgment  affected  their  ability  to  com- 
pletety  coordinate,  and  whether  or  not  that  was  the  main  advantage 
in  having  complete  Governmental  control. 

Secretary  McAdoo.  You  see  it  is  not  a  question  of  the  antipooling 
law  only,  Senator. 
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Senator  Watson.  Not  with  one  Director  General  it  is  not.  You 
neither  can  combine  with  yourself  or  pool  against  yourself. 

Secretary  McAdoo.  No. 

Senator  Watson.  But  it  was  not  a  question  with  them,  and  were 
they  not,  at  the  time  they  were  attempting  to  do  this,  receiving 
letters  from  the  Attorney  General  as  to  what  they  were  doing  and 
how  far  they  could  go,  and  so  forth? 

Secretary  McAdoo.  I  can  not  answer  that  because  I  do  not  know 
anything  about  it. 

Senator  Kellogg.  The  main  congestion,  as  I  understand  it,  was 
at  Pittsburgh  and  east,  on  the  Pennsylvania,  the  Baltimore  &  Ohio, 
in  the  territory  between  there  and  New  York,  and  along  the  New 
Haven  road. 

Secretary  McAdoo.  I  think  the  most  acute  congestion  and  the 
principal  congestion,  Senator,  is  in  the  territory  east  of  Chicago  and 
north  of  the  Potomac  and.  Ohio  Rivers. 

Senator  Kellogg.  The  principal  reason  for  that  congestion  was 
that  between  1916  and  1917,  both  inclusive,  the  increase  of  freight 
hauled  1  mile  in  this  country  was  135,000,000,000  tons,  was  it  not  ? 

Secretary  McAdoo.  I  am  not  familiar  with  the  figures. 

Senator  Kellogg.  That  was  the  increase  of  freight  hauled  1  mile. 

Secretary  McAdoo.  There  has  been  a  large  increase. 

Senator  Kellogg.  The  most  enormous  increase  that  has  ever  oc- 
curred in  any  three-year  period  in  the  country,  was  it  not? 

Secretary  McAdoo.  I  can  not  testify  as  to  those  figures  because  I 
have  not  examined  them. 

Senator  Kellogg.  In  addition  to  that  they  had  to  haul  in  the  last 
six  months  over  1,200,000  soldiers  from  various  places,  an  enormous 
increase  of  passenger  traffic,  and  an  increase  or  mail  and  package 
traffic,  was  there  not? 

Secretary  McAdoo.  There  has  been  a  large  increase  in  every  di- 
rection. 

Senator  Kellogg.  And  very  little  increase  in  equipment,  because 
it  could  not  be  had. 

Secretary  McAdoo.  I  can  not  say  that,  because  I  do  not  know 
whether  it  could  have  been  had  or  not. 

Senator  Kellogg.  Do  you  not  know  that  the  locomotive  factories 
were  building  locomotives  that  were  being  sent  to  Russia  and  to 
France,  and  the  orders  that  the  railroad  companies  had  for  locomo- 
tives were  diverted  to  Russia  and  France? 

Secretary  McAdoo.  I  understand  that  some  of  them  were,  Senator. 
I  am  not  prepared  to  say.    I  can  easily  investigate  that. 

Senator  Kellogg.  And  that  it  was  impossible  to  get  material  for 
cars  and  get  them  manufactured  because  the  Government  was  tak- 
ing the  steel. 

Secretary  McAdoo.  I  can  not  say  as  to  that 

Senator  Kellogg.  That  appears  here. 

Secretary  McAdoo.  I  know.  I  do  not  question  the  accuracy  of 
the  statements,  but  I  am  not  prepared  to  testify  on  that  myself. 

Senator  Kellogg.  Do  you  know  that  the  railroads  handled  dur- 
ing the  first  six  months  of  the  war,  from  April  to  September,  20  per 
cent  more  freight  tonnage  than  they  handled  in  the  corresponding 
six  months  of  last  vear? 
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Secretary  McAdoo.  I  know  that  is  stated,  but  I  say  I  am  not  pre- 
pared to  confirm  these  figures  because  I  have  not  investigated  them. 

Senator  Kellogg.  It  appears  here  that  when  they  wished  locomo- 
tives from  the  western  lines,  they  simply  made  an  order  on  the  west- 
ern lines  to  furnish  them  100  locomotives,  and  they  were  furnished 
within  24  hours.  Do  you  know  of  a  single  instance  of  refusal  to 
supply  locomotives  demanded  to  be  apportioned  between  the  rail- 
roads ? 

Secretary  McAdoo.  All  this  occurred  before  I  took  charge,  Sena- 
tor, and  I  am  not  familiar  with  the  facts. 

Senator  Kellogg.  You  say  Government  operation  has  very  much 
benefited  the  situation.  I  want  to  know  in  what  it  has  benefited  the 
situation. 

The  Chairman.  Senator  Kellogg,  let  me  ask  you  a  question? 

Secretary  McAdoo.  I  have  not  stated  that  it  has  benefited  it,  Sen- 
ator, as  yet. 

The  Chairman.  Does  not  that  increased  tonnage  show,  to  use  Sen- 
ator Kellogg's  illustration,  that  there  is  a  funneling  at  certain  places, 
while  other  railroad  facilities  throughout  the  country  which  are 
under  Government  control  might  have  been  utilized  to  the  fullest 
extent,  but  were  not  utilized.  This  increase  shows  the  reason  of  the 
congestion,  and  although  it  is  an  increase  in  traffic  it  has  worked  a 
hardship  rather  than  a  benefit. 

Senator  Kellogg.  Let  us  see  about  that.  The  traffic,  Mr.  Secre- 
tary, which  was  congested  in  the  port  of  New  York,  and,  we  will  say, 
Baltimore  and  Norfolk,  but  principally  in  the  port  of  New  York,, 
was  because  the  shippers  and  the  Government  routed  the  traffic  that 
way.  The  railroads  had  nothing  to  do  with  routing  the  traffic,  did 
they? 

Secretary  McAdoo.  I  think  they  had  very  much  to  do  with  it. 
They  have  their  traffic  agents  all  over  the  United  States,  and  have 
had,  as  a  part  of  this  old  system  of  soliciting  traffic  for  their  lines, 
and  of  course  they  were  seeking  to  get  all  the  traffic  they  could,  ordi- 
narily, as  a  part  of  the  old  system. 

Senator  Kellogg.  Do  you  not  know  that  the  War  Board  during 
the  month  before  the  Government  took  over  the  railroads,  were  dis- 
couraging traffic  over  the  Pennsylvania  and  the  Baltimore  and  Ohio? 

Secretary  McAdoo.  I  understand  that  they  were. 

Senator  Kellogg.  And  that  the  Government  insisted  on  shipping 
to  New  York  and  to  these  ports? 

Secretary  McAdoo.  I  am  not  prepared  to  testify  to  those  condi- 
tions because  I  have  not  had  occasion  to  examine  them. 

Senator  Kellogg.  Is  it  not  a  fact  that  another  thing  that  largely 
congested  the  roads  was  the  issuing  of  many  thousands  of  priority 
orders  by  quartermasters9  clerks  and  everybody  else  in  the  depart- 
ment? 

Secretary  McAdoo.  I  can  not  answer  that. 

Senator  Kellogg.  Do  you  know  anything  about  that? 

Secretanr  McAdoo.  I  am  told  that  that  is  the  fact. 

Senator  Kellogg.  Is  it  not  a  fact  that  when  you  took  hold  you 
stopped  the  whole  business? 

Secretary  McAdoo.  I  just  cut  out  all  priority  orders.  I  did  not 
know  what  they  were  except  that  I  heard  that  there  were  a  great 
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many   and  that  they   were  hampering  traffic.     I  believed   if  they 
existed  that  they  were  hampering  traffic. 

The  Chairman.  You  did  that  so  that  you  might  have  a  clean  slate 
to  write  on  ? 

Secretary  McAdoo.  Yes. 

Senator  Kellogg.  The  power  existed  before  to  cut  them  all  out. 
did  it  not  ? 

Secretary  McAdoo.  Congress,  as  I  understand  it,  passed  laws  giv- 
ing the  power  to  establish  priorities. 

Senator  Kellogg.  But  to  one  man  only. 

Secretary  McAdoo.  Yes. 

Senator  Kellogg.  And  that  was  the  President. 

Secretary  McAdoo.  Those  priorities  were  being  determined   by 
Judge  Lovett  who  was  appointed  by  the  President  for  that  purpose. 
He  had  issued  some  general  priority  orders.    I  do  not  know  to  what 
extent  the  individual  representatives  of  the  War  and  Navy  Depart- 
ments requested  priority  shipments,  but  I  felt  from  my  general  know- 
ledge of  railroading,  and  I  do  not  profess  to  know  a  great  deal  about 
it,  that  the  issuance  of  priority  orders,  or  the  attempt  from  any  office 
to  determine  what  shipment  must  proceed  first  must  have  a  very 
demoralizing  influence  upon  the  general  movement  of  traffic.    I  may 
say,  gentlemen,  that  these  conditions,  however,  are  not  due  to  any  one 
cause.    They  are  due  to  many  causes.    I,  myself,  am  convinced  that 
we  can  not  correct  them  except  under  a  coordinated  use  of  all  these 
facilities,  without  regard  to  private  ownerships.    I  think  that  will 
be  increasingly  manifested  as  that  control  begins  to  assert  itself  more 
effectively.    It  takes  times  to  do  that,  of  course. 

I  may  say  this,  from  the  brief  examination  I  have  made  of  some 
of  the  statistics  of  railroad  operation,  and  perhaps  you  gentlemen 
may  sympathize  with  me  or  perhaps  excuse  me  for  not  knowing  more 
about  some  of  the  details  because  I  have  been  somewhat  busv  with 
the  pressing  and  active  problems  existing  when  I  took  charge  of  the 
railroads,  the  most  acute  problem  being  to  try  to  get  coal  to  the  dif- 
ferent parts  of  the  country  so  the  people  would  not  freeze  and  so 
that  industries  might  be  carried  forward  as  much  as  possible,  as  well 
as  other  things.  These,  I  think,  are  rather  conspicuous:  In  1916,  and 
perhaps  1917  and  1915,  the  amount  expended  by  the  railroads  for 
improvements  and  betterments,  or  capital  additions,  was  much  less 
than  in  preceding  years. 

I  am  not  prepared  to  say  why  that  was,  with  increasing  traffic 
coming  along.  It  may  be  due  to  the  fact,  as  you  intimate,  Senator, 
that  it  was  difficult  to  get  material  and  supplies,  and  I  am  not  criti- 
cising anybody  for  not  have  ordered  a  larger  amount  of  supplies,  or 
made  larger  capital  expenditures  in  those  two  years,  1916  and  1917. 
T  am  only  stating  what  appears  on  the  face  of  it  to  be  a  fact. 

I  have  no  doubt  that  the  railroads  found  thomselves  confronted 
with  very  greatly  increased  cost  of  materials  and  supplies,  and  quite 
naturally  they  hesitated  to  go  forward  and  place  orders  when  it  was 
going  to  cost  so  much  more  than  it  would  under  normal  times  to 
buy  locomotives  and  cars,  and  perhaps  also  the  high  cost  of  other 
materials  may  have  deterred  them  from  undertaking  as  large  im- 
provements as  they  had  undertaken  in  previous  years.  The  fact 
♦hat  they  did  not,  plus  the  further  fact  that  the  industries  of  the 
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country  have  been  tremendously  stimulated  during  these  past  three 
years,  when  our  export  trade  has  grown  enormously,  and  our  domes- 
tic demand  has  also  grown,  has  thrown  a  tremendous  new  burden 
upon  the  railroads.  It  is  very  obvious  that  with  less  expenditures 
upon  improvements  and  facilities,  and  with  increased  business 
thrown  upon  them,  they  have  found  themselves  in  a  very  awkward 
position,  especially  in  this  part  of  the  country  where  such  a  great 
part  of  the  heavy  freight  originates  and  has  to  be  carried. 

The  Chairman.  Mr.  Secretary,  what  is  your  opinion  as  to  the  ef- 
fect an  early  determination  of  this  bill  will  have  on  the  general 
situation  in  helping  you  to  solve  tha  problem  in  mobilizing  these 
forces? 

Secretary  McAdoo.  I  think  it  will  have  an  extremely  helpful  effect. 
In  the  first  place,  the  railroads  under  Government  control  have  to 
face  a  question  01  improvements  for  the  coming  year,  or  rather  for 
this  year,  not  only  tracks  and  terminals,  but  equipment.  As  to  those 
new  things,  the  Government  must  determine  what  is  necessary  to 
be  done.  We  can  not  incur  obligations  until  we  have  an  appropria- 
tion which  will  enable  us  to  go  forward.  The  appropriation  is  car- 
ried in  this  bill.  This  is  the  time  of  the  year  when  this  sort  of  thing 
should  be  determined,  and  all  preparations  should  be  made  for  carry- 
ing forward  the  work.  It  would  be  a  very  great  advantage  to  have 
this  question  settled  promptly.  I  think  the  sooner  we  get  it  out  of 
the  way  the  better. 

The  Chairman.  Mr.  Secretary,  it  has  been  said  here  that  perhaps 
you  would  be  better  prepared  to  tell  the  committee  just  the  purpose 
of  that  proposed  appropriation  of  $500,000,000  than  any  other. 
Would  you  care  at  this  time  to  state  just  what  you  will  use  that  for? 

Secretary  McAnoo.  Yes;  certainly.  In  the  first  place,  gentlemen, 
we  must  have  a  fund  here  which  can  be  used  to  make  good  any  de- 
ficiency in  any  guaranty  that  the  Congress  may  authorize  the  Presi- 
dent to  make.  Sly  own  hope  is  that  we  shall  not  have  to  make  good 
any  deficiency.  I  think  it  may  be  possible  to  practice  very  consider- 
able economy  in  many  directions  in  the  operation  of  the  railroads 
under  one  control.  Or  course,  I  can  only  offer  an  expectation  there, 
and  that  is  based  upon  some  general  knowledge  I  have  of  practices 
under  private  management  which  were  inherent  in  the  old  system  of 
autonomous  management  of  a  great  many  independent  railroad  lines, 
and  also  upon  what  railroad  men  of  large  operating  experience  tell 
me  can  be  done  in  the  way  of  operating  railroads  more  advantageously 
under  a  unified  control.  So  I  hope  that  very  large  economies  may  be 
practiced.  How  far  they  will  be  offset  by  increased  cost  of  material 
and  increased  cost  of  labor  I  do  not  know,  but  perhaps  one  hand  will 
wash  the  other.  If  it  does  and  you  maintain  the  present  status,  per- 
haps the  Government  would  not  have  to  meet  any  deficiency  against 
guaranties  it  may  give.  In  any  case,  I  hope  that  the  deficiency  will 
be  inconsiderable,  and  I  hope  as  well  that  we  may  have  :i  surplus. 
However,  time  must  tell.  We  must  have  a  fund  out  of  which  such 
deficiencies  can  be  paid  if  they  arise. 

Certainly  we  must  have  a  fund  out  of  which  new  additions  and 
improvements  that  may  be  necessary  to  make  the  railroads  more 
efficient  for  the  purpose  of  the  war  can  be  made,  and  equipment  which 
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it  is  necessary  for  these  lines  to  have ;  and  then,  in  the  case  of  rail- 
roads which  need  some  assistance  in  the  way  of  financing,  we  must 
be  prepared  to  offer  that  assistance.  I  mean  those  that  are  under 
Government  control.  My  own  feeling  is  that  the  $500,000,000  is 
about  the  smallest  amount  that  we  could  begin  with.  I  think  we 
should  have  at  least  that  much. 

I  should  say  that  this  fund  is  adequate  for  the  general  purpose  as 
things  stand  now.  If  anything  develops  to  make  it  necessary  to  call 
for  additional  appropriations,  of  course  the  matter  will  be  presented 
to  the  Congress. 

The  Chairman.  The  main  purpose  of  this  appropriation,  however, 
is  to  take  care  of  early  maturing  obligations! 

Secretary  McAdoo.  No,  sir.  I  hope  the  companies  themselves  can 
take  care  of  the  maturing  obligations  of  the  railroads,  because  with 
this  guaranty  and  their  status  determined  while  thej  are  under  Fed- 
eral control,  there  is  no  question  at  all  about  their  ability  to  meet  their 
interest  charges.  I  hope  that  most  of  the  companies  can  finance  their 
own  maturing  obligations. 

There  are  only  $222,000,000  of  maturing  railroad  obligations,  ac- 
cording to  a  statement  I  have  here,  in  the  year  1918.  Of  these. 
$57,000  represents  equipment  trusts;  and  therefore  I  should  say  that 
as  to  a  large  part  of  these  obligations,  once  the  status  of  the  rail- 
roads is  determined,  and  the  guaranty  is  made  effective,  I  should 
hope  that  the  various  companies  could  take  care  of  them  by  refund- 
ing them  or  extending  them  for  a  short  time  so  that  the  Government 
would  not  have  to  finance  them.  However,  we  ought  to  be  prepared 
to  help  them  and  their  credit  if  they  can  not  do  it  in  a  normal  way. 

In  1919  they  have  $228,000,000  maturing,  and,  in  1920,  $215,000,000. 
You  see  it  runs  a  little  above  $200,000,000  per  year. 

There  are  some  railroads  in  the  hands  of  receivers.  Reorganiza- 
tions of  those  properties  may  be  very  desirable  in  the  common  in- 
terest. In  such  case,  this  fund  can  be  available  for  any  financial 
assistance  that  they  might  absolutely  have  to  have.  Of  course  no 
assistance  would  be  given  unless  needed  and  unless,  again,  it  is  in 
the  public  interest  that  the  need  be  supplied. 

Senator  Underwood.  Mr.  Secretary,  right  at  that  point  let  me  ask 
you  a  question,  please.  Is  it  the  purpose  of  this  bill,  or  the  purpose 
of  the  proponents  of  the  bill,  to  take  care  of  maturing  securities  out- 
side of  the  railroads  taken  over  by  the  Government,  or  to  limit  that 
operation  entirely  to  the  railroads  that  are  taken  over  by  the  Govern- 
ment? 

Secretary  McAdoo.  I  think  this  bill  clearly  limits  it  to  the  rail- 
roads taken  over  by  the  Government. 

Senator  Underwood.  That  is  the  intention  of  the  Government. 

Secretary  McAdoo.  Yes,  sir. 

The  Chairman.  So  that  you  would  not  necessarily,  unless,  as  you 
say,  it  was  in  the  public  interest,  assume  any  obligation  to  a  road 
that  had  not  been  taken  over? 

Secretary  McAdoo.  I  should  not  think  that  under  this  bill  we 
should  have  authority  to  do  it.  I  certainly  think  we  should  not 
undertake  to  do  it. 

Senator  Underwood.  Mr.  Chairman,  right  in  this  connection,  so  it 
may  show  in  the  record,  yesterday,  or  day  before  yesterday,  I  asked 
Commissioner  Anderson  to  furnish  me  a  list  of  the  maturing  obliga- 


GOVERNMENT  CONTROL  AND  OPERATION  OF   RAILROADS.       825 

tions.    There  is  some  difference  between  this  list  and  the  statement 
made  by  the  Secretary  of  the  Treasury,  because  he  includes  in  his 
statement  the  equipment  trust  obligations,  which  are  not  included 
here,  but  I  would  like  to  have  this  go  into  the  record  at  this  time. 
The  commssioners's  statement  to  me  is  as  follows: 

The  Commercial  and  Financial  Chronicle  list  of  October,  1917,  shows  the  fol- 
lowing maturities  of  railroad  obligations :  1918,  $182,606,582 ;  1919,  $188,213,052 ; 
1920,  $186,526,253 ;  1921,  $440,905,528. 

It  is  noted  on  here : 

The  marked  increase  shown  in  1921  is  due  to  the  fact  that  the  bonds  issued 
by  the  Great  Northern  and  Northern  Pacific,  amounting  to  approximately 
$107,000,000  for  each  road,  mature  in  1921,  being  20-year  bonds  issued  in  1901. 

As  the  question  was  brought  up,  I  simply  wanted  to  have  that  go 
into  the  record. 

The  Chairman.  Did  you  say  that  included  or  excluded  the  trust 
funds  for  maintenance  and  equipment  ? 

Secretary  McAdoo.  Excludes  the  car-equipment  trusts. 

Senator  Cummins.  But  includes  all  maturing  obligations  of  all  the 
railroads  of  the  country? 

Secretary  McAdoo.  Yes,  sir ;  all  that  we  have  a  record  of.  Taking 
1921,  I  should  assume  that  the  Great  Northern  Railroad  and  the 
Northern  Pacific  Railroad  should  have  no  difficulty  whatever  in  re- 
funding those  debts  if  they  wanted  to  do  it.  Thev  are  secured  by  mort- 
gage, and  they  are  perfectly  good,  and  particularly  good  once  this  guar- 
anty is  determined.  So  I  hope  that  the  rehabilitation  of  credit  that 
the  railroads  will  have  once  their  relations  with  the  Government  are 
finally  established,  will  enable  them  to  take  care  of  their  ordinary 
maturities  while  the  Government  is  in  possession  of  the  property. 

Senator  Poindexter.  What  is  your  view  of  the  measure  of  com- 
pensation fixed  or  proposed  in  this  bill  ? 

Secretary  McAdoo.  I  think  that  is  a  fair  basis,  Senator.  I  think 
we  should  do  what  is  fair.  People  may  differ  about  that,  but  I 
thought  on  the  whole  that  it  was  a  fair  basis  of  compensation.  I 
especially  felt  that  it  was  wise  to  try  to  arrive  at  a  basis  which 
would  be  generally  acceptable  and  which  would  settle  the  question  as 
quickly  as  possible  and  prevent  litigation. 

Senator  Cummins.  I  assume  that  you  intend  to  continue  to  em- 
ploy the  organizations  which  have  heretofore  managed  and  oper- 
ated the  railroads? 

Secretary  McAdoo.  I  expect  to  do  that,  Senator,  as  far  as  they 
prove  to  be  satisfactory,  of  course,  in  the  operation  of  the  properties,. 
and  I  hope  that  they  will  all  prove  satisfactory. 

Senator  Cummins.  What,  if  anything,  is  provided  for  with  regard 
to  the  compensation  of  officers  and  high-priced  employees,  whose 
compensation  is  charged  up  to  the  cost  of  operation? 

Secretary  McAdoo.  In  what  way  do  you  mean,  Senator? 

Senator  Cummins.  Every  big  railroad  has  a  president  who  re- 
ceives a  large  salary,  and  vice  presidents  and  general  managers  and 
attorneys,  and  all  such  employees,  for  the  purpose  of  carrying  on  the 
lousiness  of  the  corporation.  What  are  you  going  to  do  with  regard 
to  these  salaries  which  have  heretofore  been  paid  by  railroad  com- 
panies which  are  charged  up  to  the  cost  of  operation  and  which,  of 
course,  we  guarantee  under  the  proposed  bill  t 
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Secretary  McAdoo.  We  get  the  benefit  in  the  guarantee,  do  we  not, 
of  what  they  have  heretofore  charged  up  as  operating  expenses.  All 
of  such  charges  are  included  in  operating  expenses.  That  is  the 
margin  of  operating  expense,  then,  within  which  the  Government 
can,  of  course,  operate.  It  can  operate  beyond  that  if  it  is  necessary 
to  do  so,  but  I  have  not,  of  course,  had  time  yet  to  give  any 
study  to  the  question  of  salaries.  I  have  not  even  had  time  to  ask 
for  the  list  of  the  salaries  paid,  or  the  wages  paid  by  the  railroad 
companies. 

Senator  Cummins.  I  am  not  asking  about  individual  cases. 

Secretary  McAdoo.  You  are  asking  for  a  policy  ? 

Senator  Cummins.  A  policy  with  regard  to  salaries  and  expense* 
that  are  not  directly  connected  with  the  operation  of  the  road. 

Secretary  McAdoo.  Necessarily  I  am  not  going  to  employ  anybody 
who  is  not  essential  to  the  operation  of  the  railroads.  Generally 
speaking,  I  look  at  it  this  way:  These  properties  are  simply  taken 
over  as  different  systems,  or  corporate  ownerships,  by  the  feovern- 
ment,  and  it  is  desirable  to  preserve  as  far  as  practicable  their  in- 
tegrity until  the  Congress  snail  determine  that  some  other  course 
shall  oe  taken,  if  it  ever  does.  That  brings  up  the  whole  question 
which  you  have  been  considering  here,  section  13,  as  to  what  ulti- 
mately is  to  be  the  status  of  the  railroads.  I  don't  know  what  you 
will  determine  about  that,  but  certainly  until  that  time  comes  we 
should  preserve  as  far  as  practicable  the  various  corporate  organi- 
zations for  the  operation  of  their  particular  properties,  so  that 
when  they  are  returned  there  will  be  no  unnecessary  dislocation. 
I  do  not  feel  that  the  Government  should  employ  anybody,  high  or 
low,  on  the  railroads,  who  is  not  necessary,  and  I  feel  again  that  the 
Government  must  pay  in  those  positions  wnat  is  demanded  to  get  the 
right  talent. 

Senator  Gore.  Mr.  Secretary,  a  question  has  arisen  here  several 
times  as  to  whether  during  Government  control  the  receipts  of  the 
railroads  were  Government  money  or  railroad  money,  ana  whether 
the  employees  were  Government  employees  or  railroad  employees.  I 
would  like  to  have  your  judgment  on  that. 

Secretary  McAdoo.  I  think  it  is  to  some  extent  a  legal  question, 
and  I  think  it  is  to  some  extent  an  academic  question,  and  to  some 
extent  it  is  a  very  important  question. 

Senator  Gore.  I  had  a  letter  from  the  governor  of  Oklahoma  yes- 
terday as  to  the  question  of  taxation  on  railroad  property  and  rail- 
road receipts.  If  the  money  is  Government  money  the  question  of 
taxing  receipts  might  become  very  important. 

Secretary  McAdoo.  To  get  back  to  your  question,  my  view  of  it 
thus  far  has  been  that  since  the  President  by  proclamation  left  the 
management  of  the  railroads,  until  otherwise  ordered,  in  the  control 
of  the  respective  corporations;  that  the  corporations — that  is,  the 
board  of  directors  and  their  officers — are  operating  these  railroad? 
for  Government  account  and  their  receipts  go  to  the  Government  for 
the  handling  of  these  properties.  The  employees  of  the  railroad? 
continue,  under  the  proclamation,  to  be  the  employees  of  the  corpo- 
rations which  are  in  charge  of  the  properties  under  Government  con 
trol  and  direction — the  operation,  I  say,  of  the  properties.  I  air 
not  able  to  answer  the  legal  question  as  to  whether  or   not  the* 
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are  actually  Government  employees.  I  have  not  assumed  that  they 
were,  for  the  time  being,  at  any  rate. 

Senator  Gore.  You  have  not  assumed  that? 

Secretary  McAdoo.  I  have  not  assumed  that  they  are  directly  Gov- 
ernment employees  for  the  time  being. 

Senator  Gore.  I  wondered  how  much  analogy  there  would  be  be- 
tween this  status  and  the  status  of  a  leased  road. 

Secretary  McAdoo.  I  do  not  think  it  is  quite  the  same.  However, 
there  is  a  legal  question  there,  as  I  say,  that  I  am  not  prepared  to 
answer. 

Senator  Gore.  Yes,  sir. 

Secretary  McAdoo.  As  to  the  question  of  taxation  by  States,  my 
own  feeling  has  been  that  the  existing  taxation  of  course  will  be  con- 
tinued. I  mean  to  say  that  the  States  will  be  permitted  to  impose 
taxation  as  usual,  within  reasonable  limits.  I  do  not  think  that  the 
State  should  be  permitted,  because  the  Government  has  control,  to 
practically  control  the  Federal  Treasury.  Of  course  if  they  had  the 
power  and  if  they  were  permitted  to  tax  to  any  extent  they  pleased, 
regardless  of  what  was  reasonable  and  just,  they  would  have,  in 
effect,  control  over  the  Federal  Treasury,  which  I  do  not  think  Con- 
gress would  be  willing  to  permit,  because  they  could  make  just  as  big 
a  deficiency  as  they  pleased. 

Senator  Gore,  feut  my  idea  was  if  it  was  Government  money, 
the  situation  ought  to  be  met  by  some  provision  that  the  Government 
should  meet  the  existing  situation. 

Senator  Underwood.  Does  not  the  right  of  the  States  with  refer- 
ence to  taxation  rest  on  the  question  of  ownership  ?  If  we  had  taken 
the  ownership  of  these  railroads,  then  they  cannot  tax  the  Govern- 
ment, but  if  we  have  leased  the  railroads  and  the  ownership  still  rests 
in  the  original  corporations,  then  the  taxation  is  effective. 

Secretary  McAdo6.  Exactly,  Senator.  I  have  not  at  any  time  sup- 
posed that  there  was  a  question  about  the  rights  of  the  States  to  im- 
pose reasonable  taxation  upon  the  properties  under  their  jurisdiction. 

Senator  Gore.  I  would  like  to  insert  the  governor's  letter  at  this 
point. 

The  Chairman.  Very  well. 

(The  letter  referred  to  is  here  printed  in  full,  as  follows:) 

I  Great  seal  of  the  State  of  Oklahoma.] 

State  of  Oklahoma,  Executive  Office, 

Oklahoma  City  January  14,  1918. 
Hon.  T.  F.  Gore 

United  States  Senator,  Washington,  D.  C. 

My  Dear  Sir:  May  I  be  permitted  to  call  your  attention  to  the  Importance 
that  any  congressional  action  re  Government  railroad  control,  does  not  inter- 
fere with  existing  methods  or  privileges  of  individual  States  and  local  unite 
of  taxation  of  railroad  property  or  receipts.  At  this  time  in  our  State  a  large 
portion  of  the  State's  revenue  Is  derived  from  taxation  paid  by  railroads,  and 
to  amend  in  any  form  would  greatly  embarrass  this  State,  necessitating  new 
methods  of  taxation  which  would  probably  force  the  calling  of  an  extra  session 
of  the  legislature,  and  would  be  most  burdensome  and  unfortunate  to  the  whole 
of  the  State. 

I  do  not  know  that  any  legislation  contemplated  will  interfere  with  the  State 
rights  in  this  respect,  but  inasmuch  as  the  Government  is  assuring  stockholders 
a  certain  profit  on  their  investment,  it  would  seem,  at  least,  wise  to  present 
out  responsibility,  in  order  that  any  regretable  situation  may  be  prevented. 
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It  is  important  that  the  present  State  rights  and  privileges  relative  to  taxes 
from  railroads,  either  by  receipts  or  ad  valorem  taxation,  be  not  amended  or 
interfered  with,  but  be  saved  and  provided  for  in  Federal  legislation  relative 
to  taking  over  of  the  railroads. 

Pardon  me  for  calling  this  matter  to  your  attention,  but  its  Importance 
prompted  me  to  do  so. 
Very  truly,  yours, 

A.  L.  Williams. 

Secretary  McAdoo.  As  I  said  before,  gentlemen,  I  think  if  any 
State  undertook  to  impose  unreasonable  taxation  on  the  railroads 
while  the  Government  is  in  control,  which  would  in  effect  be  taking 
money  out  of  the  Feideral  Treasury  without  an  appropriation  by 
Congress,  it  would  present  a  situation  with  which  we  should  have  to 
deal  in  some  form.  My  own  judgment  is  that,  upon  any  issue  of  that 
sort,  it  would  be  easily  adjusted. 

Senator  Gore.  That  situation  I  do  not  suppose  would  arise. 

Secretary  McAdoo.  No  ;  and  I  do  not  mean  to  imply  that  I  thought 
it  would.    I  am  only  speaking  of  the  principle  involved. 

Senator  Cummins.  To  return  to  the  subject  I  mentioned  a  mo- 
ment ago,  I  wish  the  Secretary  would  prepare  and  furnish  to  the  com- 
mittee a  statement  showing  the  list  of  presidents,  for  instance,  general 
managers  or  secretaries,  treasurers,  boards  of  directors,  and  general 
attorneys  or  counsel,  and  the  salary  paid  to  each,  for  the  roads  of 
which  you  have  taken  possession  and  are  in  control. 

Secretary  McAdoo.  I  shall  ask  for  the  information,  Senator,  and 
get  it  as  soon  as  possible.  I  do  not  know  how  long  it  will  take,  of 
course. 

Senator  Kellogg.  On  that  question,  I  would  like  your  opinion. 
The  Government  having  taken  over  these  roads  as  separate  organi- 
zations, title  remaining  in  the  corporation,  with  a  view  of  turning 
them  back  when  the  exigency  of  the  war  passes,  is  it  not  of  some 
importance  that  the  railroads  should  be  allowed  to  keep  their  or- 
ganizations, which  is  of  very  great  use  to  the  company? 

Secretary  McAdoo.  I  think  the  railroads  should  be  permitted  to 
keep  their  organizations  to  the  extent  that  they  are  efficient  and  serv- 
iceable in  conducting  the  operations  of  the  properties.  That,  of 
course,  I  have  in  mind. 

Senator  Kellogg.  On  this  question  of  taxation,  you  know  the 
States  tax  all  property  engaged  in  interstate  commerce,  some  on 
the  ad  valorem  basis,  as  other  property  is  taxed,  and  in  many  States 
there  are  limitations  by  constitution  that  they  can  not  tax  except  the 
same  as  other  property  is  taxed,  some  on  a  basis  of  tax  on  the  gross 
earnings,  representative  or  the  equivalent  of  a  direct  tax.  These 
systems  of  taxation  have  been  in  existence  for  many  years  in  the 
States,  and  there  is  a  very  remote  possibility  of  any  State  attempt- 
ing to  tax  excessively  the  properties  of  railroads  for  which  a  remedy 
is  not  now  provided.  Do  you  not  think  that  that  taxation  should  tie 
continued,  if  necessary,  by  a  clause  in  this  bill  ? 

Secretary  McAdoo.  I  do  not  think,  Senator,  that  there  would  be 
objection  to  that.  I  have  assumed,  of  course,  that  there  was  no 
question  about  that,  anyway.  I  have  not,  and  I  do  not,  for  a  moment 
entertain  an  idea  that  any  State  will  take  advantage  of  the  oppor- 
tunity to  oppress,  or  attempt  to  oppress,  the  Federal  Government  by 
undue  taxation  of  properties  while  under  Federal  control.  I  was 
only  speaking  of  the  principle  involved. 
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Anything  that  the  committee  thinks  is  desirable  to  meet  that  situ- 
ation is  perfectly  agreeable  to  me,  as  far  as  I  have  any  authority  to 
speak. 

Senator  Smith,  in  view  of  the  fact  that  you  are  near  adjourn- 
ment, and  in  view  of  the  fact  that  I  should  lite  to  say  a  word  to  you 
in  executive  session,  I  should  be  glad  if  I  could  do  that. 

Senator  Robinson.  I  move  that  we  proceed  to  executive  session. 

f Motion  duly  seconded  and  carried.) 

(The  commission  thereupon  went  into  executive  session,  at  the 
conclusion  of  which  an  adjournment  was  taken  until  Monday,  Jan- 
uary 21,  1918,  at  10  o'clock  a.  m.) 
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MONDAY,  JANTJABY  21,  1918. 

United  States  Senate, 
Committee  on  Interstate  Commerce, 

Washington^  D.  C. 

The  committee  met,  pursuant  to  adjournment,  at  10  o'clock  a.  m. 
in  the  hearing  room  of  the  committee,  Senate  Office  Building,  Senator 
Smith  of  South  Carolina  presiding  as  chairman. 

The  Chairman.  The  committee  will  come  to  order. 

STATEMENT  OF  HON.  WILLIAM  G.  McADOO,  SECBETABT  OF  THE 
TBEASUET  AND  DIRECTOR  GENERAL  OF  RAILROADS— Resumed. 

The  Chairman.  Mr.  Secretary,  you  having  concluded  your  state- 
ment with  reference  to  the  bill  on  Saturday  when  we  adjourned,  is 
there  any  particular  feature  of  it  now  that  you  would  like  to  dis- 
cuss? 

Secretary  McAdoo.  I  understood  that  there  were  some  features 
which  you  wished  me  to  discuss.  I  do  not  know  exactly  which  those 
are.    I  do  not  wish  to  encumber  the  record  by  going  over  old  ground. 

The  Chairman.  If  the  committee  has  no  other  questions  they  want 
to  ask  along  the  line  of  your  testimony  on  Saturday,  I  would  like 
to  ask  you  to  give  to  the  committee,  as  fully  as  you  please,  the  reasons 
why  section  13  is  drawn  like  it  is.  I  think  that  has  been  indicated  by 
a  member  of  the  committee,  perhaps,  as  the  point  of  greatest  diffi- 
culty for  an  expeditious  determination  of  this  bill.  There  may  be 
another. 

Senator  Cummins.  We  assume  that  there  will  be  another. 

Secretary  McAdoo.  Section  13,  as  it  stands,  is,  in  my  judgment, 
clearly  in  the  interest  of  both  the  public  and  the  owners  of  railroad 
securities.  From  the  public  standpoint  it  is  necessary  that  Govern- 
ment possession  and  control  of  railroads  shall  be  employed  to  remove 
for  the  time  being  competitive  practices  and  wasteful  duplication 
of  effort,  to  the  end  that  every  energy  shall  be  mobilized  upon  the 
production  of  the  greatest  amount  ot  transportation  with  the  least 
expenditure  of  labor,  material,  and  money.  The  result  of  this 
process  of  unification  will  be  that  when  the  war  ends  the  railroads 
will  be  to  a  large  extent  disabled  for  the  immediate  resumption  of 
their  old  competitive  status.  It  will  be  clearly  contrary  to  the  public 
interest  that  the  railroads,  thus  hampered  in  their  ability  to  compete, 
shall  be  returned  to  private  management  before  the  adoption  of 
proper  methods  of  public  control  to  take  the  place  of  the  competition 
which  will  have  been  substantially  extinguished. 
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The  adoption  of  a  proper  measure  of  public  control  to  deal  with 
this  new  condition  will  require  careful  study  and  discussion.  The 
period  immediately  succeeding  the  war  will  present  numerous  prob- 
lems of  the  gravest  sort,  some  of  them  very  grave  economic  problems. 
which  will  demand  immediate  consideration  by  the  Congress. 

In  such  circumstances  it  is  not  only  probable,  but  almost  certain 
that  Congress  will  not  find  the  time  immediately  after  the  close  of  the 
war  to  adopt  a  comprehensive  plan  for  controlling  the  railroads  in 
the  new  environment  in  which  they  will  then  find  themselves,  and  at 
the  same  time  to  deal  with  all  the  other  complicated  economic 
problems  which  will  undoubtedly  confront  it. 

If  this  bill,  as  enacted,  requires  the  railroads  to  be  turned  back  to 
their  owners  within  say  a  year,  as  I  have  heard  suggested,  or  other 
comparatively  short  period  after  the  return  of  peace,  the  result  will 
be  that  the  railroads,  with  competition  largely  extinguished,  will  go 
back  into  private  control  without  legislation  to  protect  the  public,  or 
legislation  designed  to  protect  the  public  will  have  to  be  enacted 
hastily  in  the  midst  of  other  problems  which  will  be  demanding  the 
entire  time  and  attention  of  Congress.  Neither  result  can  be  in  the 
public  interest. 

At  the  same  time  it  should  be  borne  in  mind  that  shippers  and  the 
public  generally  will  be  accustomed  to  new  methods  of  doing  busi- 
ness with  the  railroads.  They  will  find  that  the  old  methods  under 
which  they  have  been  routing  freight  and  have  been  doing  business 
will  be  substantially  and  perhaps  permanently  altered,  and  the  con- 
fusion which  would  arise  from  the  attempt  to  suddenly  restore  the 
old  competitive  status,  the  status  that  existed  prior  to  December  28. 
1917,  would  be  aggravated  very  greatly,  and  perhaps  would  offer 
quite  insuperable  difficulties,  if  legislation  was  not  enacted  in  the 
light  of  conditions  as  they  exist  at  that  time,  such  as  would  facilitate 
that  process  of  restoration  and  conserve  the  interests  of  the  shippers 
and  the  public  generally.  I  think,  myself,  that  ample  time  will  be 
required  to  deal  with  the  new  railroad  status  with  which  the  country 
will  be  confronted  after  the  return  of  peace. 

From  the  standpoint  of  the  owners  of  railroad  securities  it  will  be. 
in  my  judgment,  highly  injurious  to  throw  the  railroads  back  into 
their  control  immediately  after  the  war  ends,  either  without  legisla- 
tion for  their  reasonable  protection,  or  with  legislation  hastily  de- 
vised and  adopted  under  great  pressure. 

The  changes  which  must  be  made  during  the  war  period  will  force 
many  important  changes  in  the  currents  of  traffic.  In  all  probability 
it  will  become  necessary,  for  the  sake  of  expedition  and  economy  in 
the  movement  of  traffic,  to  give  to  one  railroad  profitable  traffic  which 
legitimately  belongs  to  another,  in  order  to  relieve  the  latter  of  con- 
gestion and  to  enable  it  to  handle  war  traffic  of  a  temporary  character. 

When  the  war  ends  and  before  the  railroads  go  back  into  private 
management  it  will  undoubtedly  be  important  from  the  standpoint 
of  the  security  holders  to  make  adequate  provision  for  an  equaliza- 
tion of  these  conditions  under  proper  public  supervision.  Ir  this  is 
not  done,  some  railroads  will  find  themselves  divested  of  traffic  and 
at  the  same  time  seriously  embarrassed  in  returning  to  the  former 
competitive  methods  of  obtaining  traffic. 

When  the  war  ends  the  railroads  will  be  confronted  with  new  con- 
ditions, and  these  new  conditions  will  require  new  and  comprehensive 
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laws  for  the  reasonable  protection  of  security  holders.  If  a  time 
limit  is  put  upon  Congress  in  adopting  these  laws  during  a  period 
of  greatest  possible  pressure  for  legislation  in  every  other  direction, 
because,  as  I  said  before,  the  economic  situation  at  that  time  may 
be  of  such  nature  as  to  demand  imperatively  the  first  attention  of 
Congressr—and  when  I  say  economic  situation  I  refer  to  the  general 
financial  situation  as  well — the  result  can  not  be  otherwise  than  dis- 
astrous to  the  public  interest  as  well  as  to  those  of  the  holders  of 
securities  of  many  of  the  important  railroads. 

It  is  impossible  now  to  predict  which  of  the  railroads  will  suffer 
the  most  in  such  circumstances. 

The  turning  back  of  the  railroads  to  private  control  at  the  end  of 
the  war,  either  without  legislation  to  meet  the  new  situation  or  with 
legislation  hastily  and  therefore  inadequately  framed,  would  thus  be 
injurious  to  the  public  interests  and  also  to  the  interests  of  the 
security  holders. 

Doubtless  this  view  ^ill  appear  paradoxical,  as  some  may  assume 
that  whatever  would  be  injurious  to  the  security  holders  would  be 
helpful  to  the  Government,  and  vice  versa,  but  this  is  by  no  means 
the  case.  By  reason  of  the  radical  changes  which  during  the  war 
must  be  made  in  the  currents  of  traffic  and  in  the  methods  of  handling 
traffic,  there  is  strong  probability  that  at  the  end  of  the  war  some 
railroad  systems  may  find  themselves  more  strongly  intrenched  than 
ever,  and  with  a  greater  hold  than  ever  upon  the  traffic  of  the  coun- 
try. This  clearlv  would  be  highly  detrimental  to  the  public  interest 
in  the  absence  of  additional  comprehensive  legislation. 

On  the  other  hand,  great  numbers  of  important  railroads  might 
find  themselves  largely  deprived  of  established  traffic  and  seriously 
hampered  in  getting  it  back,  and  this  will  be  highly  detrimental  to 
the  security  holders  of  all  such  railroads,  as  well  as  to  the  public 
interest.^ 

It  is  important  that  an  equitable  distribution  of  traffic  and  the 
widest  possible  use  of  any  facilities  should  be  secured,  not  only  dur- 
ing the  war  but  after  the  return  of  peace.  It  is  impossible  to  fore- 
cast which  roads  would  derive  the  advantage  and  which  roads  would 
suffer  the  loss,  but  the  resulting  condition  would  be  highly  injurious 
to  the  public  and  also  to  a  very  large  proportion  of  railroad  security 
holders.  It  is  manifest,  therefore,  that  the  safe  thing  for  both  the 
public  and  the  railroad  security  holders  is  to  preserve  the  existing 
status  until  there  shall  be^  comprehensive  and  rational  legislation 
dealing  with  the  entire  subject;  otherwise  we  may  run  grave  risk  of 
chaotic  railroad  conditions  with  disturbance  to  the  whole  economic 
structure  at  the  close  of  the  war,  and  which  will  be  a  menace  to  the 
public  interest  and  to  the  holders  of  railroad  securities. 

It  must  also  be  remembered  that  if  Government  possession  and  con- 
trol shall  continue  for  as  much  as  three  years,  for  example — and  I 
take  an  arbitrary  time  because  no  one  can  tell  how  long  the  war  is 
going  to  last — the  strong  probability  is  that  by  the  end  of  that  time 
ihe  Government  will  have  found  it  necessary  to  advance  from  one 
billion  to  one  and  a  half  billion  dollars  to  provide  facilities  and  equip- 
ment which  will  be  urgently  required  to  enable  the  railroads  to  per- 
form effectively  the  transportation  services  which  the  public  interest 
imperatively  demands.     Such  expenditures  of  Government  money 
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upon  railroads  privately  owned  will  constitute  a  new  condition  which 
must  be  dealt  with  in  the  light  of  the  facts  at  the  expiration  of 
Government  possession  and  control,  or  must  be  dealt  with  upon  the 
return  of  peace. 

It  is  impossible  to  deal  with  that  matter  adequately  under  existing 
iaws  and  impossible  now  to  forecast  how  the  matter  ought  to  be  dealt 
with.  It  will  be  a  subject  for  thorough  study  and  careful  and  just 
legislation  to  be  adopted  after  the  war. 

To  put  a  time  limit  upon  Government  possession  may  make  it  im- 
practicable and  certainly  will  make  it  exceedingly  diffcult  to  deal  with 
this  important  subject  in  an  adequate  manner  before  possession  is 
automatically  restored  to  private  management.  To  fix  an  arbitrary 
limit,  it  seems  to  me,  is  to  put  the  public  at  a  great  disadvantage  in 
dealing  with  this  important  phase  of  the  problem ;  that  is,  the  adjust- 
ment of  the  debt  which  the  railroad  companies  will  owe  to  the  Gov- 
ernment for  the  advances  which  must  be  made  to  them  during  the 
period  of  Government  control.  Such  improvements  in  the  hands  of 
the  Government,  without  possession  of  the  railroads^  will  be  of  little 
value.  The  Government  would  therefore  be  in  a  difficult  situation  to 
protect  the  public  interest  with  respect  to  those  advances,  because  the 
minute  the  railroads  are  returned  automatically  to  the  control  of  the 
railroad  companies  with  no  settlement  effected  of  that  large  in- 
debtedness, the  Government  will  not  be  in  position  to  protect  ade- 
quately its  rights  nor  to  protect  the  public  interest.  It  seems  to  me, 
therefore,  that  there  is  every  disadvantage  to  the  public  interest  in 
risking  a  limitation  upon  the  time  of  Government  control  of  the  rail- 
roads, and  no  possible  advantage  to  the  people  in  fixing  that  time 
limit  now. 

As  long  as  the  Government  is  in  control  of  the  properties,  and  the 
important  problems  can  be  discussed  dispassionately  and  not  under 
the  pressure  of  a  stop  watch,  or  time  limit,  it  will  be  possible,  I  think, 
to  liquidate  the  Government's  interest  upon  a  more  equitable  basis 
not  only  to  the  public  but  to  the  railroad  owners  themselves. 

For  my  part,  I  do  not  see  why  we  should  now  undertake  to  fix 
an  arbitrary  limit  which  might  put  the  public  as  well  as  the  private 
interests  in  jeopardy,  but  every  consideration,  it  seems  to  me,  justifies, 
as  well  as  demands,  that  the  question  be  left  in  such  situation  that  it 
can  be  dealt  with  intelligently  by  the  Congress  in  the  light  of  condi- 
tions as  they  then  exist. 

Senator  Watson.  Do  you  personally  believe  in  the  Government 
ownership  of  railroads? 

Secretary  McAdoo.  I  do  not,  or  I  have  not,  at  least,  felt  that  it 
was  necessary  to  take  the  actual  ownership  of  the  railroads.  I  believe 
that  it  will  be  impossible  after  the  return  of  peace  to  restore  the 
competitive  conditions  to  the  same  extent  as  they  existed  prior  to 
the  outbreak  of  the  war. 

I  favor  some  form  of  governmental  regulation  and  control  of  a 
far  stronger,  more  intelligent  and  effective  character  than  we  have 
had  heretofore,  because  I  am  satisfied  that  a  stronger  Government 
control  will  be  demanded  and  will  have  to  be  worked  out,  both  in 
the  interest  of  the  public  and  in  the  interest  of  the  security  holders 
of  these  railroads. 

Senator  Watson.  That  we  all  believe.  I  take  it  for  granted  that 
there  is  nobody  on  this  committee  that  believes  we  wul  return  to 
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the  old  competitive  system.  If  I  understood  your  prepared  article 
there  on  the  question,  it  struck  me  that  the  two  propositions  which 
you  put  forth  as  the  objectionable  features  to  permitting  the  mil- 
roads  to  go  back  to  the  original  status  was,  first,  that  we  must  of 
necessity  restore  the  old  competitive  system.  I  .do  not  know  how 
you  reason  that  out.  As  far  as  I  know,  there  is  nobody  that  be- 
lieves in  going  back  to  the  old  theory  of  railway  management;  and 
certainly,  with  the  Interstate  Commerce  Commission  running  here, 
an  organization  that  was  established,  an  instrumentality  that  was 
made,  created  for  the  express  purpose  of  handling  this  railroad  situ- 
ation, that  has  been  dealing  with  it  here  for  30  years  and  longer,  cer- 
tainly with  that  sort  of  instrumentality  it  would  not  be  necessary, 
would  it,  to  go  back  to  the  old  competitive  system  when  by  a  very 
simple  statute  it  could  be  arranged  that  in  any  event,  if  we  had  to 
have  control,  that  they  could  step  into  control  instead  of  one  man 
controlling.  If  we  have  to  have  control,  I  assume  it  will  not  be 
necessary  that  we  shall  go  back  to  the  old  competitive  system  at  all ; 
and  yet  that  we  shall  not  continue  the  control  to  the  extent  that  this 
bill  gives  control  to  the  Government,  or  to  any  one  agency  of  the 
Government. 

Secretary  McAdoo.  That  is  exactly  the  point  I  make,  Senator.  In 
the  absence  of  further  legislation,  and  such  legislation  can  not  be 
had  now,  of  course,  we  do  not  know  what  the  conditions  are  going 
to  be  at  the  time  we  must  deal  with  the  problem  of  restoring  these 
properties,  either  to  the  railroad  managers  or  of  exercising  then  a 
more  effective  control  over  them.  If  you  now  arbitrarily  impose  a 
time  limit,  and  that  time  limit  should  be  insufficient  to  enable  the 
Congress  to  deal  with  the  problem  intelligently  and  get  a  proper 
solution,  you  will  automatically,  or  it  will  tend  automatically,  to 
restore  the  very  conditions  existing  prior  to  December  28,  1917.  I 
can  not  myself  see  the  advantage  of  tying  our  hands  in  dealing 
with  the  problem  by  such  an  arbitrary  limit  of  time. 

We  attempted  that,  by  the  way,  when  the  war-risk  insurance  bill 
was  passed.  The  proposal  was  at  the  outbreak  of  the  war  to  estab- 
lish in  the  Treasury  Department  a  war-risk  insurance  bureau  to 
insure  vessels  and  cargoes  against  the  risks  of  the  war.  A  great 
many  gentlemen  who  feared  Government  ownership  insisted  that 
this  bureau  should  be  of  one  year's  duration,  regardless  of  the  fact 
that  the  war  might  continue  longer.  No  one  knew  how  long  it 
might  continue.  I  said  at  the  time  that  this  was  peculiarly  a  case 
where  no  limit  was  necessary,  because  war  risks  last  during  war 
time  only ;  and  when  peace  was  declared,  the  risks  would  cease  auto- 
matically. There  would  be  nothing  to  insure.  But  they  insisted 
on  putting  a  provision  in  the  bill  that  this  bureau  should  last  one 
year. 

At  the  end  of  the  year  we  had  to  rush  through  a  bill  to  extend  the 
time,  and  there  were  some  difficulties  in  getting  that  bill  passed. 
Congress  sometimes  gets  clogged,  the  calendar  gets  clogged,  things 
do  not  get  consideration.  That  may  be  through  no  fault  of  anyone 
particularly,  but  simply  because  there  is  not  time  to  reach  every 
bill.  If  there  had  been  an  interregnum  in  the  work  of  that  war- 
risk  bureau  because  a  resolution  could  not  have  been  passed  in  time 
to  extend  its  life  for  a  further  period,  very  grave  injury  would 
have  resulted  to  the  public. 
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Senator  Watson.  In  England  the  railroads  are  taken  over  from 
week  to  week — continued — by  resolution. 

Secretary  McAdoo.  It  may  be  possible  there  because,  of  course,  the 
status  of  the  railroads  in  England  is  very  different  from  here.  I 
mean  they  are  not  operated  under  anything  like  the  same  conditions, 
as  I  understand  it. 

Senator  Watson.  I  do  not  think  the  conditions  are  widely  differ- 
ent— that  is  to  say,  the  way  they  are  operated  now  under  the  war  and 
the  way  we  propose  to  operate  them. 

Secretary  McAdoo.  No;  but  I  am  talking  about  the  fundamental 
status  of  the  railroads.  They  have  not  got  the  various  State  laws 
and  various  competitive  conditions  which  exist  here. 

Senator  Watson.  The  State  laws  are  not  interfering  now  with 
operation. 

Secretary  McAdoo.  Oh,  no;  but  I  was  speaking  of  the  fundamen- 
tals of  railroad  conditions  in  England  as  against  our  own.  How- 
ever. I  do  not  think  it  follows  per  se  that  because  the  conditions  in 
England  are  as  they  are  that  our  line  of  action  should  be  governed 
by  it,  or  influenced  by  it,  necessarily. 

Senator  La  Follette.  For  example,  when  it  comes  to  war-profits 
tax. 

Secretary  McAdoo.  No. 

Senator  Watson.  How  is  that? 

Senator  La  Follette.  We  did  not  follow  England  so  exactly  when 
it  came  to  taxing  war  profits. 

Senator  Watson.  Not  exactly;  but,  after  all,  we  formulated  our 
law  on  their  general  plan,  and  this  bill  itself  is  formulated  on  the 
general  plan  of  the  English  law. 

Senator  La  Follette.  Yes. 

Senator  Watson.  Another  objection  I  understood  you  to  make  was 
that  the  shipper  would  be  confused  after  the  thing  was  over,  that  he 
would  not  know  exactly  what  his  rights  were.  These  railroads,  as 
I  understand,  are  being  continued  under  their  present  management, 
running  right  along  just  the  same,  except  as  you  may  make  orders 
that  will  interfere  with  the  management.  That  is  the  system,  is  it 
not? 

Secretary  McAdoo.  That  is  the  system  adopted  now,  Senator,  but 
I  think  it  may  be  said  that  even  under  present  conditions  the  funda- 
mentals of  operation  are  already  altered,  or  ordered  to  be  altered, 
such  as  the  rerouting  of  traffic  regardless  of  the  wish  of  the  shipper, 
so  as  to  get  the  freight  to  destination  at  the  earliest  possible  moment, 
to  effect  every  economy  and  to  do  whatever  may  be  necessary  to  make 
the  railroads  more  efficient  instruments  during  this  war  period. 
That  process,  in  three  weeks2  has  simply  begun.  Of  course,  you  can 
not  radically  alter  the  situation  in  such  a  short  time,  but  I  think  the 
public  interest  imperatively  demands  very  great  readjustments  in 
the  old  methods  of  railroad  management  under  competitive  con- 
ditions, and  that  they  shall  be  brought  about  at  the  verv  earliest  pos- 
sible moment.  The  extent  to  which  changes  may  result  no  man  can 
foretell.  The  shipper  will  have  to  become  accustomed,  as  I  said  be- 
fore, to  the  new  methods  which  will  develop  during  that  period,  and 


the  old  method  of  routing  traffic,  soliciting  traffic,  of  doing  bus 
on  the  railroads  is  bound  to  be  materially  and  radically  altered  dur- 
ing Government  control. 
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I  do  not  know  what  the  shipper  would  do  and  I  am  sure  I  do  not 
know  what  the  railroads  would  do  if  an  arbitrary  limit  were  fixed, 
and  during  the  time  allowed  for  legislation  by  (Congress  either  to 
facilitate  the  restoration  of  the  status  or  to  make  a  new  status,  that 
time  limit  intervened  and  the  whole  thing  were  thrown  back  to 
private  control  without  such  enabling  legislation,  and  there  is  where 
I  think  the  danger  of  the  time  limit  comes  in. 

Senator  Watson.  Suppose  we  put  a  limit  of  six  months  beyond 
the  proclamation  of  peace.  Is  there  any  reason  in  the  world  to  sup- 
pose, having  in  view  past  legislation  of  the  American  Congress,  that 
within  that  six  months'  time  Congress  would  not  meet  its  duties 
and  measure  up  to  the  demands  of  the  great  problem  and  enact 
legislation  that  would  take  care  of  that  situation  as  far  as  human- 
wisdom  could  then  devise? 

Secretary  McAdoo.  I,  of  course,  would  not  imply  that  Congress 
would  not  intend  to.  I  think  it  would  intend  to,  but  the  intentions 
of  Congress  are  not  always  consummated;  and  again,  with  a  time 
limit  in  effect,  Congress  might  not  be  in  session.  It  might  happen 
during  recess  of  Congress.  It  seems  to  me  that  we  are  taking  a 
perfectly  unnecessary  risk  in  arbitrarily  tieing  the  hands  of  the 
American  people  to  deal  effectively  with  a  matter  which  so  mate- 
rially and  vitally  affects  the  public  interest,  by  imposing  a  time  limit. 

Senator  Robinson.  If  no  time  limit  is  placed  m  the  bill,  is  there 
anything  to  keep  Congress  from  acting  at  any  time  after  peace  is 
restored? 

Secretary  McAdoo.  Absolutely  not;  and  that  is  the  reason  I  feel 
that  Congress  should  have  a  free  hand  in  dealing  with  the  problem 
with  sufficient  time  to  deal  with  it  deliberately.  Of  course  if  the 
Congress  should  fix  a  time  limit,  just  as  a  time  limit  was  imposed 
in  the  war-risk  insurance  bill,  we  should  have  to  meet  it  and  deal 
with  it  the  best  way  we  could. 

Senator  Pomerene.  Assume,  for  the  sake  of  argument,  that  there 
was  a  limit  of  one  year  after  tne  proclamation  of  peace,  fixed  within 
which  these  railroads  should  be  turned  back,  and  that  the  Congress 
were  not  able  to  determine  a  plan  under  which  these  roads  should 
operate  when  they  were  turned  back  within  the  year,  is  there  any- 
thing to  prevent  the  Congress  from  extending  that  time? 

Secretary  McAdoo.  Not  if  it  will;  but  suppose  it  did  not.  Sup- 
pose there  were  a  filibuster,  for  instance;  or  suppose  Congress  was 
not  in  session ;  or  suppose  the  two  houses  could  not  agree. 

Senator  Robinson.  Under  the  contracts  that  were  made,  might 
there  not  be  new  contracts  made  under  the  authority  of  this  legisla- 
tion guaranteeing  the  return  of  the  railroads  within  a  fixed  period  ? 
Might  that  not  be  a  limitation  upon  the  power  of  Congress  to  extend 
the  time  ? 

Secretary  McAdoo.  It  might  be. 

Senator  Robinson.  Of  course  it  would  depend  upon  the  form  of 
the  contracts.  ^  If  agreed  upon,  a  contract  might  be  made  that  would 
save  the  question. 

Secretary  McAdoo.  Yes,  if  made  under  or  with  lawful  authority. 

Senator  Robinson.  But  on  the  other  hand,  an  agreement  might  be 
made  that  would  require  an  immediate  return  to  be  made. 

Secretary  McAdoo.  An  agreement  can  not  be  for  a  longer  time 
than  the  legislation  authorizes.     We  are  dealing  with  absolutely  un- 
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certain  conditions,  more  uncertain  than  can  ever  confront  a  nation 
at  any  other  time,  except  during  war  time.  Who  can  foretell  what 
is  going  to  happen  in  this  terrible  convulsion  of  the  whole  civilized 
world?  Never  in  the  history  of  the  world,  I  imagine,  has  the  future 
been  so  uncertain  as  now. 

In  order  to  deal  with  this  matter  intelligently,  if  you  are  going  to 
try  to  fix  a  time  limit,  you  must  formulate  some  judgment  or  you 
must  make  some  guess  as  to  the  duration  of  this  war.  What  are  yo« 
going  to  guess?  That  it  will  be  one  year  or  two  years  or  five  years? 
If  you  guess  that  the  war  will  last  two  years  and  then  you  provide 
that  the  railroads  shall  be  returned  within  a  year  after  that  two 
years,  that  would  mean  three  years  of  Government  control. 

If  the  control  lasts  three  years,  the  conditions  are  going  to  be  very 
different  than  if  the  control  lasts  six  months  or  one  year.  The  longer 
the  duration  of  the  war  the  more  the  Government  will  have  to  put 
into  these  properties  in  the  way  of  improvements,  extensions,  ter- 
minal facilities,  and  equipment.  It  must  assume  the  burden  of  keep- 
ing them  going,  equipping  them  for  the  service  of  the  country  while 
it  has  possession  of  them,  and  the  longer  the  Government  remains  in 
control  and  the  larger  the  debt  that  these  railroad  companies  will 
owe  the  American  people,  the  more  imperative  it  will  become  that  a 
reasonable  time  be  allowed  to  liquidate  the  Government's  interest  or 
the  people's  interest  in  these  properties.  I  can  not  see  the  reason  or 
the  possible  or  conceivable  justification  for  deliberately  shutting  our 
eyes  to  all  the  uncertainties  of  the  situation  and  to  the  necessity  of 
protecting  the  interest  of  the  American  people  in  the  liquidation  that 
must  follow  at  the  close  of  the  war  if  trie  properties  are  returned  by 
imposing  now  an  arbitrary  time  limit  that  might  be  the  most  hurtful 
possible  thing,  not  only  to  the  interest  of  the  public  but  to  the  interest 
of  the  owners  of  the  railroads  themselves. 

The  Chairman.  Mr.  Secretary,  I  asked  you  last  Saturday  about 
the  disposition  of  the  $500,000,000  to  be  appropriated  here,  and  it 
had  been  stated  before  the  committee  previous  to  your  coming  before 
it  that  this  would  be  largely  used  for  the  purpose  of  meeting  matur- 
ing obligations  on  certain  classes  of  roads.  Your  answer  was  to  the 
effect  that  it  would  be  used  in  equipment  and  in  improvements  and 
in  meeting  the  necessities  that  might  arise  for  terminals,  in  other 
words,  and  you  also  stated,  as  I  remember,  that  you  thought  the  rail- 
roads themselves  would  be  largely  able  to  take  care  of  their  maturing 
obligations  out  of  the  proposed  compensation  given.  What  effect 
do  you  think  it  would  have  upon  the  railroads  in  investing  their 
money  and  in  keeping  up  their  property  and  in  taking  care  of  their 
maturing  obligations  if  the  time  limit  was  uncertain  and  indefinite? 
What  effect  do  you  think  it  would  have  upon  them  in  their  attitude 
toward  their  property  and  their  securities? 

Secretary  McAdoo.  I  should  think  that  any  railroad  security 
holder  who  had  half  a  thought  of  his  own  interest  would  infinitely 
prefer  to  have  the  assurance  that  this  guaranty  was  going  to  con- 
tinue until  there  was  some  final  disposition  of  the  matter  by  Congress 
than  to  have  it  arbitrarily  terminated  at  the  end  of  a  fixed  period 
and  then  find  his  securities,  unless  the  Congress  had  settled  the  status 
satisfactorily,  with  no  guaranty  back  of  them,  the  business  of  his 
corporation  altogether  altered,  the  competitive  conditions  destroyed. 
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and  the  ordinary  traffic  that  he  might  have  had  under  normal  condi- 
tions diverted  to  another  line,  with  no  assurance  that  he  would  get 
it  back  again.  I  think  the  chaos  and  uncertainty  that  would  result 
would  be  extremely  hurtful  to  the  public  interest  and  also  to  the  in- 
terest of  the  security  holders. 

In  my  judgment  it  is  to  the  interest  of  the  public  and  to  the  in- 
terest of  the  security  holders  to  preserve  the  status  now  established 
until  we  can  work  out  an  intelligent  status  after  the  return  of  peace, 
because  any  arbitrary  time  limit  that  you  impose  might  operate  to 
cut  off  the  whole  business  and  enforce  the  restoration  of  the  old 
status,  which  might  be  the  most  hurtful  thing  possible  to  the  public 
interest  and  to  the  interest  of  the  security  holders. 

The  Chairman.  That  is  going  upon  the  assumption  that  they  will 
ultimately  revert  to  their  original  owners,  but  under  the  present  ter- 
minology used  here  in  this  section  there  is  a  doubt  as  to  wnether  they 
ever  will  be  returned. 

Secretary  MoAdoo.  That  is  a  matter,  of  course,  for  the  Congress 
to  determine. 

Senator  Gore.  Mr.  Secretary,  on  Saturday,  as  I  remember  it,  you 
stated  that  the  $500,000,000  was  not  to  be  used  so  much  to  protect  the 
maturing  obligations,  but  you  expected  the  railroads  to  make  shift 
to  do  that  themselves.  Would  they  have  the  same  motives  to  take 
care  of  maturing  obligations  if  they  were  uncertain  as  to  the  future 
fate  of  the  railroads  as  they  would  have  if  they  knew  they  were 
coming  back  within  a  certain  time? 

Secretary  McAdoo.  I  should  think,  Senator,  that  if  the  security 
holders  knew  that  their  interest  is  protected  or  the  earnings  of  these 
different  properties  is  protected  under  this  proposed  guaranty  until 
the  railroads  are  returned  that  the  investor  would  buy  their  bonds 
with  very  much  greater  confidence  than  he  would  otherwise. 

Senator  Gore.  I  see  how  it  might  stabilize  the  stock  in  the  hands 
of  holders,  but  what  will  be  the  action  and  motives  for  action  on 
the  part  of  the  railroad  management  with  respect  to  maturing  obliga- 
tions? We  will  say  they  do  not  know  whether  they  can  recover  the 
railroads  or  not.  If  they  do  not  take  up  the  maturing  obligations, 
they  know  that  the  Government  will  have  to  do  it. 

Secretary  McAdoo.  No ;  that  would  not  necessarily  follow.  I 
think  you  misunderstood  my  answer  on  Saturday. 

Senator  Gore.  I  may  have. 

Secretary  McAdoo.  Let  me  clarify  it.  The  railroads  have  certain  ma- 
turing obligations  in  1918,  for  instance.  Those  consist  of  equipment 
trusts  as  well  as  funded  debts  of  various  kinds.  The  equipment  trusts 
are  somewhat  simpler  to  deal  with,  and,  I  think,  can  be  cared  for  by 
the  railroads,  undoubtedly.  The  maturing  debts  they  will  either  have 
to  pay  or  refund.  Let  us  assume  that  some  of  these  maturing  obliga- 
tions represent  bonds  issued  20  years  ago,  first-mortgage  bonds  upon 
railroad  lines  of  unquestioned  and  undoubted  security.  After  this 
guaranty  of  income  is  given  to  the  various  railroad  companies,  so  that 
everyone  knows  that  the  interest  upon  bonds  can  undoubtedly  be  cared 
for  during  the  period  of  Government  control,  and  assuming  that  the 
bonds  are  amply  secured  by  the  liens  that  now  exist,  there  should  be 
no  difficulty  aoout  refunding  those  securities  through  the  issuance  of 
new  bonds  having  the  same  lien  as  the  maturing  obligation.     So 
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my  judgment  is  that  as  to  the  great  bulk  of  maturing  obligations,  the 
railroads  having  this  guaranty,  will  be  able  to  provide  for  them- 
selves. It  should  not  be  necessary  to  draw  upon  this  $500,000,000 
fund  for  such  obligations.  If,  however,  it  should  develop  that  any 
carrier  under  Government  control  found  its  credit  impaired  or  the 
position  of  its  property  imperiled  because  it  could  not  meet  a  matur- 
ing obligation,  the  Government  would  have  power  under  this  bill  to 
extend  aid. 

I  imagine  that  not  much  if  any  aid  of  that  sort  will  be  required. 
The  purpose  of  this  $500,000,000  is  to  give,  first  of  all,  let  us  say,  a 
working  capital,  which  the  Government  must  have  to  carry  on  these 
railroad  operation.  It  took  them  over  as  going  concerns  and  of 
necessity  some  working  capital  is  necessary. 

Senator  Kellogg.  Why?  The  railroads  have  their  own  working 
capital.    Why  should  the  Government  furnish  that  working  capital  I 

Secretary  McAdoo.  I  am  not  so  sure  yet  that  the  working  capital, 
that  the  assets  in  their  treasury  were  taken  over. 

Senator  Kellogg.  Each  railroad  has  its  own  working  capital  ? 

Secretary  McAdoo.  If  it  is  available  to  the  Government,  all  right: 
so  much  the  better. 

Senator  Kellogg.  The  Government  will  only  use  it  for  the  trans- 
portation purposes  and  the  railroad  will  only  use  it  for  the  same. 

Secretary  McAdoo.  Suppose  it  is  not  available,  Senator.  That  is 
a  legal  question.  The  question  has  been  raised  as  to  whether  or  not 
the  Government  is  entitled  to  the  cash  assets  of  the  railroad  com- 
panies. 

Senator  Kellogg.  Do  you  mean  that  the  assets  will  be  tied  up  and 
not  used  at  all  ? 

Secretary  McAdoo.  No. 

Senator  Kellogg.  What  use  has  the  Government  got  for  money 
except  for  transportation  purposes? 

Secretary  McAdoo.  It  has  none;  except  for  improvements  and 
various  other  things  that  must  be  carried  on.  I  say,  to  such  extent 
as  this  money  may  be  needed  for  working  capital  it  must  be  avail- 
able. If  we  need  it,  we  must  have  it.  So,  it  is  a  precautionary  and 
intelligent  provision  to  be  made  for  that  purpose. 

That  is  not  so  important  as  other  features  which  we  must  provide 
for.  First  if  there  should  be  any  deficiency  in  earnings  as  against 
the  guaranteed  rental  or  income,  a  fund  must  be  provided  to  make 
good  that  deficiency.  I  hope  there  will  be  no  deficiency.  I  hope  that 
such  economies  can  be  effected  as  will  prevent  deficiencies,  and  I  even 
hope  that  a  surplus  mav  result  from  Government  operation.  Of 
course,  that  is  a  hope.  I  do  not  know.  No  man  can  tell.  But  it  is 
necessary  to  have  a  fund  to  protect  the  guaranty. 

It  is  also  necessary  to  have  a  fund  for  essential  improvements, 
betterments,  and  equipment.  I  do  not  know  how  much  that  will 
require.  The  railroad  companies  have  been  expending  something 
like  six  or  seven  hundred  millions  dollars  a  year  for  such  purposes 
until  the  last  two  years  when  they  have  expended  a  very  much  smaller 
sum,  only  about  $250,000,000  per  annum. 

I  have  expected  that  for  such  improvements  and  betterments,  as 
well  as  for  equipment  that  may  be  essential,  large  drafts  may  have 
to  be  made  upon  this  fund.    If  it  should  not  develop  to  be  necessary 
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so  much  the  better.  Then  we  have  the  money  in  hand  for  any  other 
use  that  may  be  required. 

Then  there  is  another  thing :  Some  of  the  railroads  that  we  ought 
to  take  possession  and  control  of  are  in  the  hands  of  receivers.  Those 
properties  may  have  to  be  reorganized.  I  think  it  would  be  wise  to 
facilitate  the  reorganization  of  such  properties  provided  it  is  done 
upon  a  sound  basis. 

If  such  cases  arise,  this  fund  may  be  resorted  to  to  facilitate  or 
help  such  reorganization. 

Those  are  the  general  uses  for  which  that  appropriation  is  sug- 
gested. 

Senator  Kellogg.  Mr.  Chairman,  I  would  like  to  ask  a  few  ques- 
tions when  you  are  through. 

The  Chairman.  Senator  Kellogg,  you  may  ask  your  questions  now. 

Senator  Kellogg.  As  I  understand  you,  you  think  the  period 
should  be  indefinite  and  should  continue  until  Congress  shall  affirma- 
tively turn  the  roads  back  because  some  legislation  will  be  necessary 
to  govern  the  future  policy  of  the  roads  as  to  pooling  and  competi- 
tive operations. 

Secretary  McAdoo.  I  can  not  answer  the  question,  Senator,  better 
than  my  statement.     I  should  like  to  refer  to  that. 

Senator  Kellogg.  That  is  the  substance  of  it,  is  it  not? 

Secretary  McAdoo.  It  does  not  cover  it  fully. 

Senator  Kellogg.  Well,  what  other  legislation — what  other  legis- 
lation must  Congress  enact  in  order  to  turn  the  railroads  back? 

Secretary  McAdoo.  It  does  not  need  any  if  it  wants  to  restore  the 
old  railroad  or  competitive  status. 

Senator  Kellogg.  Very  well. 

Secretary  McAdoo.  Just .  as  things  were  before  the  28th  of  De- 
cember. If  you  want  to  take  the  chance  of  that,  then  you  do  not 
need  any  legislation  except  to  fix  an  arbitrary  time  and  let  it  go  at 
that. 

Senator  Kellogg.  You  think  that  in  the  future  the  pooling  laws 
and  the  Sherman  law  should  be  repealed  as  to  railroads  and  the  com- 
petitive condition  done  away  with  ( 

Secretary  McAdoo.  I  do  not  know.  I  say  that  is  a  condition  with 
which  you  should  deal  when  it  arises,  and  when  the  test  of  experi- 
ence shows  what  is  necessary  to  be  done.  It  may  be  wise  to  repeal 
those  laws;  I  do  not  know. 

Senator  Kellogg.  Supposing  the  Congress  should  say,  "  We  have 
established  a  policy  and  we  do  not  propose  to  change  it."  Then  you 
would  keep  the  railroads  until  Congress  would  change  the  policy, 
would  you  not? 

Secretary  McAdoo.  If  the  Congress  says  so,  of  course.  That  is  for 
the  Congress  to  determine. 

Senator  Kellogg.  In  other  words,  because  something  may  happen 
in  the  future  that  would  change  the  policy  the  American  people  would 
have  toward  the  railroads,  you  want  to  keep  them  until  that  policy 
is  developed  and  changed  by  Congress? 

Secretary  McAdoo.  I  do  not  want  anything  so  far  as  I  am  con- 
cerned. My  view  is  that  it  is  wiser  for  the  Congress  to  keep  this 
matter  under  control  so  that  it  may  legislate  with  respect  to  known 
conditions  and  do  what  at  the  time  may  seem  manifestly  in  the  public 
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interest  rather  than  now  to  undertake  to  resolve  all  those  conditions 
by  imposing  arbitrary  limitations. 

Senator  Kellogg.  I  understood  you  to  say  that  if  in  the  operation 
of  these  roads  the  Government  should  be  routing  traffic  and  take 
away  one  road's  traffic  and  give  it  to  another,  after  the  war  the  Gov- 
ernment should  replace  that  traffic  and  undo  the  damage  it  had  done. 

Secretary  McAdoo.  I  did  not  say  that;  I  beg  your  pardon.  You 
misunderstood  me. 

Senator  Kellogg.  What  has  the  Government  got  to  do  with  bring- 
ing back  original  conditions  as  to  traffic? 

Secretary  McAdoo.  It  has  nothing  to  do  with  it  except  to  enact 
laws,  if  they  should  be  needed,  when  the  conditions  confront  as, 
when  the  known  conditions  appear,  that  will  facilitate  the  disposition 
or  readjustment  of  the  status  in  a  way  that  will  be  most  compatible 
with  the  public  interest  and  the  rights  of  the  owners  of  these  rail- 
roads. 

Senator  Kellogg.  What  do  you  mean  by  that? 

Secretary  McAdoo.  I  mean  exactly  that. 

Senator  Kellogg.  What  legislation,  for  instance,  will  facilitate  it! 
It  is  very  easy  to  say  "  legislation  to  facilitate  traffic."  What  do  you 
mean  by  legislation  to  facilitate  traffic? 

Secretary  McAdoo.  I  have  explained,  I  thought,  at  some  length— 
at  least  I  tried  to  explain — that  very  great  alterations  in  existing 
methods  of  doing  business  will  inevitably  result  from  Government 
control,  particularly  if  it  lasts  for,  say,  one  or  two  years,  and  the 
longer  it  lasts  the  more  radical,  of  course,  those  alterations  are  going 
to  be.  Traffic  which  has  been  built  up  by  a  railroad  under  the  old 
competitive  condition,  where  it  has  some  advantages  in  location  or 
in  the  position  of  terminals,  or  some  other  extraneous  advantage,  and 
by  perhaps  superior  methods  of  soliciting  freight,  or  otherwise, 
which  has  resulted  in  routing  traffic  or  attracting  traffic  over  its  sys- 
tem when  it  would  not  normally  flow  that  way,  I  say  that  those  con- 
ditions are  bound  to  be  disturbed  where  all  facilities  are  used  in  com- 
mon under  Government  control. 

When  you  undertake  to  return  these  railroads  to  the  owners  by 
restoring  the  previous  status  without  further  legislation,  I  say  that  a 
chaotic  condition  will  present  itself,  not  only  to  the  railroad  manage- 
ment when  it  undertakes  to  take  control  and  restore  its  traffic,  but 
also  to  the  shipper  who  has  adjusted  himself  to  new  methods  and 
conditions  under  Government  control.  Also,  during  the  same  time, 
liquidation  of  the  Government's  interest  in  these  properties  has  sot 
to  be  worked  out  and  established.  I  think  all  of  that  will  require  Fur- 
ther legislation. 

Senator  Kellogg.  What  legislation  ?    That  is  what  I  want  to  get  at. 

Secretary  McAdoo.  Legislation  to  determine  just  what  shall  be 
done  with  respect  to  the  conditions  then  prevailing.  If  yon  will  tell 
me  the  conditions  I  will  give  you  a  suggestion  of  legislation;  bat  I 
can  not  give  you  a  suggestion  of  legislation  unless  I  know  the  con- 
ditions, and  my  argument  is,  Senator,  that  thdte  is  an  uncertain 
condition  in  the  future  with  respect  to  which  Congress  may  have  to 
legislate.  I  think,  therefore,  that  a  time  limit  upon  the  action  of 
Congress  should  not  be  imposed  in  this  bill.  That  is  my  indsment, 
for  what  it  is  worth. 
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Senator  Kellogg.  I  would  like  to  ask  you  one  or  two  more  ques- 
tions. Do  you  think  the  power  to  fix  rates  should  be  taken  away 
from  the  Interstate  Commerce  Commission  and  the  State  com- 
missions? 

Secretary  McAdoo.  I  think  that  when  the  President  is  operating 
the  railroads  for  a  war  emergency  it.  would  be  extremely  unwise  to 
have  his  power  hampered  in  any  way,  so  that  he  can  not  meet  the 
emergencies  that  may  arise.  The  railroads  are  under  Executive 
control,  and  I  think  the  discretion  of  the  President  in  those  matters 
should  be  exercised  unhampered,  just  as  his  discretion  as  Commander 
in  Chief  of  the  Army  and  Navy  of  the  United  States  should  be  ex- 
ercised unhampered,  to  enable  him  to  move  troops  wherever  neces- 
sary to  protect  the  national  interest.  Wherever  it  is  essential  that 
he  use  all  the  railroad  facilities  to  back  the  Army  and  Navy  or  pro- 
tect the  public  interest  he  should  be  free  to  do  so  in  such  manner  as 
is.  in  his  judgment,  necessary. 

Senator  Kellogg.  I  am  not  talking  about  the  movement  of  trains 
or  the  moving  of  traffic,  but  I  am  talking  about  the  State  commis- 
sions that  to-day  have  to  do  with  the  regulation  of  rates  and  the 
Interstate  Commerce  Commission  which  regulates  rates,  not  only  the 
amount  of  the  rate  but  the  relative  reasonableness  of  those  rates  as 
between  communities  and  States.  Should  that  be  left  where  it  is  or 
should  it  be  placed  in  the  hands  of  one  man? 

Secretary  McAdoo.  I  think  the  power  unquestionably  resides  in 
the  President  to  determine  those  questions,  and  I  think  it  is  very 
essential  that  he  should  have  the  power.  The  President's  proclama- 
tion has  expressly  left  that  status  unimpaired  except  to  the  extent 
that  it  may  be  determined  in  the  public  interest  to  alter  it  from  time 
to  time.  As  it  stands  to-day,  the  State  commissions  are  exercising 
precisely  their  same  functions.  The  Interstate  Commerce  Commis- 
sion is  exercising  its  same  function,  and,  for  my  own  part,  I  think 
as  little  disturbance  should  be  made  as  possible  in  those  matters ;  yet* 
at  the  same  time,  it  is  very  essential  that  the  President  should  exer- 
cise his  full  powers  as  the  public  necessity  requires. 

I  will  give  you  an  instance.  The  other  day  the  conditions  in  New 
York  were  very  threatening.  The  harbor  had  been  frozen  to  such 
an  extent  that  it  was  difficult  to  transport  coal  by  water.  As  a 
matter  of  fact,  it  was  almost  impossible  to  do  so.  Long  Island  was 
about  to  be  shut  off  entirely ;  New  England  was  in  a  critical  condi- 
tion. I  directed  that  coal  trains  be  carried  through  the  Pennsyl- 
vania tunnels  underneath  the  city  of  New  York.  If  I  am  not  mis- 
taken, and  I  state  this  from  memory,  there  is  a  provision  in  the 
franchise  granted  by  the  city  of  New  York  to  the  Pennsylvania 
Railroad  that  freight  shall  not  be  carried  through  those  tunnels, 
or  there  is  some  limiting  condition  by  regulation  of  the  public 
service  commission  that  it  shall  not  be  done. 

If  the  President  had  been  obliged  to  make  application  to  the  State 
commission  for  permission  to  use  these  tunnels  to  save  the  people 
of  Long  Island  from  freezing,  they  might  have  frozen  before  he 
could  have  gotten  it.  I  ordered  it  done  and  it  was  done  immediately, 
and  those  people  have  been  saved.  In  a  case  of  that  kind  I  do  not 
think  these  limitations  should  apply.  Let  us  take  the  case  of  de- 
murrage. 
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Senator  Kellogg.  Before  you  leave  that  case,  Mr.  Secretary,  the 
question  you  present  has  reference  to  power  simply  to  move  freight 
and  no  reference  to  the  rate  proposition  whatever.  My  question  was 
as  to  rates. 

Secretary  McAdoo.  I  will  come  to  the  rate  question  in  a  moment. 
Let  us  take  the  case  of  demurrage. 

I  believe  that  every  railroad  man  in  the  country,  and  most  ship- 
pers, too,  will  agree,  even  though  their  interests  are  affected  by  it, 
that  the  rates  of  demurrage  imposed  by  the  commissions  of  the  dif- 
ferent States,  and,  I  think,  by  the  Interstate  Commerce  Commission, 
so  far  as  interstate  traffic  is  concerned,  have  been  so  small  as  to 
encourage  the  use  of  freight  cars  for  warehouse  purposes.  It  is  a 
tremendous  and  terrible  abuse;  it  is  affecting  the  public  interest 
vitally,  and  is  imperiling  the  success  of  America  in  this  war,  because 
if  every  railroad  car  could  be  kept  moving  to-day  and  we  got  the 
maximum  efficiency  out  of  railroad  equipment,  it  would  go  a  long 
way  toward  saving  the  situation. 

Some  States  have  laws  about  demurrage.  Some  of  them  give  a 
free  period  of  three  days,  and  some  of  them  impose  demurrage  rates. 
T  am  told,  By  statute.  In  many  cases  State  railroad  commissions 
impose  demurrage  rates  and  make  regulations  as  to  intrastate  traffic. 
There  are  48  States,  each  with  a  railroad  commission,  and  the  Inter- 
state Commerce  Commission  in  addition,  making  49  regulating 
bodies.  To  reach  that  demurrage  question  and  secure  the  prompt 
release  of  freight  cars,  it  was  necessary  to  issue  a  regulation  of  uni- 
form application  prescribing  rates.  That  power  resides  in  the  Presi- 
dent. As  his  representative,  I  exercised  it  the  other  day  and  it  goes 
into  effect  to-day. 

Gentlemen,  if  the  President  had  had  to  make  application  to  48 
State  railroad  commissions  and  to  the  Interstate  Commerce  Commis- 
sion, as  well,  for  permission  in  this  war  emergency  to  issue  regula- 
tions on  demurrage  and  to  impose  a  new  charge  or  rates,  when  do 
you  think  we  should  have  accomplished  it?  It  might  have  taken 
weeks  to  get  a  decision.  It  might  have  destroyed  the  whole  effective- 
ness of  the  operation.  It  is  essential  that  the  President  should  con- 
trol that  power. 

Let  me  say  that  the  regulation  of  rates  is  a  very  complicated  ques- 
tion. We  have  a  fabric  built  up  and  interwoven  by  the  Interstate 
Commerce  Commission  and  the  various  State  commissions  over  a 
period  of  many  years.  It  is  not  only  a  question  of  the  amount  of  the 
rate,  but  of  the  effect  of  the  rate  upon  different  communities.  Those 
rates  have  relation  to  the  economic  status  and  the  industrial  activities 
of  the  country.  I  think  that  any  man  who  undertook  lightly  to  dis- 
turb that  rate  structure  would  be  doing  a  very  foolish  thing,  and 
naturally  the  President  would  not  undertake  to  exercise  the  power  he 
has  under  the  law  to  destroy  or  disturb  rates  lightly  or  unnecessarily. 

As  I  said  to  the  State  commissioners  who  called  on  me  the  other 
day,  the  ordinary  procedure  will  continue  to  be  observed;  that  the 
advice  and  suggestion  and  assistance  of  these  commissions  could  be 
made  of  great  value  in  the  management  of  the  railroads;  that  the 
purpose  of  the  President  was  and  is  not  to  exercise  any  power  he 
possesses  to  override  the  authority  of  the  Interstate  Commerce  Com* 
mission  and  various  State  commissions  except  in  cases  where  it  is 
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clearly  necessary  to  do  so  to  meet  the  war  emergencies  or  to  serve  the 
public  interest. 

I  should  say  this  about  rates:  When  the  Government  makes  a 
guarantee  of  income  to  these  railroads,  if  the  power  to  make  rates  is 
left  in  other  hands  than  those  of  the  President,  while  the  Govern- 
ment is  in  control,  what  control  will  the  Government  have  over  the 
revenues  of  these  railroads? 

While  I  do  not  mean  to  insinuate  that  any  State  commission  would 
use  the  power  to  make  rates,  if  the  unrestricted  power  should  be  con- 
ceded to  it,  for  the  deliberate  purpose  of  reducing  the  earnings  of  the 
railroads  while  in  Government  control^  nevertheless  you  must  realize 
that  if  the  State  commissions  are  permitted  to  control  the  rates  while 
the  President  is  operating  the  railroads,  they  could  reduce  rates  to 
such  an  extent  as  to  force  a  deficiency  of  earnings  and  thus  make  the 
Government  liable  on  its  guarantee  of  income  to  the  railroads.  In 
this  indirect  manner  it  will  be  possible,  therefore,  for  moneys  to  be 
withdrawn  from  the  United  States  Treasury  without  any  action  or 
control  of  the  Congress.  This  manifestly  would  be  unwise ;  it  would, 
in  fact,  create  an  impossible  situation.  The  Congress  could  not  per- 
mit itself  to  be  deprived  of  the  power  to  protect  the  revenues  of  the 
Government  and  to  protect  the  Federal  Treasury. 

Senator  Kellogg.  That  means  that  during  the  war,  not  for  six 
months  thereafter,  or  possibly  a  year,  but  indefinitely,  until  the 
President  shall  see  fit  to  turn  them  back,  practically  the  one  man 
is  going  to  fix  not  only  the  relatives  rates  but  all  the  rates  for  the 
moving  of  the  commerce  of  the  United  States? 

Secretary  McAdoo.  It  does  not  mean  that,  Senator. 

Senator  Kellogg.  Why  doesn't  it? 

Secretary  McAdoo.  It  means  that  the  power  resides  there  to  do  it. 
The  President  has  many  powers  that  he  does  not  exercise. 

Senator  Kfxlogg.  I  have  not  seen  many  lately. 

Secretary  McAdoo.  You  have  not?  I  think  if  you  would  give  me 
time  I  could  prepare  a  long  list  for  you  of  powers  that  he  does  not 
exercise. 

Senator  Kellogg.  That  is,  he  can  exercise  the  power  if  the  occa- 
sion arises,  according  to  your  theory,  until  Congress  agrees  on  some 
legislation? 

Secretary  McAdoo.  Yes;  I  think  so,  but  after  all  it  rests  in  the 
hands  of  Congress.  You  can  curtail  the  President's  power  any  time 
you  choose  to.  My  argument,  gentlemen,  is  that  you  are  in  posses- 
sion of  certain  powers  which  you  can  exercise  at  will.  If  you  do  not 
want  to  exercise  them,  that  is  your  own  affair.  I  have  no  personal 
interest  in  it.  I  am  simply  giving  my  opinion,  and  I  do  not  think  it 
is  worth  much.    I  am  putting  it  in  the  record  for  what  it  is  worth. 

Senator  Kellogg.  I  think  it  is  worth  a  good  deal.  That  is  why 
I  wanted  to  get  it.  I  can  see  that  it  is  an  awkward  situation,  that 
the  State  commissions  will,  perhaps,  have  the  power  to  cut  down  the 
income  of  the  railroads,  as  guaranteed  by  the  Federal  Government. 
On  the  other  hand,  these  State  commissions  for  a  great  many  years 
have  performed  a  great  many  services  between  the  people  and  the 
railroads  in  little  matters  of  service  and  connections,  and  lines  built 
between  railroads. 
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Secretary  McAdoo.  They  are  not  going  to  be  interfered  with  in 
that  respect,  Senator.  Why,  it  would  be  foolish  for  the  Federal  Gov- 
ernment to  undertake  to  pass  upon  local  questions,  for  instance,  lay- 
ing a  side  track  to  an  industrial  plant,  or  other  such  affairs. 

For  my  part  I  am  willing  that  the  State  commissions  shall  con- 
tinue to  exercise  their  powers,  and  they  are  not  going  to  be  inter- 
fered with  at  any  time,  except  in  cases  where  it  is  clearly  necessary 
in  the  public  interest  and  for  the  purposes  of  the  war.  Their  powers 
should  not  be  allowed  to  override  the  judgment  of  the  Federal  Gov- 
ernment as  to  what  the  war  necessity  may  be  in  the  management  and 
control  of  these  railroads. 

Senator  Kellogg.  This  question  has  arisen  in  my  mind,  Mr.  Sec- 
retary, in  this  connection :  In  taking  over  these  railroads  as  an  exer- 
cise of  the  war  power,  that  was  probably  a  very  proper  exercise  of  the 
war  power  to  meet  military  necessities.  I  am  wondering  how  we 
would  project  the  war  power  into  it  in  times  of  peace — if  the  courts 
would  not  hold  that  after  a  lapse  of  a  reasonable  time  after  the  con- 
clusion of  the  treaty  of  peace,  the  roads  would  not  force  their  return. 

Secretary  McAdoo.  I  think  that  is  a  question  of  policy  for  Con- 
gress to  determine.  If  by  legislation  you  determine  to  and  do  create 
an  Army  of  2,000,000  men,  they  have  to  be  projected  into  peace  times 
before  you  can  restore  them  to  pVivate  citizenship. 

Senator  Kellogg.  You  can  continue  that  indefinitely,  but  can  you 
hold  private  property  indefinitely? 

Secretary  McAdoo.  You  can  continue  this  railroad  possession  in- 
definitely by  act  of  Congress.  The  power  of  Congress  is  not  limited 
in  this  respect.    It  is  for  you  to  determine  the  policy. 

Senator  Kellogg.  I  want  your  ideas  definitely.  I  want  to  know 
whether,  after  a  lapse  of  a  reasonable  time,  the  Government  could 
not  hold  them? 

Secretary  McAdoo.  I  am  frank  to  say  that  if  the  Congress  does  not 
fix  a  time  for  the  return  of  these  properties  and  does  not  legislate 
any  further,  and  the  President's  control  was  left  to  the  present  law, 
the  railroads  would  have  to  be  returned  after  a  reasonable  time,  and 
the  courts  could  determine  what  is  a  reasonable  time  for  their  return. 
Again,  this  is  merely  my  opinion  as  a  "  one-horse  lawyer." 

Senator  Watson.  Or  else  complete  Government  ownership,  and 
they  would  have  to  buy  them. 

Senator  Kellogg.  With  the  Government  in  possession  of  part  of 
the  lines  and  private  individuals  in  possession  of  part  of  the  lines. 

Secretary  McAdoo.  You  mean  the  short-line  railroads,  Senator! 

Senator  Kellogg.  The  short  lines;  yes.  It  is  going  to  be  disad- 
vantageous to  those  short  lines,  is  it  not? 

Secretary  McAdoo.  I  think  not. 

Senator  Kellogg.  To  have  indefinite  operation  by  the  Govern- 
ment? 

Secretary  McAdoo.  I  am  quite  sure  the  short-line  railroads  will 
find  the  Government  a  very  much  more  benevolent  master  than  the 
trunk-line  railroad  managements  have  been. 

Senator  Kellogg.  They  do  not  seem  to  think  so,  Mr.  Secretary. 

Secretary  McAdoo.  Well,  they  are  taking  counsel  of  fear.  So  far 
as  I  am  concerned,  I  never  had  much  respect  for  the  counsel  of  fear, 
and  especially  in  time  of  war.     We  have  got  to  take  counsel  of 
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courage  and  go  forward  and  do  the  things  imperatively  demanded 
in  the  situation. 

Senator  Kellogg.  Have  you  examined  this  plan  of  compensation 
carefully,  Mr.  Secretary,  as  to  what  it  will  return  to  the  railroads? 

Secretary  McAdoo.  I  have  examined  it  with  a  fair  degree  of  care. 
I  do  not  say  that  I  have  gone  into  a  thorough  analysis  of  the  figures. 
I  have  been  more  concerned  with  the  principle  than  with  the  details, 
and  the  principle  of  the  compensation  is,  I  believe,  fair  and  just. 

Senator  Kellogg.  It  is  a  physical  impossibility  ior  any  committee 
of  Congress  to  take  eacli  separate  road  and  fix  the  standard  of  value 
on  the  use  of  that  property,  is  it  not? 

Secretary  McAdoo.  Why,  I  should  say  so. 

Senator  Kellogg.  Wo  would  never  get  any  legislation. 

Secretary  McAdoo.  I  should  not  like  to  "be  asked  to  express  an 
opinion  as  to  the  efficiency  or  ability  of  Congress  or  of  a  committee 
of  Congress.  I  may  say  in  passing  that  I  have  very  great  confidence 
in  the  committees  of  Congress. 

Senator  Kellogg.  It  would  be  difficult,  would  it  not? 

Secretary  McAdoo.  I  do  think  the  problem  is  so  broad  that  it 
would  be  difficult  for  the  committees  to  work  it  out.  But  you  could 
adopt  some  plan  like  that  suggested  in  the  proposed  bill. 

Senator  Kellogg.  You  think  this  compensation  that  you  ask  to  be 
guaranteed  to  the  railroads  is  a  fair  and  reasonable  compensation? 

Secretary  McAdoo.  I  believe  it  is.  I  have  prepared  just  a  brief 
memorandum  on  that  phase  of  the  matter  and,  with  your  permission, 
will  read  it. 

Senator  Kellogg.  I  should  be  very  glad  to  hear  it. 

Secretary  McAdoo.  The  administration  was  confronted  with  the 
necessity  of  taking  an  extraordinary  step  to  solve  an  extraordinary 
transportation  problem.  What  I  have  already  said  has  emphasized 
some  of  the  controlling  needs  which  could  only  be  met  by  putting 
the  power  of  the  Government  back  of  railroad  operation.  The  abso- 
lute coordination  and,  as  far  as  necessary,  common  use  of  all  rail- 
roads and  their  rolling  stock,  regardless  of  any  private  interests ;  the 
entire  disregard  of  established  routes  for  the  movement  of  traffic 
when  other  routes  would  insure  more  or  quicker  service;  the  neces- 
sity for  economy  in  the  use  of  labor  and  material  so  as  to  do  all  that 
might  be  necessary  for  transportation  with  the  least  drain  on  the 
country's  other  demands  for  labor  and  material ;  the  need  for  insur- 
ing the  supply  of  capital  necessary,  notwithstanding  the  impaired 
credit  of  many  railroads  j  the  coordination  of  the  Government  de- 
mands for  priority  in  shipment,  impossible  under  private  railroad 
management;  the  absolute  necessity  for  assuring  railroad  labor 
that  its  just  demands  would  be  met  without  necessity  for  strikes  or 
threats  of  strikes.  All  these  things  and  others,  which  I  shall  not 
attempt  to  enumerate,  made  it  imperative  that  the  Government 
should,  without  delay,  assume  possession  and  control  of  the  rail- 
roads as  a  war  measure.  •  It  did  this  and  thereby  brought  into  exist- 
ence full  governmental  power  to  readjust  methods  of  railroad  opera- 
tions and  the  currents  of  railroad  traffic  absolutely  regardless  of  the 
interests  of  any  particular  railroad  company  or  of  any  private  or 
selfish  interest. 
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This  extraordinary  step  being  necessary,  it  was  essential  that  it 
should  be  taken  in  a  manner  calculated  to  help  rather  than  to  hurt 
a  financial  situation  of  fundamental  importance.  Such  action  was 
calculated  to  cause  the  gravest  disturbance  to  the  whole  financial 
structure  of  the  country  unless  unquestioned  assurance  could  be  given 
by  the  Government  of  an  adequate  protection  to  the  holders  of  rail- 
road securities,  representing  something  like  $16,000,000,000  in  bonds 
and  stocks.  Even  in  time  of  peace  tne  public  interest  would  have 
made  it  highly  important  to  avoid  any  such  financial  disturbance, 
but  in  the  present  war,  when  success  can  not  be  achieved  without  the 
raising  of  unprecedented  amounts  of  capital,  it  would  have  been 
unthinkable  and  self-destructive  for  the  (government  in  taking  over 
the  railroads  to  do  so  in  such  a  way  as  to  disturb  rather  than  reas- 
sure the  general  financial  situation. 

The  Government  had  to  take  the  step  to  promote  the  successful 
•conduct  of  the  war,  and  it  would  have  been,  in  my  judgment,  most 
unfortunate  if  the  step  had  been  taken  in  such  a  way  as  to  make  the 
winning  of  the  war  more  difficult.  After  a  careful  study  of  the  situ- 
ation. I  have  reached  the  conclusion  that  the  three-year  basis,  as  pro- 
posed, would  not  only  be  reasonable  and  just,  but  that  it  would  give 
the  necessary  stability  to  the  general  financial  situation  and  that  it 
would  carry  with  it  the  financial  reassurance  which  was  necessary  in 
order  to  help  instead  of  hurt  the  great  financial  undertakings  which 
the  Government  itself  must  carry  forward.  It  must  be  remembered 
that  the  step  which  has  been  taken  is  not  intended  to  be  a  permanent 
one  and  therefore  the  proposed  guarantee  of  an  income  is  not  in- 
tended to  be  permanent.  The  Government  has  acted  with  respect 
to  an  existing  emergency,  has  taken  temporary  possession  and  control 
of  the  railroads,  and  has  the  right  to  turn  them  back  to  the  owner? 
at  any  time  it  sees  fit,  even  during  the  period  of  the  war,  under  the 
law  as  it  now  stands,  and  in  the  meantime  it  has  the  option  to  read- 
just, according  to  its  own  judgment  of  the  necessities,  the  currents 
of  traffic  and  the  methods  of  operation.  The  measure  is  an  emer- 
gency measure  and  the  compensation  is  upon  an  emergency  basis  and 
can  hot  be  correctly  put  upon  exactly  the  same  foundation  or  basis 
which  might  be  proper  if  the  assumption  of  possession  and  control 
were  permanent  and  the  guaranteed  income  were  perpetual. 

You  have  heard  the  arguments  of  the  carriers  as  to  why  the  pro- 

Eosed  guarantee  is  too  small,  and  you  have  heard  and  doubtless  will 
ear  arguments  as  to  why  it  is  too  large.  Any  matter  of  such  com- 
plexity might  be  made  the  subject  of  endless  debate,  and  there  might 
be  a  hundred  different  views,  each  perfectly  honest  and  well  informed 
as  to  the  precise  basis  that  would  be  the  best ;  but  after  hearing  all 
that  has  been  suggested  from  every  standpoint  since  the  President's 
proclamation,  I  have  remained  convinced  that  the  basis  proposed  is 
fair  and  reasonable,  and  that  is  what  the  Congress  ought  to  direct 
their  attention  to,  and  that  is  what  the  courts  would  impose  if  the 
question  were  remitted  to  the  courts.  I  ami  particularly  convinced 
tnat  it  is  fair  and  reasonable  in  view  of  the  optional  character  of  the 
possession  and  control.  Moreover,  a  just  basis  promptly  provided 
and  accepted  will  aid  the  Government  incalculably  in  carrying  on 
successfully  the  stupendous  financial  undertakings  essential  and,  in 
fact,  vital  to  the  success  of  the  war. 
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That,  in  general,  is  the  principle  which  I  have  felt  should  animate 
us  in  dealing  with  this  very  vital  problem.  I  do  not  attempt  to  state 
the  figures  with  accuracy,  although  I  could  do  so  by  referring  to 
memoranda,  but  I  may  say  that  in  a  general  way  the  net  income  of 
the  railroads,  the  character  of  net  income  we  are  dealing  with  here, 
was  something  like  a  billion  and  thirty-five  million  dollars  in  the 
fiscal  year  ended  June  30,  1917.  Upon  the  basis  of  guaranty  pro- 
posed, the  Government  commits  itself  to  a  guarantee  out  of  the 
revenues  of  the  railroads  of  about  $935,000,000.  Am  I  right  about 
that? 

Senator  Keux>gg.  That  is  about  right. 

Secretary  McAdoo.  In  other  words,  we  are  taking  the  railroads 
over  under  a  guaranty  of  about  $100,000,000  less  than  they  earned  in 
the  last  fiscal  year  of  the  period,  and,  in  addition  to  that,  excess- 
profits  taxes  are  to  be  paid  out  of  that  guaranteed  income. 

If  the  Government,  with  its  powers  of  coordination  and  common 
use  of  facilities,  with  the  unquestioned  economies  that  may  be  prac- 
ticed under  its  control  of  the  situation,  and  with  an  advantage  of 
$100,000,000  over  the  proposed  guaranty  as  shown  by  the  last  fiscal 
year's  earnings,  has  not  made  a  fair  trade  upon  the  merits  of  the 
proposition  for  a  temporary  use  of  these  properties,  then  I  am  frank 
to  sav  I  do  not  know  what  would  be  fair. 

After  all,  this  is  merely  an  expression  of  my  opinion.  I  do  not 
say  my  opinion  is  worth  more  than  that  of  anyone  else,  nor  even  as 
much,  but  I  feel  that  upon  the  merits  of  the  proposition,  and  the  char- 
acter of  use  the  Government  is  making  of  the  properties,  and  the 
fact  that  it  has  been  able  to  get  possession  immediately,  without  re- 
gard to  the  interests  of  stockholders  or  bondholders,  that  it  has  a 
right  to  turn  the  properties  back  at  any  time  with  any  alteration  it 
may  have  made  of  existing  or  preexisting  methods  of  doing  business, 
which  would  have  to  be  readjusted  by  the  carriers  themselves,  I  think 
the  basis  is  fair,  and  the  Government  must  be  fair  and  just  in  this 
situation. 

There  is  another  reason:  Whatever  you  propose  to  these  railroads  is 
not  something  that  you  can  impose  merely  because  you  propose  it.  You 
can  merely  suggest  a  fair  basis  of  compensation  to  them  with  the 
expectation  and  hope  that  they  will  all  take  it  promptly  and  put  at 
rest  all  the  uncertainties  and  anxieties  with  respect  to  the  securities 
these  railroads  have  issued  and  which  are  held  in  large  part  by  banks 
and  fiduciary  institutions  throughout  the  country,  as  well  as  oy  indi- 
vidual investors,  and  which  constitute  a  very  considerable  and  vital 
part  of  the  credit  foundation  and  structure  of  the  country. 

I  would  rather  err  on  the  side  of  liberality  and  get  an  agreement 
with  everyone  of  these  corporations  as  quickly  as  possible  and  set 
those  questions  at  rest,  so  that  the  great  financial  operations  of  the 
Government  may  proceed  without  having  this  cloud  on  the  financial 
horizon,  than  to  try  and  pare  the  thing  down  and  be  illiberal  about 
it  and  remit  these  companies  to  the  courts  for  their  remedy  and  thus 
keep  the  whole  financial  situation  in  suspense  and  doubt  until  de- 
cisions of  the  courts  are  rendered. 

I  think  there  is  one  thing  the  Government  can  not  stand  for,  and 
that  is  deliberate  injustice  to  any  interest,  public  or  private,  especially 
in  circumstances  of  this  character,  where  so  much  is  at  stake;  and  I 
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feel,  therefore,  that  if  we  can  offer  what  would  be  generally  regarde<i 
as  a  fair  basis  for  the  use  of  these  properties,  so  that  the  carriers 
would  be  willing  to  accept  promptly  and  keep  the  matter  out  of  litiga- 
tion and  remove  all  uncertainties,  it  would  be  the  best  thing  we  could 
do,  not  only  for  them,  but  for  the  protection  of  the  Government  itself 
in  the  matter  of  damages  that  may  be  claimed,  and  in  the  common 
interest  as  well. 

Senator  Kellogg.  It  has  been  suggested,  Mr.  Secretary,  that  those 
roads  which  had  liberal  incomes  would  accept  it.  Those  which  did 
not  receive  very  good  incomes  under  this  guaranty  would  refuse  to 
accept  it  and  go  to  the  courts ;  that,  therefore,  the  Government  would 
be  paying  liberally  to  the  well-to-do  roads  and  making  up  to  the  poor 
ones  an  additional  compensation.  That  has  been  suggested  before  the 
committee. 

Secretary  McAdoo.  Suppose  that  happens;  what  is  the  remedy  f 
All  we  can  propose  is  fair  compensation;  and  if  they  do  not  accept  it. 
the  courts  will  protect  them. 

Senator  Kellogg.  Your  idea  is  that  all  the  railroads  will  coim» 
under  this  or  not? 

Secretary  McAdoo.  I  do  not  know.  I  still  think  there  are  intelli- 
gent railroad  managements  in  the  country,  and  intelligent  investor- 
also,  and  I  think  they  would  accept  what  is  a  perfectly  fair  and  ju>t 
basis  if  it  is  offered  to  them. 

Senator  Townsend.  Suppose,  Mr.  Secretary,  these  less  fortunate 
roads  did  not  accept;  do  you  think  you  have  authority  to  fix  their 
compensation  over  that  which  this  rule  has  laid  down  ? 

Secretary  McAdoo.  Section  1  applies  to  carriers  of  a  certain  cla&s 
and  I  think  will  satisfy  all  roads  of  that  class.  As  I  understand 
section  3  of  the  bill,  either  as  it  is  now  drawn  or  as  you  may  amend 
it,  it  will  offer  an  opportunity  for  those  railroads  which  can  not 
bring  themselves  within  the  category  of  section  1. 

Senator  Townsend.  It  would  not  necessarily  mean,  then,  that 
these  roads  would  go  into  court? 

Secretary  McAdoo.  Not  necessarily ;  no. 

Senator  Townsend.  If  you  felt  that  you  wanted  to  increase  their 
compensation  over  what  the  general  rule  prescribes  for  all  carriers 
you  could  do  that? 

Secretary  McAdoo.  There  is  a  method  under  section  3  of  deter- 
mining it  which  they  could  resort  to  without  going  into  court. 

The  Chairman.  That  does  not  apply,  however,  to  other  than 
class  1 ? 

Secretary  McAdoo.  No. 

The  Chairman.  That  rule  applies  rigidly  to  class  1  ? 

Secretary  McAdoo.  Precisely.    I  presume  you  refer  to  section  1. 

The  Chairman.  Outside  of  that  you  are  at  liberty  to  make  such 
agreements  as  the  circumstances  may  justify? 

Secretary  McAdoo.  Under  the  limitations  that  may  be  prescribed 
by  the  bill. 

Senator  Townsend.  So  this  bill  does  not  necessarily  give  to  the 
committee  or  to  Congress  or  the  country  the  amount  of  compeir*** 
tion  which  will  be  granted  to  these  railroads  as  a  whole! 

Secretary  McAdoo.  It  can  not  give  it  in  exact  terms;  I  mean  in 
amount.  You  are  establishing  a  principle  upon  which  those  arrange- 
ments may  be  made. 
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Senator  Town  send.  So  that  the  average  rate  of  compensation 
given  to  all  the  railroads  of  the  country  may  be  much  greater,  or 
some  greater,  than  the  amount  prescribed  by  this  rule  would 
indicate? 

Secretary  McAdoo.  It  might  be,  but  it  might  be  less  than  the 
estimates  that  I  have  just  submitted.  In  other  words,  I  have  said 
that  the  aggregate  guaranty  to  all  the  railroads  the  use  of  which  the 
Government  may  retain  during  the  war  might  be  $935,000,000  upon 
the  proposed  basis.  When  it  is  worked  out  in  actual  practice  it 
might  be  a  little  less  or  a  little  more.  I  do  not  think  it  will  vary 
very  much  either  way. 

The  Chairman.  Class  1  comprises  about  75  per  cent. 

Secretary  McAdoo.  Ninety-seven  per  cent. 

The  Chairman.  Ninety-seven  per  cent? 

Secretary  McAdoo.  Yes ;  I  think  that  is  right. 

Senator  Townsend.  I  was  going  to  ask  another  question  on  that. 
Why  is  class  1  mentioned  here  ? 

The  Chairman.  It  is  not  mentioned. 

Senator  Townsend.  I  mean  why  do  the  Senators  suggest  class  1  ? 

Senator  Kellogg.  It  is  not.  We  have  statistics,  and  the  commis- 
sion did  not  have  statistics  for  all  of  the  roads.  Some  of  them  do 
not  even  report. 

Secretary  McAdoo.  Do  not  report  to  the  commission. 

Senator  Townsend.  I  understand  that  clearly. 

Senator  Cummins.  The  bill  covers  every  railroad,  whether  it  is  a 
mile  long  or  10  miles  long  or  a  thousand. 

Senator  Townsend.  Certainly. 

Senator  Cummins.  Without  regard  to  whether  it  reports  to  the 
Interstate  Commerce  Commission  or  not. 

Secretary  McAdoo.  The  bill  does  not  in  terms  refer  to  such  classi- 
fication. I  am*  speaking  only  of  the  Interstate  Commerce  Commis- 
sion classification  of  the  carriers  reporting  to  it. 

Senator  Townsend.  I  understood  it  did,  but  the  Senator  from 
Minnesota  suggested  it  applied  to  class  1. 

Senator  Kellogg.  No;  I  did  not.  You  misunderstood  me  if  you 
think  I  suggested  that. 

Senator  Townsend.  Then,  I  did. 

Senator  Watson.  Mr.  Secretary,  there  is  one  question  I  want  to 
«sk  you,  with  a  view  to  obtaining  something  on  the  present  status. 
Was  the  Garfield  coal  order  designed  primarily  to  relieve  railroad 
congestion,  or  to  distribute  coal  to  the  place  or  places  where  it  was 
most  needed?  In  other  words,  was  it  primarily  a  transportation 
problem  or  a  coal  problem  ? 

Secretary  McAdoo.  I  think,  Senator,  it  was  both.  I  think  not  only 
lhat  coal  distribution  was  unequal,  but  the  congestion  of  traffic  has, 
of  course,  greatly  interfered  with  the  prompt  movement  of  coal. 
The  weatner  for  the  past  four  weeks,  which  has  been  of  such  phe- 
nomenal severity,  has  tremendously  impeded  the  operation  of  rail- 
roads.    There  is  no  question  about  that.     Everyone  realizes  it. 

Senator  Watson.  Were  you  a  party  to  the  composition  of  the 
order? 

Secretary  McAdoo.  No;  I  was  not  a  party  to  the  composition  of 
it,  but  I  approve  the  principle  of  it.    I  think  it  was  a  wise  thing  to 
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do.  Every  once  in  a  while  we  have  to  submit  to  surgery,  you  know, 
and  conditions  had  developed  which  made  Dr.  Garfield's  action 
necessary.  I  think  the  hurt,  as  is  usual  in  such  cases  where  you  jump 
at  hasty  conclusions,  will  be  very  much  less  than  anticipated,  and 
lhat  the  benefits  are  likely  to  be  very  large.  The  benefits  would  have 
been  much  larger  so  far  as  the  transportation  end  is  concerned,  if 
there  had  been  decent  weather  for  the  last  week;  and  I  may  say 
that  the  country  is  playing  in  somewhat  hard  luck  as  to  weather. 
I  had  planned  with  a  great  deal  of  care,  and  preparations  had  been 
made  in  conjunction  with  the  State  councils  of  national  defense,  the 
governors  of  the  States,  and  the  mayors  of  cities,  together  with  busi- 
ness organizations,  to  make  a  great  freight  moving  this  past  week, 
but  the  unusual  weather  conditions  have  hampered  it  very  much. 

Senator  Poindexter.  Can  you  not  get  the  cooperation  of  the 
Weather  Bureau? 

Secretary  McAdoo.  I  have  endeavored  to,  but  you  see  I  have  failed. 
The  disposition  has  been  right,  but  the  performance  has  been  bad. 

Senator  Watson.  That  is  to  say,  as  I  understand,  there  would  be 
lots  of  other  things  not  shipped,  manufactured  products,  and  90  forth, 
because  jthe  factories  were  shut  down,  and  that  would  give  the  coal 
that  was  needed  ? 

Secretary  McAdoo.  Not  only  that,  but  the  demands  upon  the  fuel 
supply  itself  have  been  extraordinary. 

Senator  Watson.  But  that  would  give  the  coal  the  right  of  way? 

Secretary  McAdoo.  It  would  give  the  chance  to  ship  the  coal  where 
it  was  needed,  and  not  haul  other  things  that  are  not  so  material. 

Senator  Kellogg.  That  would  hardly  be  an  excuse  for  closing 
down  sawmills  in  remote  parts  of  the  country  that  did  not  need  any 
coal. 

Secretary  McAdoo.  Did  they  close  any  of  them,  Senator!  You 
must  be  speaking  of  the  West. 

Senator  Kellogg.  No. 

Senator  Watson.  I  did  not  intend  to  argue  the  coal  proposition 
with  you,  Mr.  Secretary,  because  you  say  you  did  not  have  anything 
to  do  with  the  composition  of  it.  .  I  wanted  to  find  out  something 
about  it,  because  the  order  itself,  as  I  recall  reading  it,  says — and 
I  may  be  in  error  as  to  that — that  it  is  designed  also  to  aid  the 
Director  General  in  the  transportation  problem. 

Secretary  McAdoo.  I  do  not  think  it  makes  very  much  difference 
what  the  order  says,  or  how  it  is  phrased.  The  ooject  to  be  gained 
is  certainly  desirable,  and  as  far  as  I  am  concerned,  I  do  not  care 
whether  it  was  said  to  be  done  to  help  the  Director  General,  or  at 
his  instance,  or  solely  for  his  personal  benefit;  if  we  can  help  the 
country  by  doing  it,  I  am  for  it.  As  I  said  before,  I  believe  the 
results  will  be  beneficial.  I  wish  we  had  been  able  to  command  the 
tort  of  weather  that  would  have  enabled  us  to  make  it  even  more 
beneficial.  I  am  very  much  in  hopes-^and  I  say  this  not  merely 
optimistically,  but  because  I  think  it  is  in  the  cards—that  assuming 
a  reasonable  quality  of  weather  for  30  days,  and  with  the  things 
that  are  in  motion  now,  the  rerouting  of  traffic  and  the  use  of  certain 
facilities  more  effectively  for  the  vital  needs  of  the  Nation  than 
lias  been  possible  heretofore,  the  improvement  in  the  motive  power 
situation  and  the  release  of  equipment  that  we  hope  to  bring  about. 
we  shall  improve  the  situation  to  such  an  extent — I  say  I  hope  that 
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it  may  be  possible  to  improve  the  situation  to  such  an  extent  that 
that  order  may  not  have  to  go  as  far  as  is  now  indicated.  I  am 
expressing  a  hope,  and  I  do  not  want  to  have  any  unjust  inferences 
drawn  from  it.  Of  course,  if  my  hopes  are  realized  it  will  not  be 
necessary  to  continue  the  order  for  the  full  length  of  time  suggested. 

Senator  Poindexter.  What  has  been  done  so  far,  as  the  result  of 
this  remedv,  Mr.  Secretary,  in  regard  to  the  coaling  of  ships  and 
relieving  the  congestion  in  New  York  and  other  congested  points? 
Have  you  noticed  any  improvement  ? 

Secretary  McAdoo.  Yes;  decided  improvement  there  already* 
There,  again,  I  may  say  that  the  condition  of  ice  in  the  harbor,  be- 
fore this  freeze  set  in  yesterday,  has  been  much  more  favorable  the 
last  few  days  than  it  has  been  for  some  weeks.  Of  course,  the  condi- 
tions of  navigation  in  New  York  are  essential  to  expeditious  move- 
ment of  ships  and  freight,  but  I  am  sure  that  the  ship  situation  is 
going  to  be  largely  relieved.  I  also  believe  that  just  as  quickly  as 
the  problem  can  be  sufficiently  worked  out  and  necessary  preparations 
made  for  it — and  it  is  difficult  to  do  that  in  the  winter  months — we 
shall  be  able  to  effect  a  better  distribution  of  traffic  to  the  ports  of 
the  country  so  that  such  a  heavy  burden  will  not  be  placed  on  the 
port  of  New  York.  That  port  will  have  all  it  can  do  in  any  circum- 
stances, but  we  must  see  that  it  has  not  more  than  it  can  do,  if  it  is 
possible  to  avoid  it. 

The  Chairman.  Mr.  Secretary,  of  course,  this  is  a  matter  of  great 
interest  to  all  of  us,  about  what  you  are  doing  with  that.  But  the 
present  subject  is  what  we  are  going  to  do  with  this  bill,  and  I  would 
suggest  to  the  committee  that  we  proceed  with  the  consideration  of 
this  bill  so  that  we  might  expedite  matters. 

Senator  Poindexter.  Mr.  Chairman,  just  allow  me  to  suggest  right 
there  that,  so  far  as  the  question  I  asked  is  concerned,  one  of  the  de- 
termining things  I  expect  to  influence  my  vote  on  this  bill  is  the  exist- 
ing condition  and  the  experience  under  the  control  which  has  been 
taken  over  and  which  is  dealt  with  by  this  bill.  That  is  the  subject 
of  the  bill. 

The  Chairman.  You  want  to  get  clearly  in  your  mind  how  much 
power  you  are  giving  and  how  it  is  going  to  be  used. 

Senator  Poindexter.  I  want  to  get  the  benefit  of  experience  so  far 
as  we  have  had  experience. 

The  Chairman.  In  the  light  of  the  order  that  was  issued  the  other 

day. 

Senator  Poindexter.  In  the  light  of  the  condition  of  Government 
control  which  is  dealt  with  by  this  bill,  and  nothing  else  is  dealt  with 
by  it.    That  is  the  exclusive  subject  of  the  bill. 

Senator  Cummins.  Mr.  Chairman,  I  would  like  to  ask  a  question 
or  two,  and  I  call  the  attention  of  the  Secretary  to  section  13,  about 
which  there  has  been  a  good  deal  said  this  morning.  You  seem  to 
assume,  and  in  that  assumption  there  has  been  general  concurrence, 
that  the  period  of  competition  among  railway  companies  has  passed 
and  that  we  are  to  substitute  something  else  for  it.  Did  I  correctly 
understand  you  ? 

Secretary  McAdoo.  I  do  not  quite  understand  you,  Senator.  I 
beg  your  pardon.     You  referred  to  section  13  ? 
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Senator  Cummins.  You  said  that  these  roads  never  could  be  re- 
stored, or  ought  not  to  be  restored  to  their  present  owners  under  the 
system  of  competition  which  has  heretofore  prevailed? 

Secretary  McAdoo.  Yes. 

Senator  Cummins.  Inasmuch  as  competition  is  the  essential  feature 
of  private  owenrship,  why  should  we  go  back  to  private  ownership 
if  competition  is  no  longer  to  be  the  controlling  feature? 

Secretary  McAdoo.  I  said,  Senator,  that  I  thought — and  I  am 
merely  expressing  an  opinion,  of  course — I  said  I  thought  it  was 
going  to  be  possible  for  this  control,  if  it  lasted  long  enough,  to 
demonstrate  certain  things  which  would  necessitate  very  material 
alterations  in  the  existing  methods  of  doing  railroad  business;  that 
it  would  be  impossible,  I  thought,  to  restore  the  preexisting  status, 
which  I  referred  to  as  the  u  competitive  status,"  simply  for  conven- 
ience, and  therefore  I  felt  that  Congress  would  of  necessity  have  to 
legislate  with  respect  to  a  new  status,  the  status  now  created,  and 
which  may  develop  in  many  additional  and  unforeseen  ways.  A  very 
uncertain  problem  will  be  presented  in  the  future,  and  therefore  I 
think  the  Congress  will  be  oetter  able  to  deal  with  it  in  the  future 
if  no  time  limit  is  set  in  this  bill  for  the  return  of  the  railroads  to 
private  control. 

Senator  Cummins.  I  believe  that  is  true  and  have  long  believed  it. 
But  we  can  not  turn  these  properties  back  to  the  owners  and  allow 
them  to  be  operated  without  competition,  can  we? 

Secretary  McAdoo.  Well,  I  do  not  Know,  but  I  think  you  can. 
Senator.  You  can  restore  the  old  conditions,  if  Congress  should 
think  it  wise.  I  am  convinced  that  a  stronger  and  more  intelligent 
Government  control  of  the  railroads  than  we  have  had  in  the  past 
must  be  a  dominating  feature  when  the  final  disposition  of  this 
question  is  made  by  the  Congress.  As  to  whether  or  not  as  a  matter 
of  economic  policy  the  stronger  Government  control  I  have  suggested 
or  the  return  to  the  old  private  control  is  the  sounder  is  not  for  me 
to  determine. 

Senator  Cummins.  No  ;  I  am  not  asking  for  your  opinion  on  that 
subject,  because  it  is  a  controverted  subject. 

Secretary  McAdoo.  It  is. 

Senator  Cummins.  But  what  you  are  looking  forward  to — and  I 
think  everybody  must  be  conscious  of  it — is  that  there  is  a  very  serious 
problem,  or  there  will  be,  before  Congress,  with  regard  to  ownership 
and  operation  of  our  public-utilities  properties  of  this  character  in 
the  future,  and  that  it  will  probably  take  Congress  a  good  while  to 
reach  a  sound  and  intelligent  conclusion  upon  that  subject? 

Secretary  McAdoo.  Of  course,  I  do  not  know  how  long  it  will  take. 
but  it  will  take  a  long  time.  My  own  feeling  about  it  is  this:  It  is 
a  very  uncertain  situation  that  we  must  confront,  and  it  seems  to  me 
we  should  be  doing  a  very  unwise  thing  to  place  an  arbitrary  limit 
on  the  time  that  may  be  required  to  settle  so  important  a  problem 
wisely  and  soundly.    That,  again,  I  say  is  merely  an  opinion. 

Senator  Cummins.  You  can  not  eliminate  competition  anions  the 
various  railroads  of  the  country  unless  you  eliminate  the  individual 
and  the  selfish  interest  which  prompts  competition,  can  you? 

Secretary  McAdoo.  I  should  not  think  you  could,  except  through 
strong  Government  control  somewhat  along  present  lines  or  through 
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Government  ownership.  I  say,  Senator,  that  it  is  for  the  .Congress 
to  determine  what  policy  shall  be  adopted  in  the  light  of  conditions 
as  they  present  themselves  after  the  return  of  peace.  My  sole  point 
is  that  when  that  time  arrives  the  Congress  ought  not  to  find  its 
hands  tied  in  dealing  with  the  problem  by  an  arbitrary  limit  im- 
posed now,  when  it  must  be  imposed  with  uncertainty  as  to  the  con- 
ditions the  future  may  develop. 

Senator  Cummins.  Congress  must  legislate  on  that  subject  when 
the  railroads  are  returned,  in  whatever  condition  they  may  be.  But 
in  your  view  there  would  be  a  good  deal  of  chaos  if  they  were  re- 
turned without  appropriate  legislation  governing  their  relations  to 
the  public  and  their  relations  to  each  other! 

Secretary  McAdoo.  That  is  my  feeling  about  it.  I  think  that  the 
status  is  going  to  be  greatly  altered,  and  that  relief  by  legislation 
will  be  necessary. 

Senator  Cummins.  You  indicated,  however,  that  the  President  had 
the  power  to  turn  them  back  at  any  time  he  pleased. 

Secretary  McAdoo.  Yes ;  under  the  existing  law  I  think  he  has  the 
power  now  to  turn  them  back  if  he  considers  them  unnecessary  for 
war  purposes.    I  think  he  could  do  that. 

Senator  Cummins.  And  while  you  would  think  it  would  be  un- 
wise for  Congress  to  fix  a  definite  period  for  their  return  to  their 
present  owners,  you  think  it  would  be  wise  to  leave  the  President 
with  the  power  to  turn  them  back  at  any  moment  that  he  saw 
fit? 

Secretary  McAdoo.  I  think  the  President  ought  to  be  given  an 
indefinite  period  to  exercise  his  discretion  for  the  war  purposes  for 
which  he  took  them  over,  just  as  I  think  Congress  ought  to  have 
an  indefinite  period  in  which  to  determine  their  status  after  Congress 
is  called  upon  to  act. 

Senator  Cummins.  After  the  war  is  over — we  will  assume  that  they 
would  not  be  turned  back  until  the  war  is  over — but  after  the  war 
is  over  you  leave  it  with  the  President  to  bring  about  the  very  same 
chaos  and  confusion  which  you  think  Congress  ought  not  to  be 
guilty  of. 

Secretary  McAdoo.  The  President's  power  is  not  limited  as  to 
time  under  the  proposed  bill  any  more  than  the  power  of  Congress 
is,  but  that  is  for  Congress  to  determine.  Of  course,  you  have  the 
power,  if  you  see  fit,  to  put  a  provision  in  this  bill  that  the  President 
shall  not  turn  them  back,  even,  within  the  time  that  Congress  fixes, 
or  shall  not  turn  them  back  at  all  until  Congress  legislates  about  it. 

Senator  Cummins.  Do  you  not  think,  then,  that  we  ought  to  make 
some  provision  at  least  when  peace  comes  that  would  prevent  the 
President  from  turning  them  back  to  their  owners  until  Congress 

acted? 

Secretary  McAdoo.  Well,  I  do  not  see  any  objection  to  it.  The 
bill  so  provides,  as  I  understand  it. 

Senator  Poindexter.  That  is  what  the  section  13  of  the  bill 
would  provide  for. 

Secretary  McAdoo.  That  is  what  the  bill  says,  that  you  shall  not 
turn  them  back  until  Congress  shall  otherwise  provide. 

Senator  Cummins.  The  bill  provides  otherwise;  that  is,  it  pro- 
vides that  during  the  period  of  the  war  or  the  emergency,  and  until 
Congress  otherwise  directs,  I  believe. 

43202— is RR 
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Senator  Kellogg.  No;  until  Congress  shall  hereafter  order  other- 
wise. 

Senator  Cummins.  That  is  the  same  thing. 

Senator  Kellogg.  Yes. 

Senator  Cummins.  We  need  not  quarrel  about  words  that  mean 
the  same  thing.  We  say  to  the  President  that  he  shall  retain  the 
possession  of  these  roads  under  the  war  power  until  Congress 
authorizes  him  or  directs  him  to  do  otherwise. 

Secretary  McAdoo.  Senator,  I  do  not  agree  with  your  interpreta- 
tion of  the  existing  law. 

Senator  Cummins.  How  do  you  interpret  it? 

Secretary  McAdoo.  Let  me  explain.  Without  further  legislation 
by  the  Congress,  I  think  the  President  now  has  the  power  to  turn 
these  roads  back  when  the  emergency  is,  in  his  judgment,  passed. 

Senator  Cummins.  That  is  what  I  tried  to  say  a  few  mo- 
ments ago. 

Secretary  McAdoo.  Yes;  I  did  not  understand  you  to  say  it.  I 
hope  I  expressed  myself  to  the  same  effect.  If  this  bill  is  passed,  it 
imposes  a  new  condition  on  the  President,  because  this,  as  I  under- 
stand, is  what  it  says : 

That  the  Federal  control  of  transportation  systems  herein  and  heretofore 
provided  for  shall  continue  for  and  during  the  period  of  the  war. 

That  would  prevent  the  President  from  turning  them  back  during 
the  period  of  the  war,  even  though  he  thought  it  was  desirable  to 
turn  them  back. 

And  until  Congress  shall  thereafter  otherwise  order. 

That  leaves  the  matter  within  the  control  of  Congress. 

Senator  Cummins.  I  understand  Congress  can  change  that  status 
whenever  it  desires,  but  we  have  all  been  discussing — which  is  ob- 
vious, I  think,  to  any  thoughtful  man — conditions  which  will  make 
it  difficult  for  Congress  to  change  the  status  by  providing  a  com- 
plete system  of  reorganization  and  regulation  or  control,  and  until 
Congress  does  do  that  thing,  if  peace  should  come  to-morrow,  the 
President  must  continue  to  operate  the  roads  under  the  powers  that 
you  have  described,  with  power  not  only  to  direct  the  movement  of 
cars  upon  the  tracks,  but  with  power  to  fix  rates  and  exercise  any 
other  regulation  over  general  commerce  as  to  him  might  seem  wise. 

Secretary  McAdoo.  You  say  you  think  that  is  what  his  powers 
now  are? 

Senator  Cummins.  That  would  be  his  power. 

The  Chairman.  Under  this  section? 

Senator  Cummins.  Under  this  section. 

Secretary  McAdoo.  Under  this  phraseology,  yes.  In  other  words, 
if  you  pass  the  bill  in  this  form,  it  makes  it  mandatory  that  this 
control  continue  until  Congress  shall  otherwise  determine. 

Senator  Cummins.  Is  it  not  perfectly  clear,  then,  that  inasmuch 
as  no  person  would  have  thought  of  turning  these  railroads  over  to 
the  President  or  to  any  other  one  man  free  from  the  obligation  of  the 
law  in  time  of  peace  for  the  purposes  of  general  commerce  that  he 
should  now  say  that  at  the  close  of  the  war  these  properties  shall  pass 
into  other  hands,  Government  hands,  than  the  hands  of  the  President! 
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Secretary  McAdoo.  I  think,  Senator,  that  is  a  thing  for  Congress 
to  determine  for  itself.  That  is  a  question  of  policy  for  you  to 
determine. 

Senator  Cummins.  I  am  asking  you  as  a  public  man,  a  man  of 
observation. 

Secretary  McAdoo.  I  had  already  expressed  myself,  I  thought, 
very  fully  on  that.  I  feel  that  it  is  in  the  public  interest  that  the 
Congress  shall  determine  upon  the  return  of  peace  exactly  what  the 
status  shall  be  in  view  of  the  altered  conditions  which  will  confront 
Congress  at  that  time. 

Senator  Cummins.  That  may  be  a  year  or  two  years  or  three  years. 

Secretary  McAdoo.  May  I  interrupt  you,  Senator,  to  say  that  I 
am  not  arguing  for  any  particular  policy  in  what  I  have  said,  and 
I  again  repeat  that- 1  am  merely  expressing  an  opinion  for  what  it 
may  be  worth.  I  am  not  arguing  for  anything  except  that  Congress 
shall  not  tie  its  hands  in  advance  of  the  conditions  with  which  it  has 
to  deal,  for  it  might  turn  out  to  be  very  embarrassing  and  very 
hurtful  to  the  public  interest. 

Senator  Cummins.  Of  course,  we  can  not  legislate  at  all  without 
tying  our  hands  in  a  degree,  and  we  wish  to  look  forward  and  take 
care  of  the  contingencies  that  seem  likely  to  arise.  We  will  find  at 
least  one  of  those  contingencies,  and  I  do  not  believe  that  any  con- 
siderable number  of  the  people  of  this  country  want  to  grant  the 
management  and  operation,  control  and  regulation,  of  all  the  public 
carriers  in  the  hands  of  one  man  without  opportunity  for  hearing, 
without  rules  or  regulations  to  guide  his  decisions,  and  all  the  other 
safeguards  that  are  usually  put  in  laws  of  this  character ;  and  there- 
fore my  question  was#  whether,  in  your  judgment,  it  would  not  be 
wise  to  provide  in  this  bill  not  to  turn  the  railroads  back,  giving 
them  an  opportunity,  of  course,  to  reconstruct,  but  to  put  their 
management  and  control  into  the  hands  which  in  time  of  peace  we 
would  naturally  invest  with  that  sort  of  authority. 

Secretary  McAdoo.  I  do  not  know  what  hands  you  have  in  mind. 

Senator  Cummins.  I  have  the  Interstate  Commerce  Commission 
in  mind  principally. 

Secretary  McAdoo.  Of  course,  I  do  not  know  how  well  it  would 
operate  under  the  control  of  a  commission  of  that  size — the  man- 
agement of  the  railroads.  I  am  not  prepared  to  say.  It  would  be 
difficult  to  get  prompt  decisions  and  necessary  action,  especially  in 
cases  of  emergency  and  in  war  time,  if  there  were  nine  equal  heads 
in  control  of  the  railroads.  But  I  am  inclined  to  think,  Senator,  as 
you  speak  of  the  people  of  the  country  not  having  confidence 

Senator  Cummins.  No. 

Secretary  McAdoo.  I  am  inclined  to  think  that  perhaps  the  people 
of  the  country  have  a  larger  measure  of  confidence  in  the  President 
than  they  have  in  any  commission. 

Senator  Cummins.  I  am  not  speaking  of  that.  This  may  continue 
for  10  years,  and  we  may  have  other  Presidents;  but  you  do  not 
believe,  do  you,  that  as  a  peace  regulation  the  management  and  con- 
trol of  these  properties  and  their  operation  should  be  put  into  the 
hands  of  any  man  without  control  of  the  law  ? 

Secretary  McAdoo.  I  do  not  mean  to  reflect,  in  what  I  am  going 
to  say,  any  lack  of  confidence  in  boards  or  commissions.    I  think 
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they  do  excellent  work.  But  I  am  frank  to  say  that  I  would,  as  an 
American  citizen,  feel  more  confidence  during  the  war  period  with 
the  systems  of  railroads  of  the  United  States  in  the  hands  of  any 
President  of  the  United  States,  no  matter  what  his  political  affilia- 
tions are,  than  in  the  hands  of  any  board.  I  think  the  President 
of  the  United  States,  no  matter  whom  he  may  be  or  what  party  he  is 
affiliated  with,  would  discharge  that  trust  with  a  great  deal  more 
effectiveness  than  any  board  or  commission  could  do  it,  and  with  a 
greater  responsibility  to  the  public.  Of  course,  I  am  speaking  of 
the  war  period. 

Senator  Cummins.  Why  should  we  have  any  law  at  all  upon  any 
subject,  then?  Why  not  give  to  some  one  man  the  government  and 
control  and  regulation  of  all  the  people  of  the  country  in  all  their 
relations? 

Secretary  McAdoo.  Of  course,  that  is  an  unjustified  deduction  from 
my  answer.  You  are  asking  me  whether  I  think  this  particular  thing 
would  be  better  handled  by  the  President  of  the  United  States  than 
by  a  commission.  I  say  I  think  the  President  of  the  United  States 
will  handle  it  better  than  any  commission  you  could  devise. 

Senator  Cummins.  But  no  country  in  the  world  that  owns  and 
operates  its  own  railroads  has  done  that  thing. 

Senator  Kellogg.  Except  Germany. 

Senator  Cummins.  No;  the  Emperor  of  Germany  has  nothing 
more  to  do  with  the  operation  of  the  railroads  of  Germany  than  the 
President  has  heretofore  had  or  ought  to  have  had  to  do  with  the 
Interstate  Commerce  Commission. 

Secretary  McAdoo.  So  far  as  my  view  of  the  question  is  concerned, 
it  does  not  make  any  difference  whether  the  German  Emperor  has 
anything  to  do  with  the  railroads  of  that  country  or  whether  the 
other  countries  handle  their  railroads  in  one  way  or  another;  I  do 
not  think  the  United  States  needs  to  take  its  pace  or  set  its  pace  by 
any  other  country.  We  should  do  what  we  think  should  be  done  and 
take  the  experience  of  the  other  nations  for  what  it  may  be  worth. 

Senator  Cummins.  France  does  not  either.  They  do  not  run  their 
railroads  through  their  President. 

Secretary  McAdoo.  Even  that,  Senator,  would  not  alter  my  view 
of  it. 

Senator  Cummins.  Nor  Australia  nor  New  Zealand  nor  Canada. 

Secretary  McAdoo.  They  may  be  wrong.  I  find  American  methods 
are  sometimes  very  much  better  than  the  methods  of  other  na- 
tions, and,  so  far  as  I  am  concerned,  I  am  never  afraid  when 
America  thinks  originally  or  when  she  acts  upon  her  own  initiative. 
When  I  say  that  I  do  not  mean  that  we  ought  not  draw  on  the  wisdom 
end  experience  of  other  nations;  we  should  take  the  benefit  of  all 
the  experience  of  other  nations  that  we  possibly  can  in  determining 
a  rule  of  action. 

Senator  Cummins.  Do  you  mean,  Mr.  Secretary,  to  advocate  th? 
proposal  that  our  railways  should  be  put  in  the  hands  of  any  man. 
I  care  not  whether  he  is  President  or  otherwise,  with  an  unlimited 
unrestrained  authority  to  fix  the  rates  and  the  practices  which  should 
be  observed  by  the  carriers,  without  any  standard  prescribed  by  the 
law  as  to  such  rates  or  practices? 

Secretary  McAdoo.  No;  I  do  not  advocate  that. 
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Senator  Cummins.  Well,  that  would  be  the  effect  of  continuing 
this  control  after  the  war  ended,  would  it  not? 

Secretary  McAdoo.  I  am  perfectly  willing  to  see  that  done  until 
Congress  works  out  the  new  status,  and  I  think  it  is  better  that  it 
should  be  done.  I  look  upon  that  as  being  a  temporary  status  until 
Congress  settles  or  determines  it  otherwise. 

Senator  Gore.  This  is  a  hypothetical  question  that  has  arisen  in 
my  mind,  Mr.  Secretary.  Suppose  we  should  have  a  President  who 
shared  your  views,  that  the  President  could  administer  the  railroads 
of  the  country  better  than  anybody  else,  and  suppose  Congress  should 
undertake  to  turn  them  back  to  the  Interstate  Commerce  Commis- 
sion. If  we  had  a  President  of  that  mind  he  would  veto  the  bill,  and 
it  would  take  two-thirds  of  Congress  to  pass  it  over  his  veto.  We 
would  have  this  one-man  control. 

Secretary  McAdoo.  You  misunderstand  me.  I  have  not  said  that 
I  thought  the  President  could  administer  the  railroads  of  the  coun- 
try better  than  anybody  else.  I  said  that  the  President,  during  the 
war  period  and  to  meet  the  emergencies  arising  therefrom,  could,  in 
my  judgment,  operate  the  railroads  better  than  any  board  or  com- 
mission could  possibly  do.  You  know  that  boards  or  commissions 
find  it  very  difficult  to  make  prompt  decisions.  There  is  frequently 
prolonged  debate  and  inaction.  Such  an  organization  is  not  suited 
to  war  times.  As  to  your  suggestion  that  the  President  could  veto  a 
bill  passed  by  the  Congress,  and  that  it  would  take  a  two-thirds  vote 
to  pass  it  over  the  veto,  that  is  very  true ;  but  even  that  might  be  the 
best  thing  that  could  happen  to  the  country  in  some  circumstances. 
Congress  takes  that  chance  with  respect  to  every  piece  of  legislation 
that  is  put  upon  the  statute  books.  No  existing  law  can  be  changed 
or  modified  m  the  event  of  the  President's  veto  except  upon  a  two- 
thirds  vote  of  both  Houses.  We  have  lived  under  that  provision  of 
the  Constitution  ever  since  its  adoption,  and  it  has  seemed  to  work 
well. 

Senator  Gore.  Why  not  put  in  the  bill  that  it  never  shall  go  back, 
and  let  us  make  it  a  permanent  statute? 

Secretary  McAdoo.  You  can  not  bind  another  Congress.  My  ar- 
gument is  that  nothing  you  do  here  is  going  to  bind  another  Con- 
gress.   Every  Congress  that  comes  in  can  legislate  as  it  sees  fit. 

Senator  Pomerene.  Except  in  so  far  as  rights  may  vest  under  the 
legislation  passed. 

Secretary  McAdoo.  Yes ;  except  as  to  vested  rights  that  may  have 
been  created.  I  think  we  are  engaged  in  a  very  academic  discussion, 
if  I  may  say  so,  and  I  do  not  think  that  my  views  are  helpful  so  far 
as  those  questions  are  concerned.  But  I  do  want  to  say  this,  that  so 
far  as  the  repeal  or  alteration  of  any  existing  legislation  is  con- 
cerned, Congress  always  takes  the  chance  that  it  will  have  to*  over- 
ride a  possible  veto  of  the  President  by  a  two-thirds  vote.  But 
should  that  fact  deter  us  from  doing  the  things  that  are  essential  to 
be  done  in  the  light  of  present  conditions?  There  is  a  great  deal  of 
legislation  on  the  statute  books  to-day  that  some  future  Congress  may 
think  ought  to  be  repealed,  and  it  might  not  be  easy  to  repeal  it  be- 
cause the  President  at  that  time  might  veto  the  bill,  and  a  two-thirds 
majority  might  not  be  found.  But  that  is  a  chance  we  must  take 
ana  have  always  taken. 
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Senator  Gore.  Congress  might  suggest  after  the  war,  if  it  became 
necessary,  to  extend  this  status,  and  Congress  might  extend  it.  By 
putting  in  section  13  we  might  maneuver  the  situation  so  that  it 
might  take  a  two-thirds  vote.  Take  the  Philippines  situation  as  an 
illustration  in  point.  We  had  a  point  there  before  they  were  ac- 
quired. One  more  than  a  third  of  the  Senate  could  have  defeated 
trie  treaty  of  acquisition.  It  was  insisted  by  some,  however,  that  we 
should  ratify  the  treaty,  acquire  the  lands,  and  consider  the  dispo- 
sition of  them  later  on.  s  That  maneuvered  Congress  into  a  situation 
where  it  required  a  majority  of  the  Senate  and  a  majority  of  the 
House  and  approval  by  the  President  to  make  any  disposition  of  the 
laiids.  The  same  question  of  strategy  may  arise  in  connection  with 
section  13. 

Senator  Townsend.  Then,  Mr.  Secretary,  is  not  that  surplusage  in 
section  13,  that  it  shall  continue  for  and  until  Congress  shall  other- 
wise act? 

Secretary  McAdoo.  I  do  not  think  it  is  surplusage.  I  think  it 
defines  the  status  during  the  time  the  railroads  are  held  under  this 
bill. 

The  Chairman.  The  hour  of  12  o'clock  is  here,  and  I  want  to  ask 
you  this  question  because  I  know  this  is  going  to  be  the  battle  ground 
lor  getting  this  bill  through.  You  spoke  a  moment  ago  of  conditions 
that  might  arise  that  might  make  it  necessary^  for  the  President  to 
continue  his  control.  Why  would  it  not  be  just  as  competent  for 
Congress  when  those  conditions  arise,  to  pass  a  simple  resolution, 
and  then  we  may  have  our  hands  tied  then  rather  than  now  ? 

Secretary  McAdoo.  But  suppose  at  the  time  Congress  is  not  in 
session.  Suppose  that  the  necessity  for  acting  arose  when  you  could 
not  act,  or  suppose  when  you  met  you  could  not  pass  a  resolution  ex- 
tending it  because  there  was  a  filibuster  against  it?  Or  suppose  that 
the  two  Houses  could  not  agree?  Then,  you  see,  the  provision  would 
automatically  operate  and  great  injury  to  the  public  might  result 
What  is  the  fear  about  this  provision,  is  it  Government  ownership 
or  the  possibility  of  Government  ownership? 

The  Chairman.  I  think  so,  frankly.    I  think  so. 

Secretary  McAdoo.  All  right,  if  that  be  the  fear,  then  tell  me  how 
you  are  going  to  prevent  a  consideration  of  Government  ownership 
by  putting  a  one-year  limitation  in  the  bill  ?  #  The  question  will  arise 
just  the  same,  ancl  you  have  got  to  confront  it. 

Senator  Cummins.  That  is  not  my  theory ;  I  will  say  that. 

Secretary  McAdoo.  May  I  be  permitted  to  make  this  observation 
on  this  question  of  Government  ownership?  Why  should  we  allow 
any  specter  of  that  sort  to  influence  action  that  may  be  manifestly 
wise  at  this  time?  We  must  act  in  the  situation  from  the  standpoint 
of  what  is  wise  and  what  is  the  sound  thing  to  do  now,  regardless  of 
speculation  about  the  future.  May  I  say  that  while  we  are  talking 
to-day  we  are  having  an  investigation,  I  believe,  as  to  why  we  haven  t 
frhips.  The  reason  we  have  no  ships  or  so  few  ships  is  because  a  num- 
ber of  thoroughly  well-intentioned  gentlemen  in  the  Congress  of  the 
United  States,  tor  fear  of  Government  ownership,  filibustered  to 
death  a  shipping  bill  which  was  introduced  by  the  administration  in 
September,  1914,  to  enable  the  Government  to  begin  then  to  build 
an  American  merchant  marine. 
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Senator  Keixogg.  That  is  not  the  reason  we  did  not  get  ships  in 
the  last  year. 

Secretary  McAdoo.  It  is  the  very  reason  why  you  have  not  got 
ships,  if  you  will  permit  me  to  say  it,  because  if  that  bill  had  been 
passed  at  that  time  and  the  Government  had  begun  to  build  ships, 
thereby  stimulating  the  building  of  shipyards  and  increase  of  ship- 
yard facilities  so  that  we  could  have  turned  out  ships  promptly  and 
had  the  increased  facilities  to  turn  them  out  more  rapidly  at  this 
time,  ships  would  be  sailing  the  ocean  to-day  under  the  American 
flag  that  will  not  go  upon  tne  waters  for  some  time  to  come.  This 
fear  of  Government  ownership,  this  sacred  dogma  that  terrifies  a 
preat  many  people,  resulted  in  nonaction  at  a  time  when  action  was 
imperatively  demanded  to  protect  American  interests. 

Senator  Kellogg.  What  nas  resulted  from  the  inaction  in  the  last 
six  months? 

Secretary  McAdoo.  The  fact  that  we  did  not  start  in  time  and  that 
Congress  did  not  give  permission  in  time  to  begin  to  build  up  the 
shipyards;  that  the  ship  bill  was  filibustered  and  killed  in  March, 
1915. 

Senator  Pomerene.  I  must  protest  against  reverting  to  an  investi- 
gation of  the  shipbuilding  yards. 

Senator  Kellogg.  Secretary  McAdoo  brought  it  up. 

Secretary  McAdoo.  If  you  will  excuse  me,  my  only  point  is  this : 
We  are  again  confronted  here  with  the  specter  of  Government  own- 
ership, and  the  fear  is  expressed  that  we  should  not  do  something 
that  is  demanded  in  the  interests  of  the  Nation  because  it  might  some 
day  lead  to  Government  ownership.  For  my  part,  I  say  that  such 
specters  ought  not  to  be  permitted  to  determine  our  action. 

The  Chairman.  Just  one  word,  Mr.  Secretary.  It  is  because  of 
the  difficulty  that  has  arisen  by  virtue  of  that  specter  that  the  com- 
mittee would  like  to  eliminate  it  as  far  as  possible. 

Senator  La  Follette.  I  protest  against  the  term  "  specter." 

Secretary  McAdoo.  You  think  it  is  a  reality  ? 

Senator  La  Follette.  It  is  a  reality.  You  will  have  to  meet  it, 
whatever  you  put  in  this  bill. 

The  Chairman.  I  want  you  to  understand  that  the  reason  I  said 
what  I  did  was  because  we  are  trying  to  eliminate  the  destructive 
power  of  that  specter.    That  is  the  reason. 

Secretary  McAdoo.  That  is  for  you  to  determine,  gentlemen. 

The  Chairman.  The  committee  stands  recessed  until  2  o'clock 
p.  m. 

(Whereupon,  at  12.05  o'clock  p.  m.,  a  recess  was  taken  until  2 
o'clock  p.  m.) 

after  recess. 

The  Chairman.  The  committee  will  come  to  order.  In  the  absence 
of  the  witnesses  who  were  here  this  morning,  we  will  ask  Senator 
Bristow  to  continue  his  statement. 

STATEMENT  OF  HON.  JOSEPH  L.  BRISTOW— Resumed. 

Mr.  Bristow.  The  first  feature  of  the  discussion  that  I  should  like 
to  refer  to  is  the  utter  unfairness  and  unreliability  of  the  book  value 
as  a  basis  for  anything.    It  has  been  testified,  so  I  have  been  in- 
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formed — I  was  not  able  to  hear  it,  because  the  testimony  was  given 
before  I  came,  and  I  have  not  been  able  to  read  it,  of  course — but  it 
has  been  contended,  so  I  understand,  by  representatives  of  carriers 
that  the  book  value  was  a  value  that  they  were  justified  in  earning 
a  return  on ;  and  the  Interstate  Commerce  Commission,  in  the  West- 
ern Advance  Rate  cases,  used  the  book  value  at  that  time,  which  was 
something  over  a  year  ago,  as  the  best  value  available. 

I  want  to  illustrate  how  misleading  any  consideration  of  the  book 
value  of  a  railroad  is  as  to  its  real  value.  Take  the  Kansas  City 
Southern.  In  1898  the  balance  sheet  of  that  road  showed  the  cost 
of  the  property  at  $47,000,000,  in  round  numbers,  an  average  of 
$60,000  per  mile.  The  road  was  reorganized  in  March,  1900 — that 
is,  less  than  two  years  afterwards — and  thereafter  the  property 
account  showed  an  invested  account  of  $76,000,000,  writing  into  the 
property  account  of  the  road  some  $29^000,000  by  the  reorganization 
that  represented  no  investment  of  capital  at  all.  This  brought  the 
book  cost  up  to  $95,000  a  mile.  The  book  value  on  December  31, 
1916,  showed  the  total  investment  at  $104,000,000.  There  are  of  main 
line  823  miles,  a  showing  on  December  31,  1916,  of  a  book  invest- 
ment of  $127,000  a  mile  of  main-line  track,  or  of  $82,000  a  mile,  in- 
cluding all  track,  sidetrack,  and  everything  else. 

Now,  anyone  who  is  at  all  familiar  with  the  value  of  railroads 
can  readily  see  how  ridiculous  it  is  to  claim  that  the  value  of  the 
Kansas  City  Southern  Bailroad  is  $127,000  a  mile.  Yet  that  value 
has  been  used  in  rate  cases  before  the  Interstate  Commerce  Commis- 
sion by  the  carrier,  claiming  a  return  on  that  amount.  Fortu- 
nately the  Division  of  Valuation  of  the  Interstate  Commerce  Com- 
mission, under  the  valuation  law,  has  made  a  tentative  valuation  of 
the  Kansas  City  Southern  Railroad,  and  it  shows  that  the  original 
cost  of  the  Kansas  City  Southern  Railroad  was  $47,000,000,  or  $57,000 
a  mile.  That  the  cost  of  reproducing  anew  the  Kansas  City  Southern 
Railroad,  as  of  June  30,  1914,  when  this  valuation  began,  was 
$48,000,000,  or  $58,000  a  mile. 

Senator  Pomerene.  Do  you  mean  taking  into  consideration  the 
present  value  of  the  right  of  way  ? 

Mr.  Bristow.  Yes;  it  takes  the  entire  value.  The  reproduction 
new,  ns  of  June  30,  1914,  less  depreciation,  that  is  the  value  of  the 
physical  property  as  it  existed  at  that  time;  the  Division  of  Valua- 
tion placed  it  at  $40,000,000,  or  $49,000  a  mile  for  the  main-line 
track,  showing  that  the  book  value — the  value  as  shown  by  the  books 
of  the  company — is  $78,000  a  mile  more  than  it  cost.  Yet  it  is  con- 
tended before  this  committee  that  the  book  value  has  a  right  to  con- 
sideration in  fixing  the  return  that  a  railroad  ought  to  have  on  its 
property. 

The  Chairman.  What  did  you  say  was  the  estimated  value  as 
of  1916? 

Mr.  Bristow.  The  book  investment 

The  Chairman.  I  mean  ascertained  by  the  valuation  division! 

Mr.  Bristow.  That  was  of  June  30.  1914;  the  value  as  of  that 
date,  in  its  depreciated  conditions,  was  $40,000,000,  or  $49,000  a  mile. 

The  Chairman.  That  is  what  they  estimated  as  the  value  of  the 
physical  property? 

Mr.  Bristow.  Yes,  sir. 
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The  Chairman.  And  they  had  the  book  value  as  what  ? 

Mr.  Bristow.  $127,000  a  mile. 

Senator  Pomerene.  Are  you  including  in  that  equipment? 

Mr.  Bristow.  I  think  that  is  all — equipment  and  all.  Yes;  that 
is  the  whole  thing. 

The  Chairman.  In  both  instances? 

Mr.  Bristow.  Yes. 

Senator  Robinson.  What  is  the  difference,  if  you  can  say,  be- 
tween the  book  value  and  the  original  cost,  which  you  have  stated, 
what  does  it  consist  of? 

Mr.  Bristow.  In  these  reorganizations  they  write  in.  Now  the 
Santa  Fe  Railroad,  when  it  was  reorganized — I  think  it  was  in  1896 — 
in  order  to  adjust  the  securities  with  the  existing  value,  they  wrote 
in  $102,500,000  that  represented  nothing  at  all;  it  was  just  written 
into  the  value  and  became  part  of  the  nook  value  of  the  Santa  Fe 
Railroad.  In  the.  reorganization  of  the  Kansas  City  Southern  they 
have  done  that  more  than  once,  because  it  has  been  one  of  those  de- 
crepit roads  that  has  struggled  along  under  adverse  circumstances, 
due  to  its  excessive  capitalization.  It  was  built  by  a  man  who  did 
not  have  anything,  and  he  went  out  and  got  the  money  the  best  he 
could,  and  it  probably  cost  a  good  deal  more  than  it  would  have 
cost  if  it  had  been  built  by  some  responsible  financial  institution  that 
had  the  money  with  which  to  build  it. 

A  contractor,  I  have  been  told — I  have  not  the  records  here  to 
prove  it,  but  I  have  not  any  doubt  of  the  accuracy  of  it — a  contractor 
who  wanted  a  contract  for  the  construction  of  20  miles  or  50  miles, 
or  whatever  it  might  be,  of  the  Kansas  City  Southern,  if  he  would 
take  care  of  a  certain  amount  of  the  securities  which  Mr.  Stillwell 
who  constructed  it  wanted  to  issue,  he  could  get  the  contract.  In 
many  cases  construction  companies  were  organized  to  build  a  part 
of  the  road  and  they  were  given  a  block  of  securities  for  building 
it,  and  they  disposed  of  the  securities  for  what  they  could  get.  That 
road,  when  built  by  the  construction  company,  would  be  turned  over 
to  the  railroad  companv  at  the  face  value  of  the  securities  issued. 

Senator  Robinson.  Jfo  matter  what  the  securties  actually  brought? 

Mr.  Bristow.  No  matter  what  the  securities  actually  brought.  I 
have  in  mind  now  a  little  road  that  was  built  in  the  last  five  years. 
There  was  a  capitalization  of  $35,000  a  mile  authorized,  $17,500  bonds 
and  $17,500  of  stock.  A  construction  company  was  organized,  con- 
sisting of  exactly  the  same  individuals  as  organized  the  railroad  com- 
pany. The  construction  company  contracted  with  the  railroad  com- 
pany to  construct  the  road  for  the  stocks  and  the  bonds  and  it  pro- 
ceeded to  construct  the  railroad.  The  railroad  cost  somewhere  from 
$13,000  to  $15,000  a  mile  to  construct.  It  was  turned  over  then  by 
the  construction  company  to  the  railroad  company,  and  on  the  books 
of  the  railroad  company  it  stands  as  a  cost  of  $35,000  a  mile. 

There  has  been  a  great  deal  of  railroad  construction  in  this  coun- 
try done  in  that  way.  So  it  illustrates  that  the  book  value  is  of  no 
value  at  all.  You  have  got  to  know  what  has  been  put  into  the  road 
in  order  to  know  what  the  property  is  worth  or  what  is  the  actual 
cost.  So,  any  statement,  that  is  made  here  based  upon  book  value  is 
entitled  to  no  consideration  whatever  unless  vou  have  some  other 
knowledge  as  to  what  the  road  is  worth. 
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Senator  Poindexter.  I  should  like  to  interject  there,  if  you  will 
permit  me,  that  there  has  been  also  a  good  deal  of  railroad  mileage 
constructed  by  contractors  who  either  represented  or  with  whom 
was  interested  the  promoter  of  the  railroad,  so  that  whatever  the 
contractors  made  was  divided  with  the  man  who  was  building  the 
road,  and  they  were  paid  on  the  basis  of  10  per  cent,  or  some  per- 
centage, plus  the  cost,  so  that  the  conditions  tended  toward  expensive 
cost  of  construction. 

Mr.  Bristow.  There  is  an  interesting  observation  here  that  I  think 
it  is  perfectly  proper  to  make.  We  hear  a  great  deal  about  the  finan- 
cial difficulties  that  the  railroads  are  in,  and  in  order  to  satisfy  my- 
self as  to  what  return  the  Kansas  City  Southern,  which  is  one  of  the 
poor  roads,  received  during  the  years—that  is,  the  average  return  for 
these  three  years  of  1914, 1915,  and  1916 — on  the  value  of  the  property. 
I  secured  the  following  figures:  On  the  book  value,  of  course,  the 
returns  were  rather  small,  3.25  per  cent  on  the  book  value,  that  is, 
the  $127,000  a  mile.  But  on  the  original  cost  of  the  road,  that  is, 
the  money  that  was  put  into  it  as  an  investment  in  1914  it  paid  7.3$ 

?er  cent  after  the  taxes  were  deducted.  This  is  all  free  of  taxes. 
n  1915,  6.52  per  cent  and  in  1916, 7.71  per  cent,  or  an  average  for  the 
three  years  oi  7.20  per  cent.  That  is  the  return  that  the  Kansas  City 
Southern  during  those  three  years,  the  last  three  years  excepting 
1917,  obtained  on  the  money  that  was  invested  in  the  property.  I  do 
not  think  they  have  got  any  complaint. 

Senator  Cummins.  Did  not  the  commission  itself  make  some  ref- 
erence to  the  unreliability  of  book  value  or  investment  account  some 
years  ago? 

Mr.  Bristow.  Oh,  yes;  Secretary  Lane,  when  he  was  a  member  of 
the  commission,  said  the  book  value  was  not  worthy  of  consideration 
anywhere,  and  that  no  reliable  court  or  commission  had  ever  re- 
garded it  as  worthy  of  any  showing  or  standing  in  any  case  that  had 
been  brought. 

Senator  La  Follette.  I  think  that  was  said  in  the  rate  case  in  1910. 

Mr.  Bristow.  In  its  annual  report  for  1908  the  Interstate  Com- 
merce Commission  said :  "  Every  oalance  sheet  begins  with  *  Cost  of 
property,'  against  which  is  set  a  figure  which  purports  to  stand  for 
the  investment.  This  is  no  place  to  enter  upon  an  extended  criticism 
of  this  practice  of  American  railways  in  the  matter  of  their  property 
accounts,  nor  is  such  criticism  necessary  for  the  purpose  in  hand.  It 
is  sufficient  to  refer  to  the  well-known  fact  that  no  court  or  commis- 
sion or  accountant  nor  financial  writer  would  for  a  moment  consider 
that  the  present  balance-sheet  statement  purporting  to  give  the  cost 
of  property  suggests  even  in  a  remote  degree  a  reliable  measure, 
either  of  money  invested  or  of  present  value." 

Now,  to  illustrate  further:  The  Kansas  City  Southern  is  not  the 
only  one.  I  want  to  refer  to  a  few  other  roads  to  illustrate  the  same 
principle. 

The  Chicago  &  Alton.  Here  is  another  interesting  illustration  as  to 
how  the  book  value  goes.  On  December  31,  1898,  the  Chicago  & 
Alton  Railroad  owned  543  miles  of  road  and  leased  300  miles.  Its 
book  investment  of  road  and  equipment  was  approximately  $33,000,- 
000.  On  June  30,  1902,  the  Chicago  &  Alton  Railway  Co.  was  or- 
ganized.   The  original  company  was  a  "railroad"  company.     This 
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railway  company  owned  57£  miles  of  road,  and  it  leased  that  owned 
by  the  Chicago  &  Alton  Railroad.  The  property  investment  of  the 
Chicago  &  Alton  Railway  Co.,  the  new  company  which  owned  57 
miles,  was  then,  after  the  reorganization,  shown  to  be  $61,000,000  or 
at  the  rate  of  over  a  $1,000,000  a  mile  for  the  57  miles  of  the  Chicago 
&  Alton  Railway. 

On  June  30, 1915,  the  Chicago  &  Alton  Railway  Co.  then  consisted 
of  646  miles  of  property,  which  it  owned,  and  leased  327  miles,  and 
the  entire  property  investment  was  $121,000,000,  making,  approxi- 
mately, $120,000  a  mile,  as  the  book  value  of  the  property.  Still  that 
is  presented  here  for  you  gentlemen  to  consider  in  determining  what 
is  a  fair  return  to  these  railroads  on  the  property  values. 

The  Erie  is  another  interesting  illustration. 

The  Chairman.  Before  you  pass  from  that,  what  was  their  earn- 
ing on  this  maximum  value  ? 

Mr.  Bristow.  I  have  not  the  earnings  of  the  Chicago  &  Alton  here, 
I  think,  but  that  can  be  easily  obtained,  Senator  Smith. 

Senator  Cummins.  That  is  what  is  known  as  the  Harriman  reor- 
ganization? 

Mr.  Bristow.  The  Harriman  reorganization  of  the  Alton;  that  is 
right.  That  was  discussed  quite  fully  in  Interstate  Commerce  Com- 
mission reports  at  the  time. 

The  Erie  Railroad,  in  1903,  the  book  investment  in  the  first  main 
track,  that  is  on  the  main  line  of  the  road,  was  approximately 
$150,000  a  mile.  The  Pennsylvania  at  that  time  was  approximately 
$82,000  a  mile.  In  1916  the  book  investment  of  the  Erie  had  in- 
creased to  approximately  $190,000  a  mile  and  the  Pennsylvania  to 
$140,000  a  mile.  That  illustration  is  enough  to  show,  when  the  book 
value  shows  that  the  Erie  Railroad  was  worth  $50,000  a  mile  more 
than  the  Pennsylvania,  how  reliable  such  statistics  are  for  any  con- 
sideration. 

Senator  Pombrene.  Have  you  made  any  study  of  the  question,  or 
have  you  made  any  statement  as  to  the  book  value  and  the  market 
value  of  the  stocks  and  bonds  as  compared  with  the  book  value? 

Mr.  Bristow.  I  have  on  some  of  the  roads.  I  have  on  the  Kansas 
City  Southern.    I  do  not  know  whether  I  have  got  that  with  me. 

Senator  Pomerene.  Perhaps  I  am  interrupting  your  line  of 
thought.    I  do  not  want  to  do  that. 

Mr.  Bristow.  I  made  that  on  the  Kansas  City  Southern  and  I  will 
give  that  to  you  now.  I  made  it  also  on  the  Santa  Fe,  but  I  do  not 
believe  I  have  that  with  me.    I  may  have. 

The  average  market  value  of  the  securities  of  the  Kansas  City 
Southern  for  a  period  of  five  years  I  had  taken. 

Senator  Cummins  What  five  years  was  it? 

Mr.  Bristow.  From  1912  to  1916,  inclusive. 

Senator  Poindexter.  That  includes  the  bonds  and  the  stocks? 

Mr.  Bristow.  The  bonds  and  the  stocks  at  their  market  value.  The 
par  value  of  the  bonds  and  stocks  of  the  Kansas  City  Southern  is 
$100,000,000 ;  the  market  value  is  $57,000,000. 

Senator  Pomerene.  You  mean  the  present  value? 

Mr.  Bristow.  The  average  market  value  for  five  years. 

The  Chairman.  Is  how  much? 

Mr.  Bristow.  $57,000,000. 
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Senator  La  Follette.  Up  to  and  including  1916  ? 

Mr.  Bristow.  Yes;  from  1912  to  1916,  inclusive.  That  is  a  value 
of  $70,000  a  mile  for  the  main-line  track,  or  $45,000  a  mile  for  all 
tracks.  That  is  what  the  public  was  willing  to  chance  it  was  worth 
in  the  investment  in  its  stocks  and  bonds. 

Now,  in  taking  the  average  value  of  the  stock  and  bonds  of  a  rail- 
road, the  poorer  railroad  that  has  large  capitalization  gets  a  higher 
value  than  a  good  railroad;  that  is,  a  higher  proportionate  value 
than  a  good  railroad  that  is  not  so  excessively  capitalized,  because 
the  speculators  on  the  market  will  take  a  chance  on  paying  10,  11, 
or  12  cents  on  the  dollar  on  a  stock  that  is  floating  about,  thinking  it 
may  go  up  a  cent  or  two  and  they  can  cash  in  a  little  profit  on  it. 
than  where  they  have  got  to  pay  $150,  $175,  or  $200,  as  they  did  at 
one  time  on  the  Burlington  and  as  they  have  at  times  on  other  roads. 
There  are  a  great  many  of  these  stock  investors,  or  sometimes  we 
unkindly  say ''gamblers,"  who  will  take  the  chances  on  investing  in 
these  cheap  stocks,  so  that  they  will  average  up  higher  in  proportion 
to  the  real  value  of  the  road.  And  that  is  true  of  the  Kansas  City 
Southern. 

Senator  Pomerene,  I  think,  inquired  as  to  the  book  investment  of 
the  Santa  Fe.  The  Santa  Fe  is  one  of  the  great  systems  and  one  of 
the  very  successful  ones.  The  book  investment  in  railroad  property 
on  June  30,  1916,  was  $699,841,000,  approximately  $700,000,000. 
First  main-line  track  consisted  of  11,270  miles,  making  the  book  in- 
vestment of  the  Santa  Fe  on  the  main  track  $62,000  a  mile,  and  that 
was  after  $102,500,000  had  been  written  in  without  any  consideration 
whatever. 

The  book  value  of  the  Kansas  City  Southern  shows  it  is  $127,000 
a  mile,  and  the  book  value  shows  the  Santa  Fe  is  worth  $62,000  a 
mile. 

Senator  Poin dexter.  I  understand  you  to  say  that  the  $127,000  a 
mile  on  the  Kansas  City  Southern  includes  the  entire  mileage,  the 
branch  lines  and  sidetracks? 

Mr.  Bristow.  That  includes  the  main  line ;  it  is  the  same  compari- 
son, that  $127,000  a  mile  main  line  Kansas  City  Southern  and  $62,000 
a  mile  main  line  Santa  Fe,  including  all  branches,  sidetracks,  etc., 
of  the  Kansas  City  Southern,  its  book  value  is  $82,000  a  mile  and  of 
the  Santa  Fe  is  $42,000  a  mile. 

The  market  value  of  the  capital  obligations  of  the  Santa  Fe,  par 
value,  was  $640,000,000  of  Santa  Fe  stocks  and  bonds.  The  market 
value  was  $623,000,000. 

Senator  Pomerene.  And  the  book  value  $699,000,000? 

Mr.  Bristow.  Yes.  Eeduced  to  miles,  it  shows  the  market  value 
of  the  Santa  Fe  obligations  was  $50,000  a  mile  for  main  line.  That 
includes  first  track.  Where  it  is  double  track  I  count  the  mile;  if  it 
is  double  track,  as  from  Chicago  to  Kansas  City,  I  count  that  as  first- 
line  track.  When  you  take  all  of  the  tracks — the  sidetrack,  the 
double  track,  or  the  quadruple  track,  or  whatever  they  are — the 
market  value  of  the  Santa  Fe  shows  $38,000  a  mile.  The  Santa  Fe 
has  a  good  many  branch  lines  that  are  not  valuable  or  expensive  in 
construction,  which  brings  down  its  book  value,  it  market  value,  to 
a  less  figure  than  some  roads  that  have  less  branch  lines  and  a  larger 
proportion  of  main  line. 
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Senator  Poindexter.  What  is  vour  judgment  as  to  the  approxi- 
mate correctness  of  the  market  value  of  the  securities  as  representing 
the  actual  value  of  railroads  under  ordinary  normal  conditions  ? 

Mr.  Bristow.  I  think  it  is  more  than  the  actual  value,  judging 
from  the  investigations  made  by  the  Division  of  Valuation  of  the 
Interstate  Commerce  Commission,  but  not  nearly  so  excessive  as  it 
might  be.  An  opinion  on  that,  Senator  Poindexter,  would  be  very 
superficial,  and  I  would  not  want  it  given  great  weight  without  T 
make  fuller  investigation  than  I  have  been  able  to  make.  The  Divi- 
sion of  Valuation  has  reported  very  few  roads.  The  largest  one  on 
which  it  has  made  a  tentative  report  is  the  Kansas  City  Southern.  It 
has  made  a  tentative  report  on  a  number  of  smaller  lines. 

I  think  that  the  average  value  for  a  period  of  five  years  of  the 
stocks  and  bonds  of  a  railroad  will  amount  to  more  than  the  Inter- 
state Commerce  Commission  will  find  that  they  are  worth,  but  it 
would  not  be  very  excessive  over  the  findings  indicated  by  what  has 
already  been  reported,  probably  from  one  to  three  billion  dollars.  Say, 
if  the  Division  of  Valuation  of  the  Interstate  Commerce  Commission 
should  find  the  roads  worth  $13,000,000,000  actually,  my  guess  is — 
and  it  is  purely  a  guess,  because  you  can  do  nothing  else  except 
guess;  Judge  Prouty  would  have  the  best  judgment  on  that  of  any 
man  living,  because  he  knows  more  about  it  than  anybody  else — 
but  my  guess  would  be  that  the  market  value  would  probably  be 
two  billions  more  than  that.  I  may  be  mistaken  in  that,  but  that 
would  be  my  estimate. 

Senator  Poindexter.  Has  a  subpoena  been  issued  for  Judge  Proufr*  t 

The  Chairman.  No. 

Senator  Poindexter.  I  would  like  to  have  one  issued  for  him. 

The  Chairman.  I  think  it  has  been  requested  that  he  come. 

Commissioner  Anderson.  May  I  say  a  word  there? 

The  Chairman.  Yes. 

Commissioner  Anderson.  It  may  be  interesting  to  say  to  the  Sen- 
ator that  I  called  upon  Judge  Prouty  in  my  early  investigation  and 
asked  him  if  he  had  got  far  enough  in  valuations  so  as  to  give  me 
any  help  at  all.  He  said,  though,  there  would  not  be  any  use  to 
base  any  calculations  at  all  upon  what  work  had  thus  far  been  done 
by  the  valuation  board ;  that  we  must  find  some  other  basis. 

The  Chairman.  I  should  like  to  state  in  this  connection  that  I 
called  Judge  Prouty  up  and  asked  him  if  he  had  any  information  at 
all  along  the  line  of  the  physical  valuation  of  the  roads  that  might 
be  of  value  to  the  committee  or  that  might  indicate  information  of 
value  to  the  committee.    He  said  he  had  none  at  all. 

Senator  Poindexter.  I  think,  however,  his  views  on  some  other 
features  of  the  case  would  be  valuable. 

Senator  Cummins.  He  knows  more  than  anybody  else  whether  the 
book  value  or  investment  account  of  the  railways  is  a  safe  bosis  for 
computing  returns.  I  am  sure  he  will  have  some  very  interesting  and 
valuable  information  on  that  subject. 

Commissioner  Anderson.  It  might  be  interesting  in  that  connec- 
tion, Senator,  to  say  that  I  had*  the  Bureau  of  Statistics  give  me  a 
Jot  of  figures  upon  the  then  market  value,  upon  which  I  based  some 
rough  calculations  as  to  the  then  market  value  of  the  railroad  secu- 
rities, and  I  came  out  around  $13,000,000,000.  It  was  pretty  rough. 
After  that  time  thev  went  down  somewhat. 
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Senator  Cummins.  Did  you  include  the  period  of  the  last  six  or 
eight  months? 

Commissioner  Anderson.  It  was  the  market  value  around  that 
time.  I  think  it  was  the  latter  part  of  November  or  early  December 
I  had  these  figures.  Then  the  securities  went  off  until  the  proclama- 
tion was  made  and  then  they  went  up  again. 

Senator  Cummins.  You  brought  it  down  to  December  of  this  year! 

Commissioner  Anderson.  Yes. 

Mr.  Bristow.  That  was  not  an  average,  that  was  the  value  at  that 
time,  at  the  time  the  quotations  were  made? 

Commissioner  Anderson.  Yes,  it  was  the  ihen  market  value, 
roiiirliJy. 

Mr.  Bristow.  This  estimate  of  mine  was  the  five-year  value  and 
that  would  be  more  than  the  market  value  in  December. 

Commissioner  Anderson.  Oh,  yes;  substantially  more. 

Mr.  Bristow.  It  would  not  be  far  from  $15,000,000,000,  taking  the 
five  years. 

Commissioner  Anderson.  Let  me  correct  this.  Except  the  securi- 
ties have  increased  somewhat  in  amount,  so  there  is  a  larger  volume 
of  securities  to  be  valued  in  December  of  this  year  than  you  would 
have  for  your  average,  but  the  market  value  would  be  higher  for  the 
five-year  average,  in  my  opinion^  than  afc  the  time  I  made  this  rough 
estimate. 

The  Chairman.  You  are  giving  these  figures,  Mr.  Bristow,  to  illus- 
trate how  the  public  would  be  paying  more  than  they  justly  ought 
to  pay  in  thus  fixing  the  returns  of  these  corporations.  I  want  to 
suggest  this,  so  that  you  may  make  some  statement  in  reference  to  it 
The  original  cost  of  a  railroad  may  be  approximately  the  same  in 
different  parts  of  the  country  and  different  localities,  but  the  earning 
power  of  the  road  is  determined  by  the  volume  of  traffic  and  freight 
carried.  Now,  the  value  of  the  stocks  and  bonds  bear  a  ratio  to  the 
earning  capacity  of  that  road,  without  any  additional  investment, 
without  any  original  investment.  I  should  like  to  hear  you  as  to  how 
you  would  adjust  that  in  raising  rates. 

Senator  Robinson.  In  your  question  you  assume  a  statement  that 
Mr.  Kruttschnitt  almost  proved  to  be  incorrect.  He  took  the  position 
and  cited  illustrations  that  seemed  to  support  him,  to  the  effect  that 
the  earning  capacity  of  a  road  had  no  relation  whatever  to  the 
market  value  of  its  stock.  And  I  remember  he  cited  one  instance  of 
one  road,  I  think  it  was  the  Southern  Pacific,  when  its  earning  ca- 
pacity was  the  highest  its  stocks  fell  to  the  lowest  scale  that  they 
reached  during  a  period  of  years,  and  he  maintained  and  cited  that, 
and  other  cases,  as  an  illustration  of  the  fact,  or  what  he  asserted  to 
be  the  fact,  that  the  market  value  of  the  stocks  bears  no  consistent 
relation  to  the  earnings  of  the  road. 

The  Chairman.  That  might  be  true  in  market  manipulation,  but 
as  a  business  proposition  any  man  who  desires  to  invest  in  railroad 
stock  would  certainly  feel  more  secure  if  he  got  it  around  a  reason- 
able figure,  based  upon  the  earning  capacity  of  that  road,  than  he 
would  upon  one  whose  earning  capacity  was  less,  or  doubtful. 

Mr.  Bristow.  I  think,  Senator  Robinson,  that  Mr.  Kruttschnitt  s 
statement  might  be  true,  due  to  some  market  conditions.  The  earn- 
ing conditions  might  be  great,  but  there  might  be  some  market  condi- 
tions that  would  make  stocks  low.    That  would  apply  not  only  to 


GOVEBNMENT  CONTBOL  AND  OPERATION  OF  RAILBOADa       869 

railroad  stocks,  but  to  others,  as  well.  I  think  if  you  will  take  an 
average  of  the  market  values  of  stocks  over  a  number  of  years,  you 
will  find  that  the  earnings  do  influence  the  market  value. 

Senator  Robinson.  I  should  think  that  would  be  true,  and  I  do 
not  think  Mr.  Kruttschnitt  controverted  that  the  earnings  do  have 
some  influence  upon  the  market  price,  but  the  position  which  he  took, 
and  he  impressed  me  that  he  had  great  information  upon  the  subject, 
was  that  the  market  value  of  stocks  is  not  a  safe  criterion  to  base  a 
question  of  the  ascertainment  of  just  compensation  upon,  for  the  rea- 
son that  for  some  reason  or  other,  or  for  many  reasons,  the  market 
value  does  not  bear  a  consistent  or  appropriate  relation  to  the  earning 
capacity  of  the  road,  and  he  cited  many  illustrations  which,  up  to 
the  present,  have  not  been  contradicted. 

Senator  Cummins.  The  fallacy  in  Mr.  Kruttschnitt's  statement 
which  does  not  impeach  the  correctness  of  any  specific  instance  that 
he  gave  is  this :  If  you  take  the  market  quotations  at  a  given  time,  one 
market  quotation,  no  one  knows  what  the  influences  are  that  surround 
it,  and  it  sems  to  be  entirely  out  of  harmony  with  the  general  earning 
power  of  the  rood  that  issues  the  stock,  but  if  you  will  take  the 
market  quotations  of  the  roads  which  have  had  big  earnings  and  have 
paid  big  dividends  during  those  years,  throughout  a  year  and 
throughout  a  series  of  years,  you  will  find  that  the  public  estimate  of 
the  value  of  those  stocks  has  been  remarkably  uniform. 

Senator  Robinson.  Have  you  done  that? 

Senator  Cummins.  I  have ;  yes,  sir. 

Senator  La  Follette.  He  cited  his  own  system,  I  think,  as  the  best 
evidence  of  the  point  that  he  was  making,  and  he  showed  that  the 
earning  capacity  was  not  always  the  measure  of  the  dividends.  They 
had  paid  on  that  system  6  per  cent  dividends  right  along  for  years, 
and  carried  to  surplus  the  excess,  and  the  point  that  he  made  was  that 
the  stock  market  went  no  further  than  the  dividends  paid  in  making 
their  estimate  of  the  value  of  the  stock  for  investment. 

Senator  Robinson.  Yes;  and  he  also  pointed  out  the  fact  that  a 
road  that  was  making  comparatively  small  earnings  and  declaring 
large  dividends  on  its  stock  on  the  market  was  influenced  by  that 
fact,  whereas  the  road  that  was  declaring  a  regular  dividend  and 
making  larger  earnings  might  have  its  stock  depressed. 

Senator  Cummins.  I  think  that  is  true  in  a  measure,  undoubtedly. 

Senator  Robinson.  And  he  did  make  the  statement,  at  least  it  was 
plainly  inferential  from  his  statement,  that  that  condition  would  be 
found  to  prevail  over  any  period  that  might  be  taken.  He  laid  down 
the  proposition  and  maintained  it  with  force  that  the  market  value  of 
the  stock  bears  no  consistent  relation  to  the  earning  power  of  the 
road. 

Senator  Pomerene.  His  figures  were  these,  as  I  recall :  That  when 
the  book  valuation  of  the  entire  plant  was  $800,000,000,  the  stock  val- 
uations were  $55  greater  than  they  were  at  a  later  period  after 
$400,000,000  of  money  had  been  put  into  the  plant. 

Senator  Robinson.  That  is  true. 

Mr.  Bristow.  Of  course,  I  did  not  hear  the  testimony  of  Mr. 
Kruttschnitt,  and  I  could  not  make  any  statement  as  to  what  inter- 
pretation should  be  put  on  it,  but  any  statement  that  starts  with  the 
book  value  as  a  basis  is  of  little  value  unless  you  know  something 
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about  what  the  actual  value  is.  It  is  so  absolutely  unreliable  as  a 
basis  that  it  should  be  disregarded,  in  my  opinion,  and  start  from  an- 
other basis. 

I  think  you  will  find  if  you  take  the  average  market  value  over  a 
period  of  jears  of  the  stocks  and  bonds  of  any  railroad  that  its  earn- 
ings are  a  very  important  factor,  but  not  a  conclusive  factor.  There 
are  other  things  tnat  will  control  it.  That  is,  if  it  is  highly  cap- 
italized so  that  it  has  not  got  a  value  behind  it,  that  will  influence  it 
The  earnings  may  be  cut  off;  they  may  be  too  much;  it  may  be 
enjoying  excessive  rates  for  the  service  rendered,  and  a  reduction  in 
the  earnings  would  lessen  the  accumulated  value  of  the  property. 
There  are  many  factors  that  should  be  taken  into  consideration. 

Senator  Cummins.  It  impressed  me  very  queerly  that  Mr.  Krutt- 
schnitt  should  one  time  say  that  the  earnings  of  a  property  had  no 
material  effect  upon  the  market  value  of  the  stock,  and  in  tKe  next 
breath  say  that  the  rates  of  the  company  should  be  increased  in  order 
to  make  the  stock  valuable  in  the  market  and  attractive  to  the  public. 
That  has  been  the  foundation  for  every  application  for  increase  in 
rates,  that  they  must  earn  more  money  in  order  to  stabilize  their 
stocks  and  securities  and  make  them  saleable.  I  can  not  help  but  be 
impressed  with  that  inconsistency,  or  seeming  inconsistency. 

Mr.  Bristow.  That,  I  believe,  is  all  that  I  have  to  say  as  to  book 
value,  because  the  illustrations  might  be  multiplied  indefinitely,  and 
they  will  all  show  the  same  inconsistency. 

The  Chairman.  Senator  Bristow,  have  you  any  tables,  in  working 
this  out,  to  show  for  class  1  railroads  the  difference  in  the  totals  of 
their  book  value  and  what  is,  by  whatever  method  you  have  worked 
it  out,  their  real  or  approximate  value  ? 

Mr.  Bristow.  No;  I  have  not,  Senator  Smith.  It  is  easy  to  as- 
certain the  book  value  from  the  records  of  the  Interstate  Commerce 
Commission.  It  is  exceedingly  difficult  to  get  the  average  value  of 
the  stock  for  a  period  of  years,  because  we  have  to  take  the  daily 
quotations  and  average  them  up,  and  there  are  all  kinds  of  quota- 
tions, and  it  is  a  big  job.  I  had  it  worked  out  here  on  just  one  or 
two  railroads  in  order  to  get  an  idea.  Then,  the  real  value  of  these 
railroads  has  not  been  ascertained  by  the  Interstate  Commerce  Com- 
mission as  yet.  The  inventories  are  practically  all  taken,  I  under- 
stand, but  the  applying  of  the  unit  cost  and  value  to  the  details  is 
an  enormously  large  undertaking.  It  would  be  very  difficult  to  get 
that  on  class  1  railroads  at  this  time.  You  can  work  out,  and  there 
are  data  available  to  work  out,  what  is  the  average  value  of  the  stocks 
during  the  five  years.  That  can  be  done  and  it  is  purely  a  question 
of  clerical  work.  The  Interstate  Commerce  Commission  could  pro- 
vide you  with  that,  or  there  are  accountants  who  could  work  it  out 

Senator  Robinson.  Do  you  suggest  that  as  a  fair  basis  for  just 
compensation  ? 

Mr.  Bristow.  I  think  it  is  very  much  better  than  any  that  has 
been  suggested. 

Senator  Robinson.  You  think  that  is  better  than  the  one  contem- 
plated in  the  bill  ? 

Mr.  Bristow.  Oh,  very  much,  in  my  judgment;  yes,  sir. 

The  Chairman.  Senator  Bristow,  I  wanted  to  ask  you  this  ques- 
tion: Under  the  present  rates  allowed  by  the  Interstate  Commerce 
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Commission,  are  there  roads  that  are  really  of  prime  importance 
that  under  the  rates  allowed  are  not  making  more  upon  their  capital 
than  is  reasonable? 

Mr.  Bristow.  Oh,  there  are  roads  that  are ;  yes,  sir. 

The  Chairman.  The  question  in  my  mind  is  this:  If  that  be  true, 
how,  then,  would  you  fix  the  uniform  rate  without  giving  to  certain 
roads  a  vast  income  on  their  real  capital  and  let  these  other  roads 
live  at  all  ? 

Mr.  Bristow.  You  can  not. 

Senator  Underwood.  I  did  not  understand  your  statement  of  a 
moment  ago,  Senator  Bristow,  and  I  will  ask  you  to  pardon  me  if 
I  will  ask  you  to  repeat  it.  You  said  there  was  a  better  basis  for 
use  to  determine  compensation  which  should  be  paid  these  railroads 
than  the  one  fixed  in  the  bill.  Will  you  mind  repeating  what  you 
mean  by  that  ? 

Mr.  Bristow.  I  think  most  any  basis  would  be  better,  Senator.  If 
you  are  going  into  the  guaranty  business,  guarantee  a  return  on  the 
market  value  of  their  securities,  that  would  be  very  much  better  than 
this,  because  this  will  leave  some  of  the  railroads  bankrupt,  without 
anything.  This  will  not  give  them  enough  to  pay  their  interest 
charges  on  their  bonded  debt,  and  it  will  pay  some  of  them  25  per 
cent  on  their  capital  stock.  I  will  demonstrate  that  in  a  few  minutes 
by  my  figures. 

Senator  Underwood.  Have  you  got  a  suggestion  as  to  what  you 
think  is  the  best  method  if  we  take  over  the  railroads ;  and  conceding 
the  proposition  that  if  they  are  taken  over,  they  must  be  given  just 
compensation,  either  permanently  or  temporary,  what  is  your  sug- 
gestion? 

Mr.  Bristow.  I  am  going  to  make  a  suggestion  to  you,  Senator.  I 
do  not  know  whether  it  is  the  best  or  not,  but  it  is  the  best  that  I 
can  think  out.  I  do  not  know  whether  it  is  of  much  value  or  not, 
but  I  give  it  to  you  for  whatever  it  is  worth. 

Senator  Underwood.  If  you  have  not  approached  that  part  of 
your  argument  yet,  I  do  not  want  to  interrupt  you,  but  I  did  not 
clearly  understand  your  answer  a  moment  ago. 

Mr.  Bristow.  If  you  are  going  to  take  the  railroads  as  this  hill  pro- 
vides we  shall,  and  to  guarantee — now,  I  am  not  advocating  that, 
Senator,  but  if  that  is  to  be  done,  then  I  think  to  guarantee  a  return 
on  the  average  value  of  their  stocks  and  bonds  will  be  better  than  this. 
I  think  to  guarantee  a  return  on  the  value  of  the  property  that  is  used 
would  be  very  much  better  than  this. 

Senator  Underwood.  Is  that  ascertainable  at  the  present  time? 

Mr.  Bristow.  No;  it  is  not  ascertainable  accurately.  The  best 
data  is  the  average  value  of  the  securities,  in  my  judgment.  That 
is  the  best  available  data  at  this  time. 

Now  I  come  to  the  compensation;  but  before  going  into  that 
discussion  I  have  been  disturbed  somewhat  in  my  efforts  to  furnish 
the  committee  some  information  as  to  a  basis  to  start  from. 

My  understanding  was  that  the  President  had  taken  over  all  the 
railroads  so  as  to  unify  the  transportation  system  of  the  United 
States.  That  was,  I  thought,  the  object  or  one  of  the  objects  in  this 
action — so  that  they  could  all  be  used  indiscriminately  in  every  way, 
large  or  small,  successful  or  unsuccessful — and  it  seems  now  that  that 
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was  a  mistake,  that  they  are  not  all  to  be  taken  over;  but  we  have 
not  any  information  as  to  what  ones  are  to  be  taken  over.  What  is 
a  short  line?  What  is  a  long  line?  What  is  a  system!  Is  the 
Kansas  City  Southern  a  system!    I  do  not  know. 

Senator  Underwood.  We  do  not  know.  We  have  no  information. 
I  understand  from  officers  of  the  Orient  that  it  has  been  notified 
that  it  is  not  to  be  taken.  I  think  it  is  between  600  and  700  miles 
long,  if  I  remember  rightly.    I  do  not  remember  the  exact  mileage. 

The  Chairman.  What  road  was  that,  Senator? 

Senator  Underwood.  The  Orient. 

Senator  Robinson.  Where  is  that? 

Mr.  Bristow.  It  runs  from  Wichita,  Kans.,  to  Mexico,  projected 
to  Kansas  City  from  Wichita,  but  has  not  been  constructed. 

Senator  Robinson.  Do  vou  mean  Mexico  City  ? 

Mr.  Bristow.  Started  for  Topolobampo,  on  the  Pacific  coast,  but 
it  did  not  get  any  farther  than  Mexico,  except  there  is  constructed 
6ome  mileage  down  in  Mexico. 

Senator  Underwood.  A  gentleman  was  here  the  other  day  testifying 
with  reference  to  it. 

Mr.  Bristow.  Mr.  De  Bernardi,  the  general  manager,  was  here. 

Senator  Cummins.  He  spoke  for  the  road. 

Mr.  Bristow.  So  that  in  discussing  this  compensation,  of  course 
we  are  more  or  less  at  sea,  because  we  do  not  know  what  roads  are 
to  be  compensated  or  are  to  be  taken.  I  think  the  system  suggested 
is  wrong.  I  think  it  is  excessive.  I  think  it  provides  excessive  com- 
pensation for  many  of  the  roads. 

I  have  had  worked  out  here  a  list  of  25  roads  or  systems  that  I 
suppose  will  be  included,  giving  the  average  rate  of  return  upon  the 
common  stock  for  the  three-year  period  from  1915  to  1917,  inclu- 
sive, that  we  are  guaranteeing.  That  is,  after  the  interest  on 
the  bonds  is  paid,  and  after  the  guaranteed  dividends  on  preferred 
stock  have  been  paid  and  the  taxes  have  been  paid,  the  Government 
by  this  bill  guarantees  the  following  rates  on  the  common  stock  of 
the  railroads,  as  I  name  them: 

The  Atchison,  Topeka  &  Santa  Fe  is  guaranteed  a  return  of  12.33 
per  cent  on  the  common  stock. 

The  Union  Pacific  System,  14.76  per  cent. 

The  Southern  Pacific  System,  11.66  per  cent. 

The  Chicago,  Milwaukee  &  St.  Paul,  5.75  per  cent. 

The  Chicago,  Burlington  &  Quincy,  25.16  per  cent 

The  Chicago  &  North  Western,  10.99  per  cent. 

The  Great  Northern,  9.67  per  cent. 

The  Northern  Pacific,  9.75  per  cent. 

The  Minneapolis,  St.  Paul  &  Sault  Ste.  Marie,  13.65  per  cent. 

The  Chicago,  St.  Paul  &  Omaha,  10.74  per  cent. 

The  Pennsylvania  System,  10.63  per  cent. 

The  New  York  Central  Lines,  13.07  per  cent. 

The  Baltimore  &  Ohio,  6.55  per  cent. 

The  Reading  System,  11.64  per  cent. 

The  Delaware,  Lackawanna  &  Western,  20.02  per  cent 

The  Lehigh  Valley,  11.31  per  cent. 

The  Central  Railroad  of  New  Jersey,  19.49  per  cent 

The  Delaware  &  Hudson,  11.38  per  cent. 
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The  Illinois  Central,  10.82  per  cent. 

The  Louisville  &  Nashville,  16.14  per  cent. 

The  Norfolk  &  Western,  13.83  per  cent. 

The  Atlantic  Coast  Line,  10.49  per  cent. 

The  Central  of  Georgia,  21.62  per  cent. 

The  Nashville,  Chattanooga  &  St.  Louis,  12.77  per  cent. 

The  Cincinnati,  New  Orleans  &  Texas  Pacific,  69.60  per  cent. 

And  the  average  of  the  25  roads  named,  or  the  systems  named,  is 
12.02  per  cent. 

Senator  Poindexter.  Did  you  have  in  the  list  the  St.  Paul  ?  j 

Mr.  Bristow.  Yes ;  that  is  5.75  per  cent.  i 

Senator  Poindexter.  The  Southern  Railroad? 

Mr.  Bristow.  No;  the  Southern  Railroad  is  not  in.  That  prob- 
ably would  not  pay  nearly  that  much.    I  have  not  looked  that  up. 

Senator  Cummins.  What  is  the  total  mileage  of  those  roads? 

Mr.  Bristow.  The  total  mileage  of  those  roads  is  112,000  miles, 
about  half  of  the  mileage  of  the  railroads  of  the  United  States. 

Commissioner  Anderson.  Mr.  Chairman,  may  I  inquire  whether 
war  taxes  have  been  taken  out  before  those  computations  were  made? 

Mr.  Bristow.  No. 

Commissioner  Anderson.  Then,  you  have  not  made  any  computa- 
tion at  all  as  to  how  much  war  taxes  would  reduce  those  returns  on 
stock? 

Mr.  Bristow.  No.  I  think  they  ought  to  pay  war  taxes  the  same 
as  anybody  else. 

Commissioner  Anderson.  Are  war  taxes  taken  out  of  the  standard 
return  before  you  reached  those  dividends,  was  my  question? 

Mr.  Bristow.  This  includes  the  operating  expenses,  the  taxes  other 
than  war  taxes,  the  dividends  on  preferred  stock,  and  the  interest  on 
bonded  obligations  and  debts. 

Commissioner  Anderson.  That  does  not  deduct  the  war  taxes? 

Mr.  Bristow.  That  does  not  deduct  the  war  taxes. 

Commissioner  Anderson.  Mr.  Chairman,  if  the  committee  would 
like,  I  will  be  glad  to  take  that  sheet  and  turn  it  over  to  the  Bureau 
of  Statistics  and  see  how  they  would  come  out  deducting  the  war 
taxes,  and  whether  they  agree  with  the  computations.  If  you  regard 
it  as  material,  I  would  like  to  have  it  done  for  you. 

Senator  Underwood.  The  war  taxes  would  not  amount  to  a  great 
deal  on  that  sheet. 

Senator  Poindexter.  Is  there  any  objection  to  that  being  done? 

The  Chairman.  The  request  that  you  made  was  that  this  table  be 
submitted  to  the  statistical  board  to  work  out  and  see  if  they  verify 
thoFC  figures? 

Commissioner  Andekson.  My  suggestion  was  that  if  the  com- 
mittee cared  for  it  I  would  take  the  tables  of  Senator  Bristow  and 
have  our  Bureau  of  Statistics  work  it  out  to  see  whether  they  reach 
the  same  results,  or  approximately  the  same  results. 

Senator  Poindexter.  I  understood,  also,  that  you  will  give  us  the 
results  of  the  deduction  of  the  war  taxes? 

Commissioner  Anderson.  Yes. 

The  Chairman.  See  what  conclusion  they  arrive  at,  taking  the 
same  data  that  he  did,  and  then  also  deducting  the  war  taxes. 

Without  objection,  that  will  be  done. 
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Mr.  Bristow.  I  have  not  the  slightest  objection  to  that.  I  will 
have  a  copy  made  and  furnished  to  you,  Commissioner  Anderson,  if 
that  will  be  satisfactory.  Those  roads,  of  course — many  of  them — 
would  be  compensated  far  beyond  reason.  Now,  there  are  other  sys- 
tems that  I  suppose  will  be  taken  in  where  the  guaranteed  returns 
would  not  pay  the  interest  on  their  bonded  obligations.  The  Mis- 
souri, Kansas  &  Texas  is  one.  That  is  a  road  that  runs  from  St  Louis 
down  into  the  Southwest — into  Texas  and  through  Oklahoma,  Arkan- 
sas, Kansas,  and  Missouri.  The  Missouri  Pacific  is  another.  I  do 
not  believe  that  the  compensation  submitted  here  would  pay  the 
interest  obligations  of  the  Missouri  Pacific  Railroad.  It  might  pay 
the  interest  obligations  on  the  Hock  Island,  but  it  would  pay  it  a  very 
small  rutern. 

Senator  Poindexter.  My  understanding  is  that  the  compensation 
proposed  in  this  bill  is  the  earning  after  the  interest  obligations  have 
been  paid.    The  interest  obligations  are  included  in  the  expense. 

Mr.  Bristow.  Yes ;  there  would  not  be  anything  left. 

Senator  Poindexter.  There  would  not  be  anything  at  all  left. 

Mr.  Bristow.  For  the  Missouri,  Kansas  &  Texas.  There  might  be 
a  little  left  for  the  Eock  Island,  but  there  are  a  number  of  systems 
that  their  returns  guaranteed  would  not  pay  the  interest  obligations. 

Senator  Poindexter.  There  would  not  be  any  return  at  all,  then. 
They  are  not  guaranteed. 

Mr.  Bristow.  They  get  nothing. 

Mr.  Thom.  I  think  that  is  a  mistake,  Senator.  The  interest  is 
not  deducted  in  these  deductions  before  arriving  at  the  standard 
return  under  this  bill. 

Senator  Kellogg.  No;  not  under  the  bill. 

Mr.  Bristow.  Let  me  understand  that.  I  may  have  misunderstood 
this  bill.  This  bill,  as  I  understand  it,  guarantees  to  the  railroads  an 
amount  as  a  net  return  of  the  average  amount  earned  during  the 
three  fiscal  years  1915,  1916,  and  1917,  or  a  net  return  of  approxi- 
mately $946,000,000. 

Commissioner  Anderson.  About  $935,000,000,  we  figure  it. 

Mr.  Bristow.  There  is  not  much  difference,  considering  the  amounts 
that  are  involved.  That  guarantees  to  these  railroads  an  average  in- 
come of  $946,000,000.  I  will  use  the  $946,000,000,  for  it  is  the  term 
that  I  have  here.  That  was  the  amount  ascertained  by  the  acount- 
ants  that  I  had  go  over  it.  Then,  take  these  individual  roads  that 
are  a  part  of  the  railway  system  of  the  United  States,  take  their 
average  return  for  the  three  years,  and  deduct  it  from  the  interest 
on  their  bonded  obligations 

Mr.  Thom.  No,  Senator;  I  was  not  talking  of  that.  Senator  Poin- 
dexter suggested  that  under  the  bill  among  the  deductions,  before 
arriving  at  railway  operating  income,  interest  was  deducted.  I 
merely  called  his  attention  to  the  fact  that  interest  is  not  deducted. 

Mr.  Bristow.  That  is  correct. 

Senator  Poindexter.  It  really  does  not  make  a  great  deal  of  differ- 
ence because  it  would  have  to  be  paid  anyhow,  so  it  is  just  a  question 
of  the  ultimate  result. 

Mr.  Thom.  It  would  have  to  be  paid  out  of  what  comes  to  the  com- 
pany. 

Mr.  Bristow.  Out  of  what  comes  to  the  company,  after  the  interest 
is  paid. 
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Senator  Robinson.  Have  you  taken  into  account  any  reserve  fund 
or  fund  for  maintenance  or  depreciation  or  surplus? 

Mr.  Bristow.  No  ;  the  Government  guarantees  that.  The  Govern- 
ment by  this  bill  guarantees  to  maintain  these  properties  and  to  pro- 
vide for  proper  depreciation  funds. 

Senator  Kellogg.  But  these  companies  have  not  paid  dividends  as 
large  as  that. 

Mr.  Bristow.  No  ;  they  have  not  paid  it  because 

Senator  Kellogg  (interposing).  Just  wait  a  moment. 

Senator  Cummins.  The  companies  that  he  is  speaking  of  have 
mainly  paid  dividends. 

Senator  Kellogg.  But  not  as  large  as  that. 

Mr.  Bristow.  Not  as  large  as  this. 

Senator  Kellogg.  I  do  not  say  they  have  not  paid  dividends,  but 
they  have  not  paid  dividends  to  the  extent  of  the  figures  you  gave. 

Mr.  Bristow.  No. 

Senator  Kellogg.  Those  figures  take  in  the  entire  amount  of  earn- 
ings over  and  above  the  interest  on  their  bonds  and  applies  it  to  their 
stock. 

Mr.  Bristow.  The  interest  on  their  bonds  and  dividends  on  pre- 
ferred stock  and  applies  it  to  the  common  stock. 

Senator  Kellogg.  Where  they  have  preferred  stock,  that  is  taken 
out  first  ? 

Mr.  Bristow.  Yes;  that  is  right.  • 

Senator  Kellogg.  But  those  companies  did  not  pay  dividends  of 
that  size. 

Mr.  Bristow.  No. 

Senator  Kellogg.  And  this  bill  does  not  permit  them  to  pay  any 
dividends  above  those  they  have  paid  for  tne  average  of  the  three 
years. 

Mr.  Bristow.  It  guarantees  to  them 

Senator  Kellogg  (interposing).  Wait  a  moment.  I  am  coming  to 
that.     Of  course,  it  guarantees  to  them. 

Mr.  Bristow.  Yes. 

Senator  Kellogg.  Now,  these  companies  have  used  the  balance  of 
their  funds  for  the  improvement  of  their  properties  generally. 

Mr.  Bristow.  Or  put  it  into  surplus. 

Senator  Kellogg.  Surplus  is  invested  in  property  in  nearly  every 
case. 

Mr.  Bristow.  Some  of  it  is;  most  of  it. 

Senator  Kellogg.  Most  of  it  is  or  working  capital. 

Mr.  Bristow.  No  ;  it  is  not  working  capital.  It  is  surplus.  I  have 
some  data  here. 

Senator  Kellogg.  But,  as  a  general  thing,  the  surplus  of  the  com- 
panies is  invested  in  the  property. 

Mr.  Bristow.  As  a  rule  a  part  of  it  is.  Take  the  Burlington,  which 
gets  the  largest,  except  the  Cincinnati  road,  the  road  owned  by  the 
city  of  Cincinnati,  which  has  rather  a  phenomenal  situation.  As  I 
remember  it,  it  cost  something  over  $5,000,000  and  it  is  leased  for 
something  over  $1,000,000  a  year  net. 

Senator  Kellogg.  That  is  the  Cincinnati  road  ? 

Mr.  Bristow.  Yes ;  and  the  company  that  leases  it  made  69  per  cent 
on  the  value  of  the  property  during  the  last  three  years  per  annum 
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and  paid  the  city  of  Cincinnati  about  20  per  cent  of  the  cost  of  the 
road  besides.    That  is  an  anomalous  thing. 

Senator  Kellogg.  There  are  a  few  of  those  cases,  of  course. 

Mr.  Bristow.  But  take  the  surplus  of  the  Burlington,  which  is 
probably  the  most  successful  of  any  of  the  roads  that  we  are  dealing 
with,  the  book  investment  of  the  Burlington  as  shown  by  its  books 
is  $447,000,000  and  the  stocks  and  bonds  outstanding  is  $299,000,000. 
I  am  just  using  the  round  numbers.  That  leaves  a  book  investment 
from  surplus  earnings  of  over  $150,000,000. 

Senator  Kellogg.  What  is  the  capital  stock! 

Senator  Cummins.  It  is  $109,000,000. 

Mr.  Bristow.  I  have  that  somewhere,  but  I  do  not  have  it  just 
now. 

Senator  Kellogg.  That  wants  to  come  out  of  the  surplus,  of 
course. 

Mr.  Bristow.  I  have  included  the  capital  stock,  the  stock  and 
bonds  is  $299,000,000.    The  book  investment  is  $447,000,000. 

Senator  Poin dexter.  Is  that  par  value  of  the  stock  and  bonds) 

Mr.  Bristow.  That  is  par  value;  yes,  sir,  showing  that  during 
recent  years  the  Burlington  has  put  $150,000,000  of  its  earnings  into 
capital  investment.  During  that  time  it  has  paid  eight  per  cent  on 
its  stock.  Here  is  a  road  that  has  met  every  obligation  of  main- 
tenance, paid  all  of  its  interest  obligations,  paid  eight  per  cent  divi- 
dends on  its  common  stock,  and  I  think  in  10  years,  though  I 
would  not  be  certain  as  to  the  years,  it  has  put  from  earnings 
$150,000,000  into  this  property.  Its  stock  is  worth  about  200.  It 
has  been  made  valuable,  oecause  there  has  been  poured  into  the 
company  this  vast  sum  that  came  from  the  public  in  earnings. 

Since  the  Government  by  this  bill  guarantees  that  the  property 
will  be  adequately  maintained,  that  there  will  be  set  aside  an  ade- 
quate amount  for  depreciation,  and  in  addition  to  that  these  returns 
are  guaranteed,  you  are  guaranteeing  to  the  stockholders  of  these 
roads  the  rate  of  interest  that  I  have  indicated  here  on  this  sheet. 

Senator  Cummins.  The  stock  of  that  company  is  all  entirely 
owned,  or  substantially  owned,  by  the  Northern  Pacific  and  the 
Great  Northern. 

Mr.  Bristow.  I  think  it  is  all  owned  by  the  Northern  Pacific  and 
the  Great  Northern.  So  you  are  guaranteeing  them  25  per  cent  divi- 
dends on  their  investment  in  the  Burlington  road.  I  do  not  think 
that  is  right. 

Senator  Underwood.  Senator,  let  me  ask  you  a  question  right 
there.  I  am  asking  it  for  information  and  not  as  an  expression  of  an 
opinion  because  I  have  refrained  from  reaching  an  opinion  yet.  I 
want  to  hear  the  testimony  first.  As  I  understand  this  case,  we 
have  taken  over  the  roads,  or  some  of  them,  probably  the  ones  you 
have  referred  to.  We  have  either  got  to  pay,  in  the  last  analysis,  for 
the  value  of  the  roads,  that  is,  the  value  of  the  property,  or  a  fair 
rental  value,  depending  on  the  way  we  take  it,  whether  we  take  it 
permanently  or  temporarily.  That  is  a  question  that  does  not  address 
itself  to  this  committee,  or  the  Congress.  In  the  last  analysis,  it 
addresses  itself  to  the  Court  of  Claims  or  some  other  court  to  de- 
termine what  that  rental  value,  or  permanent  value,  is.  Is  not 
that  true! 

Mr.  Bristow.  Yes ;  unless  there  is  an  agreement  made. 
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Senator  Underwood.  That  is  true.  Now,  if  we  make  an  agree- 
ment it  stands  to  reason  that  the  railroads  are  not  likely  to  accept  an 
agreement  from  this  committee  that  is  less  than  what  they  can 
obain  by  judgment  in  the  Court  of  Claims,  or  materially  less. 

Mr.  Bristo w.  No  ;  they  would  not  accept  probably  much  less  than 
they  could  get. 

Senator  Underwood.  So  that  we  are  sailing  between  the  Scylla  and 
the  Charybdis,  the  taking  of  the  roads  on  the  one  hand  and  what 
the  court  will  ultimately  find  as  a  reasonable  and  just  compensation 
on  the  other,  trying  to  work  out  a  method  by  which  the  President 
can  reach  an  agreement  without  going  to  the  Court  of  Claims,  and  to 
that  extent  our  hands  are  tied,  are  they  not  ? 

Mr.  Bbistow.  Senator  Underwood,  I  do  not  think  so.    You  have 

fot  to  go  to  the  Court  of  Claims  on  a  number  of  these,  anyway.  The 
[issouri  Pacific — I  do  not  know  whether  it  is  included  or  not,  and 
I  do  not  know  what  the  owners  of  that  road  would  do,  but  I  am  very 
confident  from  the  investigation  that  I  have  made  that  the  guarantee 
which  the  Missouri  Pacific  gets  will  not  pay  much  above  the  interest 
on  its  bonded  indebtedness,  and  it  will  be  forced  into  the  hands  of 
receivers  if  it  only  gets  what  it  is  guaranteed. 

Again,  it  just  came  out  a  short  time  ago,  and  I  take  it  for  granted 
that  the  owners  will  not  accept  any  such  a  guarantee  that  will  bring 
about  that  result,  and  that  they  will  go  to  the  Court  of  Claims  for 
more  pay. 

Now,  what  will  the  Missouri  Pacific  get?  The  Court  of  Claims 
must  determine.  How  many  other  roads  similary  situated  are  there? 
The  Missouri,  Kansas  &  Texas  can  not  accept  the  guarantee.  It  will 
be  indefinitely  continued  in  the  hands  of  receivera  It  is  in  the  hands 
of  receivers  now.  Its  interest  obligations  are  more  than  the  guarantee 
will  be.  What  is  the  Government  going  to  pay  it  if  it  is  taken  f  I 
do  not  think  we  know  what  the  expense  will  be  after  all  of  these  roads 
that  may  be  taken  over  are  ultimately  satisfied. 

Secretary  McAdoo  this  morning  thought  it  would  not  amount  to 
much.  I  take  it  for  granted,  with  his  multiplicity  of  duties,  he  can 
not  have  looked  into  it  as  one  who  is  engaged  in  this  kind  of  business, 
and  that  he  did  not  have  in  mind  all  the  details.  It  seems  to  me  that 
if  you  take  into  consideration  the  numerous  roads  that  will  make 
demand  upon  the  Government  for  additional  compensation,  the 
amount  over  and  above  the  $935,000,000,  or  $946,000,000,  may  be  very 
large  that  the  Government  will  stand  for  and  is  under  obligation 
to  pay. 

It  does  not  seem  to  me  that  it  is  good  business  for  the  Government 
to  guarantee  to  one  road  25  per  cent  interest  on  its  capital  stock 
because  it  earned  that,  and  then  go  to  other  roads  and  take  out  of  the 
Public  Treasury  an  amount  of  money  to  make  up  earnings  which  they 
did  not  have  because  of  circumstances  of  various  kinds. 

Senator  Underwood.  I  agree  with  you  about  that  proposition.  It 
does  not  seem  to  me  to  be  good  business,  or  fair  to  the  owners  of  the 
property,  the  ultimate  ownera  of  all  the  railroads,  but  we  find  our- 
selves in  an  embarrassing  position,  where  we  have  got  the  roads  on 
our  hands  on  one  side  and  the  court  on  the  other  to  fix  what  thej 
will  hold  is  just  compensatioh  for  them,  and  we  have  got  to  sail 
between  those  two  points.    What  can  we  do? 
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Mr.  Bristow.  Senator,  has  it  ever  occurred  to  you  that  it  might  be 
well  to  guarantee  to  these  roads  the  dividends  that  they  have  paid 
their  stockholders,  and  no  more? 

Senator  Underwood.  But  suppose  they  will  not  take  that!  We  an 
not  put  any  limitation  upon  what  the  court  will  hold. 

Air.  Bristow.  Does  the  Government  have  to  pay  them  what  they 
want  ? 

Senator  Underwood.  No ;  I  do  not  think  that ;  but  the  Government 
certainly  has  to  pay  them  approximately  what  the  Court  of  Claims 
will  hold  is  just  compensation.  I  think  you  will  agree  with  that, 
will  you  not? 

Mr.  Bristow.  I  think  so,  and  I  think  if  you  are  going  to  do  that 
*ith  part  of  them  that  it  would  be  better  to  do  it  with  all  of  thaii. 
If  you  guarantee  such  returns  as  some  of  these  roads  will  get  and 
then  leave  it  to  the  Court  of  Claims  as  to  certain  of  the  others  to 
get  what  they  can,  where  the  guarantee  is  not  sufficient  to  meet  their 
obligations. 

Senator  Underwood.  Do  you  think  we  had  better  leave  it  all  to  the 
Court  of  Claims? 

Mr.  Bristow.  I  think  so.  That  is  an  offhand  judgment  that  comes 
to  me  now,  but  the  other  is  so  bad  that  I  am  willing  to  do  almost 
anything  not  to  do  that. 

Senator  Pomerene.  Senator,  let  me  ask  you  a  question  along  the 
line  of  what  Senator  Underwood  has  been  asking  you,  because  it  is 
a  matter  that  has  troubled  me  for  a  good  while.  Assume,  for  th* 
sake  of  the  argument  now,  that  the  Government  is  going  to  take  over 
the  title  to  this  property,  having  in  mind  the  Government  ownersh:p 
and  Government  control,  necessarily  these  roads  are  entitled,  when 
the  Government  does  take  that  property  over,  to  have  fixed  a  fair 
value,  a  fair  compensation.  Now,  suppose  that  fair-minded  men 
would  agree  that  this  property  was  worth  $200  for  every  share  of 
the  par  value  of  $100.  Do  you  have  any  doubt  but  that  the  court 
would  fix  the  value  at  $200? 

Mr.  Bristow.  No. 

Senator  Pomerene.  Then  let  us  go  a  step  further. 

Mr.  Bristow.  First,  Senator ^  Pomerene,  excuse  me.  I  want  to 
qualify  that.  The  Burlington  is  the  only  one  I  have  in  mind  now 
that  would  at  all  meet  the  illustration  you  make.  The  Burlington 
has  put  $150,000,000  from  earnings  into  its  capital  investment  during 
recent  years  and  paid  8  per  cent  dividends.  Now,  it  has  not  been 
decidea,  I  do  not  think,  although  I  may  be  mistaken  in  this,  because 
I  am  not  a  lawyer,  but  there  are  plenty  of  very  able  lawyers  heiv 
who  will  correct  me  if  I  am  wrong?  that  the  railroads  are  entitled  to 
earn  on  the  value  of  the  excess  earnings  that  have  gone  into  *he  prop- 
erty— that  is,  that  part  which  the  public  itself  has  contributed  over 
and  above  a  fair  return  for  the  use  of  the  capital  invested.  I  woulJ 
not  want  to  commit  myself  to  the  proposition  that  the  Government 
should  pay  that.    I  want  to  leave  that  open. 

Senator  Pomerene.  I  am  not  determining  a  question  as  to  what  it 
should  be,  but  I  am  trying  to  determine  the  question  as  to  what  it 
would  have  to  pay  under  our  Constitution  and  laws  here  if  we  wen* 
taking  that  property  over. 

Mr.  Bristow.  You  would  have  to  pay  the  value  of  that  property 
as  ascertained  by  legal  procedure. 
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Senator  Poindexter.  Due  process  of  law. 

Mr.  Bristow.  Yes. 

Senator  Pomerene.  If  that  was  $200  per  share,  that  would  be  $200. 

Mr.  Bristow.  Yes,  sir. 

Senator  Pomerene.  That  the  Government  would  have  to  pay. 

Mr.  Bristow.  Yes,  sir. 

Senator  Pomerens.  Suppose  in  the  mind  of  fair-minded  men  now 
that  that  property  was  in  reality  as  of  to-day  earning  20  per  cent  on 
the  capital  stock,  and  you  and  I,  after  investigating,  would  have  to 
agree  that  it  was  fairly  worth  that.  Do  you  not  think  the  court 
would  require  us  to  pay  that? 

Mr.  Bristow.  That  would  be  equivalent  to  10  per  cent  on  the 
investment. 

Senator  Pomerene.  Yes. 

Mr.  Bristow.  Because  the  stock  was  worth  $200. 

Senator  Pomerene.  Yes. 

Mr.  Bristow.  Surely ;  yes,  sir. 

Senator  Pomerene.  Must  we  not  take  that  fact  into  consideration  ? 

Mr.  Bristow.  I  think  so:  yes. 

Senator  Pomerene.  In  determining  what  would  be  a  fair  com- 
pensation here? 

Mr.  Bristow.  Yes. 

Senator  Pomerene.  There  is  another  question  that  may  come  up. 
It  may  be  that  that  road  is  earning  more  than  it  should  earn,  and 
it  might  be  that  that  question  could  be  determined  by  readjusting 
the  rates  of  traffic,  etc.,  but  that  is  a  different  proposition.; 
We  are  confronted  here  by,  as  Senator  Underwood  has  saia,  a  legal 
difficulty. 

Senator  Cummins.  But,  Senator  Bristow,  the  courts  have  never 
decided  directly,  at  any  rate,  that  a  public  utility  company  is  en- 
titled to  the  value  of  the  property,  that  part  of  the  value  of  thq 
property  which  has  been  contributed  by  excess  earnings. 

Mr.  Bristow.  That  has  been  my  understanding,  although  I  am 
not  a  lawyer.    I  do  not  know  about  those  things. 

Senator  Cummins.  I,  for  one,  do  not  think  that,  conclusively,  any- 
how, the  value  of  a  property  of  that  kind  is  determined  by  capi- 
talizin<|its  earnings. 

Mr.  Bristow.  I  do  not  think  so  either.  I  do  not  think  it  ought 
io  be.  The  Pennsylvania  Railroad  during  the  last  10  years  has  put 
$350,000,000  from  earnings  into  capital,  into  betterments  and  ex- 
tensions. 

Senator  Kellogg.  Not  in  stock. 

Mr.  Bristow.  Not  into  stock.  Three  hundred  and  fifty  million 
dollars  in  10  years  has  gone  into  the  capital  investment  in  the  road, 
and  all  this  time  it  has  paid  the  regular  dividends.  I  do  not  think 
that  it  is  fair  to  charge  the  public  a  return  on  that  which  the  public 

Skives  over  and  above  what  is  a  fair  rate,  and  I  might  say  here  that 
[  do  not  believe  that  because  the  Pennsylvania  Kailroad  at  this 
time  may  not  be  earning  a  return  on  its  investment  that  the  rates 
ought  to  be  increased  so  that  it  may  earn  that  return  during  the 
few  depressing  months  that  it  is  now  going  through. 

It  has  a  surplus  of  $350,000,000,  which  in  10  years  it  has  accu- 
mulated and  put  into  property,  and  it  has  not  any  just  right  to  ask 
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an  increased  rate  until  it  has  exhausted  that  surplus  by  increasing 
capital  obligations  against  it,  in  order  to  pay  any  deficit  that  may 
come  from  operating  expenses  at  this  time  or  during  a  period  of 
depression. 

A  railroad  ought  not  to  be  exempted  from  the  ordinary  rules,  if 
it  is  to  run  as  a  private  institution,  which  business  men  must  follow, 
and  that  is  during  prosperous  years  to  prepare  to  tide  over  an  un- 
prosperous  one.  If  they  are  given  enough  to  pay  them  a  fair  return 
on  their  invested  property  and  then  they  have  a  surplus,  and  it  is 
seen  fit  to  let  them  have  it,  as  soon  as  the  depression  comes  and  that 
return  fails  so  that  dividends  may  fail  they  will  be  justified  in  going 
into  the  surplus,  whether  it  is  in  the  banks  drawing  interest  or  in 
property  representing  investment,  and  capitalizing  that  to  make  up 
the  deficit  during  the  dull  years.  I  think  it  ought  to  be  required 
to  do  it. 

Senator  Cummins.  Speaking  of  the  Pennsylvania^  do  you  remem- 
ber how  much  it  has  put  into  net  earnings  in  addition  to  paying  its 
dividends  and  in  addition  to  the  $350,000,000  it  has  put  into  prop- 
erty?   What  is  its  present  surplus,  in  other  words? 

Mr.  Bristow.  I  have  got  it  here  somewhere,  Senator,  but  I  do  not 
remember  now.    It  is  quite  a  large  amount,  I  know  that. 

Senator  Cummins.  It  is  fifty  or  sixty  millions? 

Mr.  Bristow.  Yes;  I  think  it  is  fifty  or  sixty  millions.  It  has  a 
surplus  of  approximately  a  hundred  millions,  I  think.  a  I  do  not 
know.    I  have  it  here  and  I  will  find  it  during  the  discussion. 

Mr.  Thom.  Mr.  Chairman,  we  do  not  think,  of  course,  that  is  perti- 
nent or  valuable  to  a  consideration  of  this  case,  but  I  think  Senator 
Bristow's  figures  are  erroneous. 

Mr.  Bristow.  In  what  respect? 

Mr.  Thom.  I  understood  you  to  say  that  $350,000,000  out  of  earn- 
ings had  been  put  into  property  in  10  years. 

Mr.  Bristow,  Yes. 

Mr.  Thom.  I  understand  that  is  not  the  fact. 

Mr.  Bristow.  I  have  Mr.  Rea's  statement.  I  will  just  read  his 
testimony  before  the  Interstate  Commerce  Commission  in  the  recent 
rate  case  and  let  the  committee  judge  from  the  testimony  I  have.  I 
may  not  remember  that  accurately,  out  I  think  I  do,  Mr.  Thorn.  If 
I  am  mistaken,  I  will  be  very  glad  to  correct  it. 

Mr.  Thom.  My  authority  is  an  accountant  of  the  Pennsylvania 
Railroad,  who  was  just  in  the  room,  and  said  in  10  years  it  was 
$170,000,000. 

Mr.  Bristow.  My  authority  is  the  testimony  of  Mr.  Rea,  the  presi- 
dent of  the  road,  in  the  Interstate  Commerce  Commission's  recent 
rate  case,  on  November  15,  1917.  I  will  read  that,  since  it  has  been 
called  in  question.  This  was  the  cross-examination  of  Mr.  Rea  in  that 
case  bv  Mr.  Thome  and  Mr.  Patterson,  the  Pennsylvania  attornev, 
and  Commissioner  McChord  and  some  others.  I  will  just  read  it 
into  the  record  here  and  let  it  stand  for  whatever  it  is  worth,  Mr. 
Thom. 

Mr.  Thobne.  Now,  Mr.  Rea,  during  the  past  50  years  your  company  has 
never  failed  to  pay  a  dividend,  has  it? 

Mr.  Rea.  It  has  not. 

Mr.  Thobne.  Now,  Mr.  Rea,  I  will  ask  you  if  your  reply  Just  made  does  not 
also  apply  to  the  fiscal  year  ending  June  80,  1917?  I  will  repeat  the  question : 
You  had  enough  to  pay  all  of  your  operating  expenses,  taxes,  Interest  on  funded 


GOVERNMENT  CONTROL  AND  OPERATION  OF  RAILROADS.       881 

debt,  pay  all  your  dividends,  and  had  $30,000,000  left  over,  which  was  the 
greatest  in  your  entire  history,  with  only  one  exception.  Is  that  correct  or  is 
it  not  correct? 

Mr.  Rea.  I  think  that  is  correct. 

Mr.  Thobne.  Now,  as  to  your  property  account,  I  notice,  if  I  am  not  In  error, 
that  you  have  increased  your  property  since  1907  by  approximately  $500,000,000; 
is  that  correct? 

Mr.  Rea.  Yes,  sir. 

Mr.  Thobne,  And  during  that  time  you  have  increased  your  total  capital 
obligations  $150,000,000,  approximately? 

Mr.  Rea.  Yes,  sir. 

Mr.  Thobne.  That  leaves  an  increase  of  $850,000,000  that  did  not  come  from 
the  sale  of  securities? 

Mr.  Rea.  Not  necessarily. 

Mr.  Thobne.  I  also  find  that  your  surplus — unappropriated  surplus — in  1917 
was  greater  than  in  1907.  Now,  I  ask  you,  Did  that  $850,000,000  come  from 
new  money  put  into  the  property  by  the  owners  of  the  property  purchasing 
additional  securities  or  by  outsiders  purchasing  additional  securities,  or  did 
that  $350,000,000  come  from  earnings? 

Mr.  Rea.  I  could  not  say  offhand.    I  would  have  to  analyze  the  accounts. 

Mr.  Thobne.  Where  else  could  it  have  come  from? 

Mr.  Rea.  It  might  have  come  from  the  sale  of  property  and  securities  in  the 
treasury. 

Mr.  Thorne*  But  your  unappropriated  surplus  was  greater  than  it  was  then, 
and  those  factors  are  reflected  in  your  surplus,  are  they  not? 

Mr.  Rea.  Well,  I  could  not  say  offhand,  but  certainly  a  large  amount  came 
from  earnings. 

Mr.  Thobne.  Did  not  practically  all  of  it,  Mr.  Rea.  Where  else  could  it  have 
come  from?    Your  surplus  Is  greater  now  than  it  was  then. 

Mr.  Rea.  Well,  I  assume  that  you  are  right. 

Mr.  Nobman.  Do  you  think  that  your  company  should  be  allowed  to  increase 
rates  so  as  to  earn  as  much  or  more  as  in  normal  times  after  paying  your  part 
of  the  cost  of  the  war? 

Mr.  Rea.  Yes. 

That  is  quite  an  interesting  observation  in  connection  with  war 
taxes.  He  thinks  that  they  ought  to  earn  the  same  over  and  above 
war  taxes. 

Senator  Poindexter.  They  ought  to  pay  the  war  taxes  and  then 
collect  them  from  the  other  people. 

Mr.  Bristow.  I  read  the  redirect  examination  by  Mr.  Patterson* 
Mr.  Patterson  is  the  attorney  for  the  company : 

Mr.  Pattebson.  What  has  been  the  average  expenditure  for  road  and  equip- 
ment of  the  Pennsylvania  system  for  the  last  17  years? 

Mr.  Rea.  $53,000,000. 

Mr.  Patterson.  Will  you  please  state  to  the  commission  what  expenditures 
must,  in  your  judgment,  be  made  if  the  Pennsylvania  system  is  to  adequately 
perform  its, function  during  the  ensuing  year? 

Mr.  Rea.  Well,  very  much  more  than  $53,000,000  per  year. 

Mr.  Patterson.  Of  what  nature  are  these  expenditures  which  must  be  made? 

Mr.  Rea.  They  are  for  improved  terminals,  running  tracks,  engines,  cars, 
various  improvements  to  lines,  third  tracking,  fourth  tracking,  and  all  other 
improvements  to  keep  the  whole  property  in  balance  and  to  meet  the  expanding 
business  which,  as  is  well  known,  doubles  about  every  12  years. 

Mr.  Patterson.  Does  this  proposed  rate  increase  the  question  of  securing 
additional  net  operating  income  to  the  railroads  bear  any  relation  to  the  ques- 
tion of  securing  additional  facilities,  whether  of  road  or  equipment? 

Mr.  Rea.  Unquestionably.  It  strengthens  the  credit  of  the  road  and  enables 
it  to  continue  the  policy  which  has  given  it  its  position  to-day  in  the  financial 
world. 

Mr.  Patterson.  Is  it,  or  is  it  not,  going  to  be  absolutely  necessary,  when  the 
time  comes  to  make  all  these  improvements  out  of  earnings,  to  reimburse  the 
Treasury  by  the  sale  of  securities  when  they  are  available? 

Mr.  Rea.  That  seems  to  be  the  only  means  at  present,  the  Government  practi- 
cally, and  necessarily,  closing  the  financial  market  to  all  other  financing. 
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Mr.  Pattdmox.  Now,  after  you  get  through  ptmhDug  for 
pense*.  hare  tod  got  to  hare  sufficient  net  operating  income  to  pi  wide 
of  credit? 

Mr.  Uea.  Yes,  sir. 

Mr.  Patteksox.  For  these  improvements  and  for  everything  else? 

Mr.  Rea.  Yes,  sir. 

Mr.  Thobxc  The  public  has  paid  three-fourths  of  the  fire  hundred  mfflkms 
out  of  earnings. 

Mr.  Rea.  On  reasonable  rates.    They  were  entitled  to  erery  dollar  of  it. 

Mr.  Thobxe.  And.  as  I  understand  ft,  if  this  adrance  is  granted,  it  would  not 
enable  you  to  market,  or  you  would  not  try,  at  the  present  stage  of  the  market* 
to  iwroe  a  new  bonded  indebtedness? 

Mr.  Kea.  No  ;  we  do  not  need  it.    Just  as  soon  as  we  do  need  more  money 
will  lie  in  the  market — probably  next  spring. 

Commissioner  McChord.   If  the  Government  would  furnish  capital,  cars* 
gines,  or  anything  else  necessary? 

Mr.  Pattebsox.  You  do  not  mean  to  say  that  that  would  do  away  with  the 
necessity  of  increased  rates? 

Mr.  Kea.  No;  I  do  not. 

Mr.  Bea  wants  the  increased  rates,  even  if  the  Government  does 
meet  these  pressing  necessities. 

Commissioner  McChobd.  Do  you  want  that  in  addition? 

Mr.  Rea.  Oh,  absolutely. 

Mr.  Patterson.  That  is  what  I  thought 

Commissioner  Clabk.  Mr.  Rea,  I  want  to  ask  you  in  regard  to  one  of  Mr.  Pat- 
tenon's  questions  and  your  answer :  First,  to  be  sure  that  I  understood  you  cor- 
rectly, and,  if  I  did,  I  would  like  to  have  you  explain  a  little  bit  further.  He 
asked  you  a  question,  and  you  answered  it  in  the  affirmative,  as  I  understood  it. 
to  the  effect  that  you  considered  It  necessary,  as  the  only  means  of  securing  the 
money,  that  the  rates  should  now  be  increased  so  that  you  might  make  Improve- 
ment* which  are  imperatively  necessary  and  which  ordinarily  would  be  charged 
to  capital,  and  reimburse  the  Treasury  by  issuance  of  securities  later? 

Mr.  Uea.  Yes,  Mr.  Commissioner.  It  seems  to  me  that  is  the  only  possible 
wav  we  have  of  securing  the  money  at  the  moment.  You  see  from  my  state- 
ment there  that  we  have  under  expenditure  about  $103,000,000,  at  the  rate  it  has 
been  going,  five  10  six  or  seven  million  dollars  per  month — these  have  to  be 
made,  or  the  work  must  stop — all  of  which  is  essential  or  necessary  to  the  eco- 
nomic operation  of  the  railroad  and  its  enlarged  output 

Now,  that  is  the  testimony  from  which  I  got  my  information,  and 
Mr.  Rea  admitted,  as  I  understand  his  testimony,  that  of  the 
$500,000,000,  $150,000,000  went  from  the  sale  of  new  capital  and 
$350,000,000  from  earnings. 

Senator  Cummins.  When  you  began  to  read,  or  just  before  you 
began  to  read,  the  examination  of  Mr.  Rea  I  think  there  was  some 
confusion  in  your  language  about  the  period  of  the  comparison. 

Mr.  Bristow.  It  was  a  10-year  period.  The  time  I  referred  to  was 
1907  to  1917,  a  10-year  period. 

Senator  Cummins.  What  you  meant  to  say  was  that  since  1907, 
$500,000,000  have  been  put  into  the  property  by  the  Pennsylvania 
road,  of  which  $350,000,000  have  been  taken  from  earnings? 

Mr.  Bristow.  From  earnings. 

Mr.  Tiiom.  The  statement  was  a  little  broader  than  that  The 
statement  was  that  $350,000,000  came  from  earnings  within  that 
10  years,  and  that  was  the  point  I  was  challenging.  I  did  so  on 
the  authority  of  the  accountant  who  is  sitting  by  me,  an  accountant 
of  the  road,  and  that  will  not  be  found  in  conflict  with  what  Mr.  Rea 
said.  I  would  not  have  said  a  word  about  it  but  for  this  error  of 
Senator  Bristow's,  which  is  an  error  from  my  standpoint.  He  did 
not  want  it,  if  it  was  an  error,  to  remain  in  the  record. 
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Senator  Cummins.  I  assumed  the  extract  quoted  from  Mr.  Rea's 
testimony ;  he  admitted  and  conceded  the  fact  that  the  surplus  that 
had  not  been  invested  at  all  at  this  time  was  greater  than  the  surplus 
when  they  began  the  comparison,  namely,  in  1907. 

Mr.  Thom.  I  do  not  know  the  facts  about  that. 

Mr.  Bristow.  As  I  understand  the  testimony,  Mr.  Thom,  in  1907 
there  was  a  surplus.  In  1917  the  surplus  was  greater  than  in  1907. 
During  that  time  $500,000,000  had  been  added  to  the  property, 
$350,000,000  taken  from  the  earnings  and  $150,000,000  from  the  sale  of 
outside  capital.  The  only  way  that  I  can  understand  how  to  arrive  at 
that  would  be  to  take  the  surplus  in  1907,  the  surplus  in  1917,  and  if 
the  surplus  in  1917  was  more  than  the  surplus  in  1907,  then  the 
$500,000,000,  $350,000,000  of  which  was  taken  from  earnings,  did  not 
reduce  the  surplus,  so  that  the  $350,000,000  invested  during  that 
period  came  from  earnings. 

Mr.  Thom.  I  wish  to  say  that  I  think  I  am  correct,  so  as  not  to 
take  up  any  more  time  of  the  committee. 

Mr.  Bristow.  I  have  given  my  authority,  so  that  if  there  is  any 
error  in  interpretation  of  what  Mr.  Rea  said  you  gentlemen  can 
interpret  it  just  as  well  as  I  can. 

Senator  Cummins.  Did  you  put  the  table  of  railroads  that  you 
used  into  the  record  ? 

Mr.  Bristow.  I  will,  Senator  Cummins.  I  have  not  got  a  copy 
of  it.  I  would  like  to  make  a  copy  of  it,  and  I  promised  Commis- 
sioner Anderson  a  copy  of  it,  and  I  would  like  to  make  a  copy  of  it 
and  then  furnish  it  for  the  record. 

Senator  Cummins.  I  would  like  to  get  it  in  the  record. 

Mr.  Bristow.  It  seems  to  me  that  the  system  which  makes  guar- 
anties, that  pays  to  the  successful  road  such  a  large  return  on  its 
capital  stock,  far  beyond  what  they  have  ever  paid  in  dividends  to 
their  stockholders,  and  at  the  same  time  guarantees  to  keep  the  prop- 
erty in  first-class  condition  by  an  adequate  depreciation  fund  and 
maintenance  is  wrong. 

The  Government  is  guaranteeing  this.  We  do  not  know  what  is 
going  to  be  the  commercial  and  industrial  conditions  within  the 
United  States  in  the  next  few  years.  It  makes  no  difference  what 
depression  may  come  to  the  ordinary  business  man  or  the  investor, 
the  Government  of  the  United  States  stands  behind  with  its  pledge 
that  the  investors  in  these  successful  railroads  shall  receive  this  return 
regardless  of  what  happens.  All  of  us  are  making  every  effort  we 
can  to  sustain  the  credit  of  the  Government  in  the  crisis. 

Throughout  the  United  States  thousands  and  tens  of  thousand  and 
hundreds  of  thousands  of  poor  people  that  work  hard  for  their 
money  have  invested  in  Government  bonds  bearing  4  per  cent  in- 
terest. If  they  needed  that  money  for  any  necessity  at  this  time 
they  could  not  get  par  for  it,  because  in  the  market  those  bonds  are 
not  now  selling  at  par.  We  have  got  to  go  out  and  ask  the  people 
to  buy  large  quantities  of  additional  bonds,  bearing  4  per  cent, 
or  some  slightly  increased  percentage,  probably,  to  sustain  the  credit 
of  the  United  States  Government  in  a  crisis  the  seriousness  of  which 
none  of  us  can  foretell  or  predict.  And  it  is  jiow  proposed  to 
guarantee  to  the  men  who  own  this  112,000  miles  of  railroad  rates 
of  interest  from  5.95  to  25  per  cent,  and  probably  have  to  call  upon 
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the  people  of  this  country  to  furnish  the  money  to  make  good  that 
guaranty  regardless  of  the  effect  upon  their  own  business.  This  is 
not  good  public  policy ;  it  ought  not  to  be  done. 

Gentlemen,  Senator  Underwood  asked  and  Senator  Pomerene,  if 
we  take  these  railroads  if  we  do  not  have  to  pay  what  they  are 
worth.  Of  course  we  do.  But  in  my  judgment  whether  you  believe 
in  the  Government  ownership  of  railroads  or  not,  whether  you  be- 
lieve in  public  ownership  of  railroads  or  riot,  the  Government  had 
better  buy  them  than  to  get  behind  this  guaranty,  because  then  you 
know  what  you  are  getting  for  the  money;  now  you  do  not  know 
what  obligations  you  are  incurring,  what  industrial  depression  may 
reduce  the  earnings  to,  until  the  obligations  may  mount  up  to  hun- 
dreds of  millions  to  be  taken  out  of  the  Public  Treasury  to  make 
it  good. 

Senator  Pomerene.  Senator,  it  does  seem  we  had  to  take  over  the 
operation  of  these  roads.  Everybody  that  I  have  heard  speak  on 
the  subject  seems  to  take  this  position.  We  have  placed  an  esti- 
mate of  $13,000,000,000  as  the  valuation  of  these  roads.  That  may 
vary  a  billion  or  two  either  way;  that  is  your  best  estimate,  and  I 
suspect  you  are  about  right  in  that.  Do  you  think  whether  we 
agreed  on  the  principle  of  Government  ownership  or  not  the  Gov- 
ernment should  assume  such  a  great  obligation  as  that  at  this  time 
and  issue  bonds,  and  that  that  is  the  only  way  it  could  do  it? 

Mr.  Bristow.  Senator,  I  think  there  is  another  way,  and  I  will 
tell  you  what  I  think.  You  may  not  think  it  is  sound,  but  it  seems 
to  me  that  it  is.  I  am  not  saying  that  the  Government  ought  not 
to  have  taken  them.  I  am  not  discussing  that  question.  That  prob- 
ably would  lead  to  differences  of  opinion. 

As  I  understand,  there  are  quite  wide  differences  of  opinion  as  to 
whether  that  was  the  best  way  to  handle  the  situation,  to  take  them 
over  or  not.  I  think  if  I  gathered  the  gist  of  Senator  Kellogg's 
questions  to  the  witnesses  that  have  appeared  here,  he  thinks  it  was 
not  necessary  to  take  them  over,  that  the  matter  could  have  been 
handled  by  a  pooling,  by  suspending  the  antitrust  laws  as  to  the  rail- 
roads. Others  think  that  this  was  the  best  way  to  do  it,  and  evi- 
dently the  President  does,  and  the  Secretary  of  the  Treasury  does. 
I  am  not  saying  that  it  was  not  necessary  to  do  it;  I  won't  discuss 
now  that  feature,  because  it  is  done,  and  it  will  not  do  any  good 
to  discuss  it.  That  has  passed.  We  are  supposed  to  have  most  of 
them  anyway,  at  least  we  thought  we  had  all  of  them. 

I  will  say  to  you,  Senator  Pomerene,  that  I  do  not  pretend  to  be 
a  good  authority  on  these  things,  but  I  have  always  been  afraid  for 
the  Government  to  own  these  railroads  for  various  reasons.  I  have 
always  felt  it  was  dangerous  to  go  into  the  public  treasury  and  take 
money  and  buy  the  railroads  and  assume  the  responsibility  of  oper- 
ating them  from  a  Government  standpoint,  because  it  is  such  a  tre- 
mendous task.  There  is  anywhere  from  twelve  to  fifteen  billions  of 
dollars  involved.  There  are  a  million  employees,  there  is  a  compli- 
cated system  of  rates,  and  so  forth. 

But  I  am  convinced  and  have  been  for  some  time  that  you  have  got 
to  unify  the  railroads  of  the  United  States  into  one  system.     The 

?uestion  that  I  think  Senator  Smith  asked  me  was  if  it  was  not  a 
act  that  the  same  rates  would  give  one  company  25  per  cent  and 
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when  applied  to  another  company  would  be  insufficient,  so  that 
such  company  would  fail  because  it  could  not  pay  operating  ex- 
penses? That  is  true.  Take  it  in  Kansas,  uniform  rates  to  all  the 
roads.  The  Missouri  Pacific  fails,  does  not  earn  operating  expenses 
in  some  years,  or  barely  does,  and  can  not  pay  its  obligations.  The 
Union  Pacific,  that  is  competing  with  it  in  the  same  territory,  is 
making  large  sums,  it  is  very  prosperous,  and  so  is  the  Santa  Fe.^ 

You  give  a  rate  that  will  make  the  Missouri  Pacific  pay  and  it  is 
excessive  on  the  other  two,  they  earn  more  than  they  are  entitled  to 
earn;  it  is  more  than  a  reasonable  return.  You  fix  rates  that  are 
reasonable  with  the  Santa  Fe  and  the  Union  Pacific  and  the  Missouri 
Pacific  fails.  There  is  not  any  way  to  cure  it  except  to  unify  them : 
break  up  the  unsuccessful  road  and  attach  it  to  the  successful  road 
so  as  to  use  the  track  that  is  there,  that  is  serving  the  public,  in  the 
most  advantageous  way.  As  I  said  a  while  ago,  I  thought  this  was 
the  first  step  in  the  unification  of  the  railroads,  and  it  would  be  a 
step  in  that  direction  if  all  of  them  were  taken.  Since  you  have  got 
to  unify  them,  they  can  only  be  unified  by  having  one  ownership. 
That  one  ownership,  in  my  opinion,  can  be  brought  about  in  three 
ways:  First,  to  permit  a  syndicate  or  a  private  corporation  to  be 
organized  to  acquire  all  the  railroads  in  the  United  States  and  operate 
them  as  private  property,  as  they  are  now,  under  one  ownership. 
Of  course  I  do  not  think  that  that  would  be  sound  policy.  I  do  not 
think  the  American  people  ever  would  consent  for  one  corporation  or 
syndicate  to  own  all  the  transportation  lines  of  the  United  States  and 
run  them  and  operate  them  for  profit. 

I  do  not  think  there  is  any  use  for  Congress  to  consider  such  a 
proposition,  because  it  would  be  repugnant  to  public  opinion  in  the 
United  States,  I  think,  and  I  think  it  would  be  dangerous.  There  are 
two  other  ways,  one  for  the  Government  to  buy  them  and  pay  for 
them  and  own  them  as  Government  property.  That  I  do  not  think 
is  practical  at  this  time  and  I  am  not  convinced  that  it  is  wise.  The 
other  way  would  be  for  the  Government  to  organize  a  national  cor- 
poration and  authorize  it  to  issue  capital  stock  and  to  acquire  the 
railroads  and  exchange  the  stock  in  this  national  corporation  for 
6tock  in  the  railroads  that  are  now  in  existence,  exchanging  the  stock 
of  the  national  corporation  at  par  for  stock  in  existing  companies  at 
the  average  market  value  for  the  stock  for  the  last  five  years.  That 
would  get  down  to  apprpximately  what  they  are  worth.  That  is 
what  the  public  thinks  they  are  worth.  That  is  whit  the  owners  of 
this  stock  have  paid  for  it.  That  is  what  they  could  get  for  it  if  they 
sold  it.  Permit  them  to  exchange  stock  in  these  separate  corporations 
for  stock  in  the  national  corporation,  and  the  national  corporation 
would  own  all  of  the  railway  property  in  the  United  States  and 
obtain  it  in  this  way. 

Senator  Kellogg.  Who  would  own  the  national  corporation? 

Mr.^BRisTow.  Stockholders  would  own  it,  the  same  as  they  own 
stock  in  a  railroad  now. 

Senator  Kellogg.  The  public  generally  ? 

Mr.  Bristow.  The  public  generally;  the  public  would  own  it. 

Senator  Cummins.  Would  you  give  them  a  voting  power  in  the 
election  of  directors  and  the  like  ? 
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Mr.  Bristow.  No.  If  you  did,  some  man  would  get  control  of  it 
and  speculate  in  it.  The  stock  would  be  guaranteed.  The  Gov- 
ernment would  guarantee  that  that  stock  would  pay  a  dividend  of 
from  4  to  7  per  cent,  whatever  it  might  be ;  I  would  say  from  4  to  G. 
The  railroad  property  is  private  property,  let  it  pay  its  share  of  the 
taxes  the  same  as  any  other  property  and  make  tne  stock  exempt.  It 
probably  ought  to  be  exempted  from  taxation  except  as  to  extraordi- 
nary taxes. 

The  public  generally  would  own  this  stock.  The  President  of  the 
United  States  would  be  authorized  to  appoint  a  board  of  nine  direc- 
tors— I  am  just  using  these  terms.  That  would  provide  for  the 
operation  of  these  roads  as  one.  The  Interstate  Commerce  Commis- 
sion would  fix  the  rates  that  should  be  charged,  the  board  of  direc- 
tors would  provide  for  the  operation  and  fix  the  salaries  and  the 
compensation  of  the  employees,  etc.,  according  to  whatever  rules  Con- 
gress might  formulate,  and  the  Interstate  Commerce  Commission 
would  be  directed  by  Congress  to  levy  rates  that  would  pay  a  return 
of  not  less  than  4  per  cent  upon  this  capital  stock,  nor  not  more 
than  6.  If  it  is  necessary  to  make  it  sell  at  par,  not  more  than  7. 
If  anyone  refuses  to  take  stock  in  the  national  corporation  in  ex- 
change for  the  stock  that  he  now  has,  then  I  would  provide  for  the 
condemnation  of  the  stock  in  the  private  corporations  and  the  sale 
of  the  stock  in  the  national  corporation  to  pay  these  holders  of  the 
stock  in  the  private  corporations  whatever  the  condemnation  pro- 
ceedings found  it  to  be  worth. 

In  that  way  the  stockholders  would  own  the  railroads  of  the 
United  States,  they  would  have  a  fixed  investment,  with  a  guaranty, 
and  the  Interstate  Commerce  Commission  would  be  instructed  to  levy 
rates  to  maintain  the  property  and  pay  this  return  to  the  owners,  and 
the  public  would  be  freed  from  the  scandalous  proceedings  that  have 
so  often  attended  railway  financing. 

The  Chairman.  That  would  eliminate  the  State  commissions. 

Mr.  Bristow.  Well,  it  might  and  it  might  not.  That  would  de- 
pend upon  the  law.    I  do  not  think  it  should. 

The  Chairman.  Then  would  you  not  necessarily  have  to  limit  the 
amount  that  the  State  might  tax  the  property? 

Mr.  Bristow.  I  do  not  think  so.  1  am  not  afraid  of  the  State 
confiscating  Government  property.  They  never  have  done  it ;  they 
never  have  shown  any  disposition  to  do  it. 

The  Chairman.  They  might  not  want  to  confiscate  it,  they  might 
appropriate  it. 

Mr.  Bristow.  I  am  not  afraid  of  that,  Senator.  That  is  a  bugaboo 
that  is  held  up  here,  but  there  is  nothing  to  it.  There  is  no  reason 
for  it.  There  is  no  experience  which  will  justify  that.  If  it 
were  found  that  it  was  a  danger,  why  then  eliminate  it,  of  course. 
The  Government  has  got  to  protect  itself  from  injustice. 

Senator  Pomerene.  Do  you  think  that  stock  could  be  sold  now  ? 

Mr.  Bristow.  I  would  rather  have  it  than  Government  bonds,  and 
I  will  tell  you  why.  What  property  is  behind  it?  The  railroad  prop- 
erty of  the  United  States.  What  is  its  revenues!  A  fair  charge  for 
handling  the  commerce  for  these  people,  and  the  railroads  are  as 
essential  to  the  industrial  life  of  the  American  people  as  food  is  to 
the  life  of  the  human  being. 
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Senator  Poindexter.  You  can  not  get  food  without  them ;  that  is, 
as  to  a  large  part  of  the  population. 

The  Chairman.  You  can  not  get  food  with  them  now. 

Mr.  Bristow.  The  railroads  are  absolutely  essential ;  the  Nation 
could  not  live  without  them.  A  mortgage  upon  the  revenues  of  the 
American  railroads  and  on  the  property  of  the  American  railroads 
at  a  fair  value  is  as  good  a  mortgage  as  can  be  levied  on  any  prop- 
erty in  this  world.  Its  returns  are  as  certain  as  the  returns  on  taxes 
and  more  secure  than  the  obligations  of  any  political  government. 

Senator  Poindexter.  What  advantage  would  that  plan  have,  Sen- 
ator Bristow,  over  direct  Government  ownership? 

Mr.  Bristow.  Senator  Poindexter?  I  think  it  has  a  good  many.  In 
the  first  place,  the  method  of  acquiring  would  be  very  much  more 
easy,  I  think,  at  this  time  than  the  raising  of  the  money  to  buy  them. 

Senator  Poindexter.  You  think  the  sale  of  those  bonds  would  be 
easier? 

Mr.  Bristow.  The  change  of  the  stock  in  the  one  for  the  stock  in 
the  private  roads  that  would  be  the  various  parts  of  the  one. 

Senator  Poindexter.  You  think  as  a  method  of  financing  it  is 
preferable? 

Mr.  Bristow.  I  think  it  would  be  very  much  preferable.  That  is 
my  judgment.  Then,  I  think  that  in  its  operation  it  would  be  very 
much  more  preferable.  If  we  buy  the  railroads  as  a  Government 
piece  of  property  and  operate  them,  then  we  have  got  to  go  into 
the  Public  Treasury  and  appropriate  money  to  pay  for  the  operating 
expenses.  The  responsibility  for  making  the  system  pay  its  own 
way  is  not  there,  because  if  it  does  not  the  Public  Treasury  is  avail- 
able; and  it  is  so  easy  to  reduce  rates  and  thereby  reduce  your 
revenue  then  the  demands  of  constituents  to  increase  the  wages  of 
employees  or  expenditures  for  various  purposes  when  the  Public 
Treasury  is  available  to  go  to  to  get  the  money  to  do  it  with  is  very 
tempting.  The  importunities  of  the  shipper  for  reduced  rates  are 
strong;  the  importunities  of  the  employees  for  increased  wages  are 
strong;  and  when  there  is  a  great  public  crib  here  out  of  which  ^ou 
will  get  the  money  to  make  up  the  deficit,  if  there  is  one,  I  think  it  is 
a  very  dangerous  thing  in  a  Government  like  ours,  where  politics 
plays  such  an  important  part  of  its  operation. 

Senator  Pomerene.  Do  you  think  you  could  keep  politics  out  of 
an  organization  of  that  kind  ? 

Mr.  Bristow.  The  Interstate  Commerce  Commission  is  quite  free 
from  it.  If  these  directors  are  appointed,  and  removable  only  for 
cause,  I  think  it  will  be  practically  free  from  politics,  and  they 
operate  the  roads.  The  investor,  if  the  expenses  get  high,  gets  less 
dividends;  you  may  run  his  dividends  down  to  4  per  cent  and  he 
will  object,  and  there  will  be  millions  of  objectors.  He  will  want 
to  know  why  the  dividends  are  not  6  instead  of  4.  The  shipper,  if 
the  rates  are  increased,  will  want  to  know  why  they  are  increased. 
If  to  make  up  the  dividends  that  are  necessary,  he  will  inquire  as 
to  the  efficiency  of  the  operation  or  as  to  the  extravagance  of  it. 
If  the  employee  wants  additional  wages  and  gets  them,  and  it  is 
more  than  the  general  public  thinks  he  is  entitled  to,  you  have  got 
the  investor  and  the  shipper  to  balance  the  demands  of  the  employee. 
If  the  employee  is  not  getting  enough,  he  appeals  to  this  board  for 
more;  and,  in  my  judgment,  you  will  balance  the  interests  involved 
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and  you  will  get  nearer  justice  than  by  any  other  system  that  can 
be  devised. 

Senator  Kellogg.  Will  the  management  of  all  the  roads  in  the 
United  States,  as  to  whether  they  should  extend  them  to  accom- 
modate new  communities,  whether  they  should  better  them,  all  be  in 
a  board  of  directors,  in  Washington  ? 

Mr.  Bri8tow.  The  supreme  authority.  I  would  subdivide  that, 
of  course,  into  subdivisions,  for  operating  purposes. 

Senator  Kellogg.  And  they  will  of  necessity  be  political  ap- 
pointees? 

Mr.  Bristow.  No. 

Senator  Kellogg.  How  can  they  be  otherwise? 

Mr.  Bristow.  The  United  States  Government  owns  the  Panama 
Eailroad  Co. 

Senator  Kellogg.  Yes. 

Mr.  Bristow.  There  is  not  a  single  employee  of  the  Panama  Rail- 
road who  is  a  political  appointee. 

Senator  Kellogg.  Do  you  think  a  board  of  directors  can  be  held 
here  in  Washington  and  kept  free  from  political  influence? 

Mr.  Bristow.  If  they  are  appointed  ior  a  period  of  nine  years 
and  removable  alone  for  cause,  I  think  they  can. 

Senatpr  Kellogg.  And  are  the  nearly  2,000,000  employees  of  the 
country  working  for  the  Government  railroad,  practically  a  Govern- 
ment railroad? 

Mr.  Bristow.  No ;  it  is  not  a  Government  railroad ;  it  is  a  privately 
owned  road. 

Senator  Kellogg.  And  they  will,  more  or  less,  use  their  influence, 
will  they  not? 

Mr.  Bristow.  I  do  not  think  it  will  be  as  effective  as  it  is  now. 

Senator  Kellogg:  Is  this  board  of  directors  to  issue  any  amount  of 
stock  it  sees  fit  for  extensions  of  road? 

Mr.  Bristow.  No. 

Senator  Kellogg.  Who  will  decide  that  ? 

Mr.  Bristow.  I  will  have  the  law  decide  that.  I  will  say  if  there 
is  an  extension  of  the  road  desired  to  a  community  where  there  was 
none,  that  if  the  direct  beneficiaries  of  that  extension  will  put  up  a 
certain  amount  of  money,  for  which  they  are  to  receive  stock  in  the 
national  corporation,  that  out  of  the  surplus  fund  that  is  created  for 
improvements  of  that  kind  the  remainder  of  it  will  be  issued  and 
stock  sold  to  make  up  for  that  extension.  I  would  require  the  com- 
munities through  which  it  is  run  to  subscribe  in  order  to  project  ex- 
tensions into  new  territory. 

Senator  Kellogg.  Then,  if  the  community  was  willing  to  subscribe* 
you  would  make  it  obligatory  upon  the  board  of  directors  to  issue 
stock  for  the  balance? 

Mr.  Bristow.  Oh,  for  the  balance ;  yes.  If  the  board  of  directors, 
after  consideration,  think  it  is  justified. 

Senator  Kellogg.  Yes. 

Mr.  Bristow.  I  would.  There  are  various  details  like  that  that 
you  could  not  work  out  without  experience;  but  I  will  tell  you,  Sena- 
tor Kellogg,  the  extension  of  a  branch  line  into  a  community  that 
has  not  railroad  facilities,  if  those  that  would  be  benefited — they 
vote  bonds  now ;  I  do  not  know  of  any  section  of  our  country  where 
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there  are  not  certain  subscriptions  made  in  order  to  get  a  branch  line 
extended,  and  they  are  always  beaten  out  of  the  stock.  It  never 
amounts  to  anything;  you  know  that  just  as  well  as  I  do.  There  is 
never  any  value  attached  to  it. 

Senator  Kellogg.  No  ;  I  do  not  believe  in  the  system  at  all.  I  do 
not  believe  in  local  communities  having  to  subscribe  in  order  to  get 
reasonable  railroad  facilities,  either  under  this  plan  or  any  other. 

Mr.  Bristow.  Well,  I  think  that  they  ought  to  do  it,  because  you 
put  some  responsibility  on  them,  and  it  would  be  a  restriction 
against  wildcatting,  in  my  judgment. 

Senator  Kellogg.  Many  a  local  community  would  be  willing  to 
subscribe  for  Government  bonds  which  the  Government  guaranteed 
for  the  sake  of  getting  a  railroad,  because  if  the  Government  guaran- 
teed it  the  Government  would  have  to  pay  it  whether  it  earned  it  or 
not,  and  almost  any  local  community  would  subscribe  to  the  stock  to 
complete  an  extension  if  the  Government  was  behind  it. 

Mr.  Bristow.  If  it  was  needed  and  if  the  responsible  officers  of  this 
national  corporation — the  responsible  officers  of  the  corporation — 
thought  it  was  justified,  they  ought  to  do  it. 

Senator  Kellogg.  I  would  not  spend  any  more  time  on  that ;  but 
1  want  to  ask  you  a  few  questions  about  these  rates.  You  finished 
that  subject,  did  you  not? 

Mr.  Bristow.  Yes.    That  was  my  notion. 

Senator  Kellogg.  If  the  chairman  does  not  want  to  ask  any  more 
questions,  I  wish  to. 

The  Chairman.  You  may  ask  them,  Senator  Kellogg. 

Senator  Kellogg.  Senator,  of  course  you  realize  that  we  can  not 
take  up  each  one  of  these  railroads  and  arrive  at  a  conclusion  as  to 
the  value  of  the  use  of  its  property  in  Congress,  can  we  ? 

Mr.  Bristow.  No. 

Senator  Kellogg.  It  can  not  be  done. 

Mr.  Bristow.  Not  very  well. 

Senator  Kellogg.  It  could  not  be  done  in  here  if  we  started  and 
took  testimony  as  to  every  one  of  them? 

Mr.  Bristow.  No;  I  do  not  think  Congress  is  the  tribunal  which 
would  ultimately  decide  the  value  of  the  use  of  the  railroads, 
anyway. 

Senator  Kellogg.  Then  we  have  to  adopt  some  plan  whereby  we 
authorize  somebody  on  behalf  of  the  Government  to  pay  for  the  use 
of  the  property,  have  we  not? 

Mr.  Bristow.  Yes. 

Senator  Kellogg.  And  it  has  got  to  be  a  plan  that  is  not  made 
with  reference  to  one  or  two  or  a  dozen  roads,  but  all  of  them? 

Mr.  Bristow.  Yes. 

Senator  Kellogg.  What  plan  do  you  recommend? 

Mr.  Bristow.  I  think  the  best  would  be  to  guarantee,  if  you  are 
going  to  guarantee  under  this  system. 

Senator  Kellogg.  You  have  got  either  to  guarantee  or  to  pay 
money  for  the  use  of  this  property. 

Mr.  Bristow.  I  would  suggest  that  you  guarantee  the  dividends 
that  they  have  paid  for  a  period  of  years. 

Senator  Kellogg.  Let  us  look  at  that. 

Mr.  Bristow.  I  do  not  say  I  believe  that  is  a  good  policy,  but  I 
think  it  is  a  much  better  one  than  the  one  suggested. 
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Senator  Kellogg.  Is  that  the  best  you  can  think  of  of  all  the 
plans  ? 

Mr.  Bristow.  No  ;  I  think  that  is  too  much.  I  do  not  think  you 
ought  to  guarantee  more  than  4  per  cent  upon  the  value  of  the  prop- 
erty— as  a  guaranty. 

Senator  Kellogg.  I  was  just  talking  about  the  use  of  the  property 
during  the  war.  We  are  not  taking  over  the  property  and  paying 
for  it  permanently. 

Mr.  Bristow.  A  guaranty  of  4  per  cent  on  the  value  of  the  prop- 
erty and  ascertain  the  value  of  the  property  as  best  you  can.  There 
are  two  or  three  methods  that  have  been  suggested,  and  then  if  the 

Eroperty  earns  more  than  4  per  cent,  say,  up  to  6,  allow  them  to 
ave  6  per  cent,  and  all  over  that  put  into  a  fund  to -make  up  the 
deficits  of  the  unfortunate  roads  that  are  not  making  anything. 

Senator  Kellogg.  You  would  guarantee  not  less  than  4  per  cent 
nor  more  than  6.  And  who  would  determine  that,  whether  it  was 
4  or  6? 

Mr.  Bristow.  The  earnings  of  the  road. 

Senator  Kellogg.  Yes;  but  when  the  earnings  of  a  lot  of  these 
roads  are  more  than  4  per  cent? 

Mr.  Bristow.  Yes. 

Senator  Kellogg.  And  we  know  there  are  some  earning  more 
than  6. 

Mr.  Bristow.  Then,  let  them  have  6  as  a  maximum  and  take  the 
remainder  to  pay  the  deficit  on  the  roads  that  are  not  earning  4  per 
cent. 

Senator  Kellogg.  Take  the  Pennsylvania  Railroad,  that  has  earned 
6  per  cent  and  has  paid  it  for  a  good  many  years.  Do  you  think  to 
take  property  from  it  forcibly  and  pav  4  per  cent  and  nothing  for 
betterments  and  improvements  would  be  just  compensation? 

Mi*.  Bristow.  I  am  not  saying  that  I  think  it  is  a  workable  plan. 
I  do  not  think  this  plaa  will  work  at  all  and  do  justice  to  all.  I  do 
not  think  it  can  be  made  to  do  justice  to  all.  But  I  do  think  if  yon 
are  going  to  tax  the  American  people  to  give  a  guaranty  during 
the  stress  of  the  times  that  we  are  approaching  you  can  not  afford 
to  guarantee  the  highest  return  in  the  history  of  railroads  in  the 
United  States  since  railroads  were  first  established. 

Senator  Kellogg.  I  am  not  asking  about  that,  but  I  am  trying  to 
get  at  some  concrete  plan,  because  we  have  got  to  adopt  one.  Do 
you  think  that  we  can  afford  to  take  well-managed  roads  like  the 
Chicago  &  North  Western,  like  the  Northern  Pacific,  the  Great  North- 
ern— I  won't  say  the  Burlington,  because  you  say  that  is  earning  too 
much,  but  we  will  take  these  others — and  the  ^Pennsylvania,  which 
companies  have  paid  6  and  7  per  cent  regularly  for  many  years  and 
have  been  well  managed — pay  them  4  and  nothing  at  all  for  those 
properties? 

Mr.  Bristow.  Under  the  plan  I  suggested  they  get  6. 

Senator  Kellogg.  Do  you  think  you  can  afford  to  take  those  road? 
that  have  earned  7  for  a  good  many  years  and  have  them  well 
managed  and  say  that  you  will  pay  them  6? 

Mr.  Bristow.  Why,  yes.  Secretary  McAdoo  said  yesterday  that 
you  could  draft  the  young  men  of  this  country  and  put  them  into 
the  Army  and  destroy  what  they  had,  and  that  the  little  roads  that 
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were  going  to  lose  their  returns  and  the  value  of  the  property  would 
have  to  take  it.  I  do  not  see  why  the  Pennsylvania  should  not  take 
it  as  well  as  the  small  road. 

Senator  Kellogg.  You  think,  then,  that  we  ought  simply  to  fix  it  at 
6  per  cent  on  the  stock  of  those  companies  that  have  paid  that  and 
no  more? 

Mr.  Bristow.  I  think  you  would  do  a  good  deal  better  than  is  pro- 
posed. No ;  I  would  not  pay  any  more  under  this  guaranty.  I  think 
it  is  a  great  deal  more  equitable  to  do  that  than  to  give  the  Pennsyl- 
vania a  guaranty  here  of  10  or  12  per  cent  and  some  small  road 
nothing. 

Senator  Kellogg.  I  ;im  not  talking  about  that. 

Mr.  Bristow.  But  vol*  say  you  have  got  to  do  something.  ^ 

Senator  Kellogg.  1  am  not  saying  we  are  going  to  do  this;  I  did 
not  make  the  suggestion.  The  Government  and  the  Secretary  of  the 
Treasury  have  made  the  suggestion. 

Mr.  Bristow.  I  know,  Senator,  but  we  are  considering  this  bill 
which  provides  that  that  should  be  done,  and  you  are  asking  me  to 
suggest  something  which,  in  my  opinion,  would  be  better.  I  think  it 
would  be  better  to  do  that.  I  do  not  think  that  because  a  road  is 
prosperous  and  is  earning  over  6  per  cent,  when  we  reach  a  crisis 
such  as  we  have  reached  now,  when  these  radical  or  revolutionary 
governmental  policies  are  necessarv,  you  can  protect  that  road  and 
its  earnings  that  are  as  large  as  they  are  and  say  that  it  shall  not 
take  any  less  and  then  make  the  public  pay  that  amount  whether  the 
country  is  prosperous  or  not. 

Senator  Kellogg.  I  do  not  understand  that  the  railroads  have  asked 
to  be  taken  over  and  have  asked  to  be  guaranteed. 

Mr.  Bristow.  I  am  not  saying  that. 

Senator  Kellogg.  I  think  the  railroads  were  taken  over  without 
any  consultation  as  far  as  they  are  concerned. 

Mr.  Bristow.  But  the  President  and  his  advisors  thought  it  was 
was  necessary  in  order  to  relieve  a  broken-down  condition.  The  rail- 
roads have  failed  to  meet  the  emergencies;  that  can  not  be  denied. 
It  is  alleged  by  some  of  them  that  they  failed  because  the  Government 
had  imposed  undue  burdens  on  them  by  some  of  its  administrative 
processes.  Others  say  that  they  are  broken  down  and  they  are  unable 
to  handle  the  commerce  of  the  country  because  of  inefficiency.  I  am 
not  talking  about  that.  I  do  not  know  why  it  is,  but  there  is  a  break- 
ing down.  Senator,  and  since  there  is  a  breaking  down  something  has 
to  be  done,  so  we  are  advised,  and  this  is  submitted  to  us  as  the  plan. 
1  thought  it  would  be  a  great  deal  better  to  take  and  limit  the  earn- 
ings of  the  great  and  prosperous  roads  and  take  care  of  those  that  are 
not  earning  rather  than  to  guarantee  the  full  earnings  of  the  pros- 
perous roads  and  then  go  into  the  Public  Treasury  to  make  up  the 
deficits  of  the  nonprosperous  roads. 

Senator  Kellogg.  That  is,  you  would  take  the  surplus  of  the  pros- 
perous roads  and  pay  it  to  the  nonprosperous  roads  s 

Mr.  Bristow.  I  think  when  you  nationalize  the  system  you  have  to. 

Senator  Kellogg.  Have  we  a  right  to  do  that  ? 

Mr.  Bristow.  I  am  told  that  legally  we  have  not  unless  they  agree 
to  it. 
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Senator  Underwood.  Let  me  interrupt  a  moment,  Senator  Kellogg. 
If  we  find  that  we  have  got  to  base  our  compensation  to  these  roads, 
which  is  probably  on  what  the  Court  of  Claims  would  hold  as  a  rea- 
sonable rental  value  or  reasonable  value  for  the  property,  one  or  the 
other,  and  we  reach  the  condition  such  as  you  have  just  described,  is 
it  not  the  part  of  wisdom  in  that  condition  for  us  to  limit  the  opera- 
tion of  this  bill  to  the  period  of  the  war  and  not  carry  it  any  further? 

Mr.  Bristow.  Senator,  I  listened  with  a  great  interest  this  morn- 
ing to  that  discussion.  I  do  not  think  that  is  a  very  material  point 
I  think  that  when  this  is  in  operation,  if  the  plan  that  has  been  out- 
lined to  you  is  followed,  that  it  will  break  down  so  that  there  is  no 
danger  of  Congress  or  anybody  else  trying  to  continue  it  during  the 
period  of  the  war  or  after  the  war.    I  do  not  think  it  is  practicable. 

Senator  Underwood.  If  there  is  that  danger  of  its  breaking  down, 
had  we  better  not  throw  an  anchor  to  windward  and  see  that  it  is 
limited  to  the  period  of  the  war? 

Mr.  Bristow.  I  would  not  make  it  indefinite.  I  do  not  think  I 
would  do  that. 

Senator  Underwood.  You  would  put  a  reasonable  limitation  on  it? 

Mr.  Bristow.  I  think  so.  But  I  do  not  think  that  is  necessary. 
Senator,  because  this  will  not  work.  You  can  not  take  a  part  of  these 
railroads  without  taking  all  of  them.  If  you  are  going  to  unify  the 
railway  systems  of  the  United  States,  you  have  got  to  take  them  all: 
you  can  not  take  the  Missouri  Pacific  and  not  the  Union  Pacfic  or 
the  one  and  not  the  other. 

The  Chairman.  Senator  Bristow,  you  said  a  moment  ago,  or  in- 
stanced two  reasons  why  the  railroads,  in  your  opinion,  had  broken 
down  or  what  have  been  alleged  as  the  reasons.  What  effect  on  that 
breaking  down  or  what  influence  did  our  antipooling  law,  our  laws 
compelling  competition,  have  to  do  with  the  breaking  down  under 
the  war  condition,  in  your  opinion? 

Mr.  Bristow.  I  do  not  think  it  had  any.  I  do  not  believe  that  the 
antipooling  or  the  elimination  of  the  antipooling  law  has  been  very 
material.  It  may  be,  and  I  am  inclined  to  think,  although  I  do  not 
want  to  get  into  a  disputed  question,  that  the  priority  orders,  and  the 
commandeering  of  shipping  on  the  Atlantic  coast  has  greatly  exagger- 
ated the  condition.  I  think  that  when  those  policies  were  determined 
upon  it  was  not  forseen  as  to  what  the  results  would  be  on  the  trans- 
portation in  the  East  or  what  effect  there  would  be  on  the  transporta- 
tion in  the  East  as  the  result  of  these  orders.  That  is  not  a  matter  for 
discussion  here.  That  has  passed.  I  do  not  think  that  the  anti- 
pooling  law  has  brought  the  congestion.  The  repeal  of  it  might  have 
enabled  them  under  the  stress  of  circumstances  to  somewhat  relieve 
the  congestion,  but,  Senator  Smith,  this  congestion  was  inevitable 
sooner  or  later. 

I  do  not  want  to  go  into  it  now,  but  the  rate-making  system  in  the 
United  States  has  forced  a  congestion  at  freight  terminals  which  ulti- 
mately had  to  break  down  some  time. 

Senator  Poindexter,  since  you  asked  me  to  look  up  some  matters, 
I  am  sorry  to  take  as  much  time  of  the  committee  as  I  am  taking. 
I  know  you  are  getting  tired  of  hearing  me. 

Senator  Poindexter.  Either  now  or  later  I  would  like  to  hear  you 
on  that  subject. 
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Mr.  Bristow.  I  will  take  that  up  right  now,  Senator.  If  you  will 
tell  me  what  is  in  your  mind,  Senator  Pomerene,  perhaps  this  will 
answer  it  or  may  not.    You  were  going  to  ask  something. 

Senator  Pomerene.  What  I  had  in  mind  was  this :  That  I  felt  that 
ou  and  I  must  agree,  whatever  our  views  as  to  the  character  of  this 
egislation  may  be,  that  it  is  wise  from  a  financial  standpoint  to  have 
all  uncertainties  as  to  the  amount  of  compensation  which  is  to  be  paid 
to  various  railroads  for  these  properties  settled.  That  will  serve  to 
stabilize  the  market,  and  here  you  have  these  securities  held  by  finan- 
cial institutions,  and  they  do  not  know,  for  instance,  whether  the 
Pennsylvania  is  worth  $90  on  the  hundred  or  $110  or  $120  on  the 
hundred.  I  think  you  must  agree  that  we  ought  to  stabilize  this  or 
adopt  a  plan  which  would  be  definite  and  certain,  and  do  it  speedily, 
whatever  it  is.  You  gave  a  long  list  of  prdperties  of  the  best  railway 
systems  in  the  country  here,  which  were  earning  from  8  and  9  per  cent 
up  to  25  per  cent.  You  have  said  that  6  per  cent  was  a  sufficient  sum 
for  these  stocks  to  earn.  That  may  be  so  as  an  abstract  proposition, 
but  it  is  very  clear  that  you  could  not  get  a  company  that  was  earning 
10  per  cent  on  its  stock  to  accept  6  per  cent  as  full  and  complete  com- 
pensation. The  railroad  officers  would  not  do  that,  and  if  they 
wanted  to  do  it,  the  stockholders  and  other  security  holders  would 
probably  object. 

If  we  were  to  limit  this  guarantee  or  compensation — I  prefer  the 
word  compensation — to  6  per  cent,  why,  there  would  not  be  one  of 
these  systems  here  that  would  accept  that  proposition,  and  as  a  result 
it  would  go  to  the  Court  of  Claims  to  determine  what  compensation 
should  be  paid,  and  one  of  the  objects  of  this  legislation  which  was 
to  stabilize  security  values  would,  in  my  judgment,  be  defeated.  If 
it  were  possible  for  us  to  compel  the  railroads  to  take  6  per  cent  as  a 
matter  of  law,  then  we  might  pursue  one  course ;  but  we  can  not  com- 
pel them  to  take  less  than  what  is  going  to  be  a  fair  and  just  com- 
pensation for  their  property  while  we  have  the  use  of  it,  and  does  it 
not  appeal  to  you  that  under  those  circumstances?  with  that  legal 
obstacle  in  the  way,  we  ought  to  do  something  which  would  induce 
Ihe  railroads  to  make  a  fair  and  at  least  a  quick  adjustment? 

Mr.  Bristow.  No?  Senator;  I  can  not  agree  with  you  there.  I  do 
not  believe  that  it  is  right  or  fair  or  just  or  wise  to  permit  a  rail- 
road that  is  making  an  extravagant  return  on  its  property  to  hold  the 
Government  up  in  the  face  of  this  crisis. 

Senator  Pomerene.  Let  us  admit  that  is  so,  Senator;  how  are  you 
going  to  help  yourself  from  a  legal  standpoint?  That  is  the  question 
which  puzzles  me. 

Mr.  Bristow.  Yes;  it  is  a  little  difficult. 

Senator  Pomerene.  Slightly. 

Mr.  Bristow.  It  is  a  little  difficult. 

Senator  Robinson.  May  I  ask  you  a  question  in  that  connection, 
Senator? 

Mr.  Bristow.  Yes,  Senator. 

Senator  Robinson.  I  want  to  know  what  you  think  is  the  true  or 
legal  measure  of  just  compensation  to  a  carrier  taken  over  by  the 
Government? 

Mr.  Bristow.  Well,  I  think  from  4  to  6  per  cent  on  the  value  of  its 
property  would  be  fair. 
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Senator  Robinson.  No  matter  what  its  earning  capacity  is? 

Mr.  Bristow.  Probably  you  might  go  above  6  per  cent;  but  this  ex- 
cludes taxes,  except  the  special  war  taxes,  and  an  obligation  that  is 
exempt  from  taxation  sells  pretty  well  if  it  draws  from  4  to  6  per 
cent. 

Senator  Robinson.  Do  you  think  that  a  court  would  hold  that  if  a 
railroad  brought  a  suit  in  the  Court  of  Claims  and  disclosed  that  its 
earning  capacity  was  10  per  cent,  that  its  just  compensation  was  5 
per  cent  ? 

Mr.  Bristow.  It  might  not. 

Senator  Robinson.  How  could  it  hold  it ;  that  is  what  I  want  to 
know? 

Mr.  Bristow.  I  am  not  unmindful  of  the  very  difficulty  that  yon 
suggest,  and  that  is  the  reason  I  say  this  system  which  I  propose  is 
very  much  better,  or  that  Government  ownership  itself — acquiring 
the  property — is  better. 

Senator  Robinson.  You  say  if  the  stock  and  bonds  were  excluded 
from  taxation. 

Mr.  Bristow.  I  did  not  say  they  were  exempt  from  taxation.  But 
I  say  the  tax  on  the  property  is  always  deducted  in  all  these  calcu- 
lations. Now,  the  States  may  impose  a  tax  on  the  ownership  of  the 
railroad  security.  Some  of  them  do  and  some  of  them  do  not,  I  un- 
derstand. But  the  taxes  on  the  property  that  are  levied  are  always 
deducted  as  an  operating  expense  before  the  net  is  referred  to,  and 
in  all  of  these  calculations  I  made  the  taxes  have  been  deducted  as  an 
operating  expense  the  same  as  any  other  expense  of  operation. 

Senator  Robinson.  The  other  point  that  I  had  in  mind,  and  which 
was  really  the  point  I  wanted  to  inquire  about  and  get  your  view 
upon,  is  this:  If  you  as  a  court  were  charged  with  the  obligation 
of  determining  this  question  of  fair  compensation,  would  you  think 
that  5  per  cent  or  4  per  cent  or  6  per  cent,  or  any  other  per  cent 
which  might  be  stated,  would  constitute  due  compensation,  without 
regard  to  the  earnings! 

Mr.  Bristow.  Senator,  I  will  tell  vou  what  I  would  do  if  I  were 
a  court,  and  that  is  a  good  deal  oi  a  presumption  for  me  to  as- 
sume— that  I  am  a  court  in  passing  on  that  question — but  if  I  were, 
I  would  first  demand  evidence  as  to  the  value  of  that  property,  and 
then  I  would  fix  a  fair  return  undor  all  the  circumstances  and  con- 
ditions; it  would  be  somewhere  from  4  to  6  per  cent  on  the  value  of 
that  property.  If  the  owner  of  it  devotes  it  to  the  public  use — if  it 
earns  25  per  cent,  he  is  earning  too  much ;  he  is  not  entitled  to  have 
it,  and  he  ought  not  to  have  it.  He  is  entitled  to  a  fair  return  on  the 
value  of  the  property  which  the  public  uses,  and  I  would  like  to  know 
what  the  value  of  that  property  was.  I  would  demand  evidence  as  to 
what  the  value  of  it  is;  then,  when  I  satisfied  myself  on  that,  I  would 
make  him  a  fair  allowance  on  that  value. 

Senator  Poindexter.  Senator  Bristow,  in  that  connection,  from 
a  legal  standpoint  I  would  like  to  ask  you  a  question,  and  I  ask  you 
from  the  legal  standpoint  because  you  have  studied  this  question 
especially  and  know  something  about  the  laws  relating  to  it.  There 
is  a  very  wide  difference  in  arriving  at  the  just  compensation  in  the 
case  of  a  railroad  and  a  public-service  corporation  which  derives  its 
revenue  from  rates  that  are  under  the  control  at  all  times  of  the 
Government.    It  is  true,  is  it  not,  that  the  Government  can  reduce 
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these  rates  before  they  are  taken  over  by  the  Government,  while  they 
were  operated  by  private  corporations,  so  that  they  could  not  pay 
more  than  4  per  cent  or  even  less  than  that? 

Mr.  Bristow.  Well,  it  could,  reduce  it  to  what  would  be  a  fair 
return  on  the  value  of  the  property  used. 

Senator  Poindexter.  That  element  of  public  policy,  there  is  a 
very  wide  discretion,  is  there  not,  vested  in  the  Government? 

Mr.  Bristow.  Yes,  sir. 

Senator  Poindexter.  And  that  fact  would  be  taken  into  considera- 
tion in  arriving  at  the  just  compensation  if  the  Government  takes 
them  over? 

Mr.  Bristow.  I  think  so;  and  because  the  Burlington  Railroad 
has  been  earning  25  per  cent  on  its  capital  stock  I  do  not  think  is 
any  reason  why  it  is  entitled  to  it.  That  is  more  than  it  ought  to 
have — of  course  it  is.  I  think  the  rates  ought  to  have  been  reduced. 
That  percentage  might  not  be  as  high  if  it  had  not  been  for  ruining 
a  lot  of  roads  who  were  not  so  fortunate  as  to  earn  so  much.  But 
when  you  are  dealing  with  the  rental  value  of  the  property,  Senator 
Robinson,  you  can  demand  evidence  of  the  value  of  it. 

Senator  IJobinson.  Certainly. 

Mr.  Bristow.  Then  give  them  a  fair  return  on  that  property  that 
we  are  using.    I  do  not  believe  they  have  any  kick. 

Senator  Robinson.  I  believe  you  stated  the  other  day  that  Congress 
has  no  power  to  determine  what  is  just  compensation.  Do  you  agree 
to  that? 

Mr.  Bristow.  Of  course,  Congress  has  the  power  to  determine  the 
rate  which  determines  the  earning,  but  the  court  could  set  aside  any 
statute  which  the  Congress  might  enact  if  the  compensation  is  not 
fair. 

Senator  Cummins.  What  rates  the  corporation  would  use. 

Mr.  Bristow.  What  rates  the  corporation  would  use,  which  would 
produce  the  returns. 

Senator  Robinson.  I  understand  that,  within  certain  limitations; 
they  can  not  prescribe  a  nonremunerative  rate. 

Mr.  Bristow.  No. 

Senator  Robinson.  There  are  some  other  limitations.  I  am  not 
talking  now  about  the  rate-making  power.  I  am  talking  about  the 
taking  of  property  for  public  use.  Can  Congress  provide  for  the 
taking  of  public  property  for  public  use,  railroad  property  or  any 
other  property,  and  prescribe  what  shall  be  paid  for  it  ? 

Mr.  Bristow.  No;  of  course  it  can  not  do  that  except  as  suggested, 
because  the  courts  veto  that;  but  it  could  pass  a  law  prescribing  the 
rates,  and  they  could  go  to  court  and  test  that  law  as  to  whether  it 
was  valid  or  not.  I  do  not  know,  Senator,  but  I  think  if  they  provided 
a  rate  of  6  per  cent  for  the  use  of  that  property  I  do  not  think  the 
courts  would  set  it  aside  very  soon. 

Senator  Robinson.  What  I  can  not  understand  is  how  you  make 
it  6  per  cent,  instead  of  4  or  3  or  2  or  1. 

Mr.  Bristow.  Well,  I  think  that  1  per  cent  is  not  enough.  I  do 
not  think  Congress  would  hold  that  1  per  cent  was  good  compensa- 
tion— 2  or  3.  Tour  might  be  and  5  would  be,  and  I  think  6  would. 
I  have  used  the  term  6  per  cent  because  I  do  not  think  there  would 
be  any  question  about  that. 
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Senator  Robinson.  You  think,  then,  that  without  regard  to  the 
value  of  the  use  of  the  property  in  the  hands  of  the  owners,  a  court 
could  determine  a  rate  of  return  on  the  property  for  its  use  which 
would  be  due  compensation? 

Mr.  Bristow.  Well,  of  course,  I  am  not  a  lawyer,  Senator. 

Senator  Robinson.  I  thought  you  were. 

Mr.  Bristow.  No,  sir ;  I  am  not  a  lawyer. 

Senator  Cummins.  Let  me  get  my  mind  clear.  Is  there  any  well- 
considered  case  which  holds  that  the  earnings  of  a  public  utility  cor- 
poration are  the  measure  of  the  value  of  its  property  J 

Senator  Robinson.  Not  that  I  know  of. 

Senator  Cummins.  I  do  not  know  of  any  such  case. 

Senator  Robinson.  And  I  am  asking  him  what  he  regards  as  the 
true  value,  to  get  his  opinion  on  it. 

Mr.  Bristow.  I  think  it  is  somewhere  between  4  and  6  per  cent; 
and  at  these  times  I  would  not  guarantee  6  per  cent,  because  I  think  it 
is  more  than  money  is  going  to  be  earned  in  this  stress.  But  that  would 
be  so  much  better  than  the  indefinite  proposition  we  have  now.  If 
you  take  and  use  the  property  of  the  Union  Pacific  or  if  the  Gov- 
ernment takes  the  Missouri  Pacific  and  uses  it,  why,  it  has  got  to 
f>ay  a  fair  return  for  the  use  of  that  property ;  if  it  takes  the  Bur- 
ington  and  uses  it,  it  ought  not  to  be  required  to  pay  more  than  a 
fair  return. 

Senator  Robinson.  The  difficulties  would  be  very  much  increased 
if  the  Government  took  the  properties  of  the  Union  Pacific  and 
refused  to  pay  anything  and  remitted  the  company  to  the  court  for 
its  remedy. 

Mr.  Bristow.  I  think  so ;  yes. 

Senator  Robinson.  It  would  be  desirable,  if  possible,  to  fix  some 
basis  that  would  be  acceptable,  and  escape  the  delays,  complications, 
and  embarrassments  of  litigation? 

Mr.  Bristow.  I  think  so ;  very  much. 

Senator  Robinson.  Do  you  think  a  railroad  which  is  easily  earning 
10  per  cent  upon  its  property  would  be  legally  obliged  to  accept  a 
5  or  6  per  cent  guarantee? 

Mr.  Bristow.  Well,  Senator,  whether  it  accepts  it  or  not,  if  you 
take  the  property  and  offer  it  a  fair  return  on  the  value  of  that  prop- 
erty which  the  Crovernment  is  using,  it  has  got  to  accept  it.  ^ 

Senator  Robinson.  Is  it  not  proper  to  take  into  consideration. 
since  the  Government  is  taking  the  railroads,  what  the  Government 
has  been  permitting  the  railroads  to  earn  under  private  manage- 
ment? This  has  been  done,  you  understand,  under  orders  and  regu- 
latory processes  of  Government  agents  by  the  Interstate  Commerce 
Commission.    Why  is  not  that  fair  to  consider? 

Mr.  Bristow.  If  you  take  a  period  of  years  prior  to  the  war  when 
these  extraordinary  earnings  came  in — if  you  will  take  five  years 
prior  to  1915  and  including  1915 — the  fiscal  year  of  1915,  which'  goes 
back  beyond  this  period  of  extraordinary  earnings— I  think  that 
would  be  very  much  better  than  this. 

Senator  Robjnson.  Let  me  understand  you.  You  think  that  in 
order  to  find  a  true  average  or  a  fair  return  it  would  be  appropriate 
to  take  all  lean  years,  or  some  lean  years  and  some  profitable  years! 

Mr.  Bristow.  Oh,  no.    I  say  the  net  earnings,  the  net  revenues. 
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Senator  Bobinson.  Why  do  you  say,  then,  go  back  beyond  1915 
and  take  it  up  to  and  including  1915  ? 

Mr.  Bristow.  Because  the  earnings  for  1916  and  1917  are  so  extra- 
ordinary and  unusually  great  that  they  are  abnormal;  they  are  the 
result  oi  the  war,  and  I  do  not  believe  the  Government  of  the  United 
States  ought  to  guarantee  to  these  railroads  a  return  based  upon  an 
extraordinary  condition  which  the  war  produces. 

Senator  Robinson.  I  think  I  understand  your  position.  Then 
you  would  exclude  both  1916  and  1917  and  take  1915, 1914,  and  1913? 

Mr.  Bristow.  I  would  take  five  vears.    I  think  that  would  be  fair. 

i «/ 

Senator  Robinson.  Is  there  any  reason  for  any  particular  number 
of  years  as  a  period  to  average  over  ? 

Mr.  Bristow.  Only  five  years  gives  a  better  average  than  three 
years. 

Senator  Robinson.  Suppose  you  took  the  five  years  immediately 
preceding  and  including  1915,  would  you  say,  from  your  experience 
and  investigations  as  a  member  of  a  State  railroad  Commission  and 
other  bodies,  that  those  were  normal  years  in  railroad  operation  ? 

Mr.  Bristow.  I  think  they  were;  yes,  sir. 

Senator  Robinson.  Of  course,  you  know  it  has  been  contended 
before  this  committee  that  they  were  not. 

Mr.  Bristow*  Senator,  the  way  to  determine  that  is  to  see  what 
the  earnings  have  been.    I  have  the  earnings  here  for  10  years. 

Senator  Robinson.  I  think  that  has  all  gone  in.  I  have  not  heard 
your  figures,  but  I  think  the  earnings  or  figures  came  from  the  same 
source. 

Mr.  Bristow.  Yes.  If  earnings  up  to  1916  were  normal,  why,  the 
five  years  will  get  the  normal  earnings.  Go  back  to  the  beginning 
and  come  up. 

Senator  Cummins.  There  never  was  a  normal  year  until  1916. 

Mr.  Bristow.  Well,  that  is  the  biggest  year  except  1917. 

Senator  Robinson.  Of  course,  taking  a  five-year  average  or  any 
average  in  order  to  get  anything  like  an  accurate  average  rate  of 
return,  you  would  have  to  know  the  value  of  the  property  used 
during  each  year  for  property  purposes. 

Mr.  Bristow.  Yes. 

Senator  Robinson.  That  would  be  quite  difficult.  It  would  be  very 
difficult,  would  it  not,  Senator,  to  obtain  the  true  value  of  a  railroad 
property  used  for  carrier  purposes  in  any  year?  It  would  be  a  long 
and  difficult  process. 

Mr.  Bristow.  The  Interstate  Commerce  Commission  value  would 
be  the  only  accurate  value  we  have. 

Senator  Robinson.  And  that  has  not  proceeded  far  enough  to  be 
of  any  value  to  this  committee? 

Mr.  Bristow.  No  ;  not  to  be  of  any  value. 

Senator  Robinson.  How  long  have  they  been  engaged  in  that 
work  ?    I  do  not  recall,  but  I  know  it  is  a  number  of  years. 

Mr.  Bristow.  They  started  four  years  ago. 

Senator  Robinson.  And  the  work  done  over  a  period  of  four  years 
is  not  of  sufficient  value  to  be  of  any  use  on  this  question  ? 

Mr.  Bristow.  It  is  as  to  some  carriers,  Senator,  but  not  as  to  all. 
That  is,  they  are  not  all  completed  yet. 
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Senator  Robinson.  I  understood  the  statement  quoted  by  Mr. 
Prouty  was  while  he  had  charge  of  that  work ;  the  information  which 
he  had  gathered  would  have  no  value,  in  his  opinion. 

Mr.  Bristow.  I  suppose  that  is  because  it  had  not  been  compiled. 

Senator  Robinson.  How  long  do  you  think  it  would  take  the  road 
to  get  any  compensation,  to  get  these  questions  adjusted,  if  we 
undertook  to  ascertain  the  value  of  property  used  by  the  respective 
carriers  during  the  five-year  period  than  you  have  in  mind,  as  the 
basis  of  determining,  what  would  be  a  fair  return?  How  long  do 
you  think  those  questions  would  be  under  consideration  and  litiga- 
tion ? 

Mr.  Bristow.  Take  the  average  value  of  the  securities.  That  would 
be  a  pretty  good  index. 

Senator  Robinson.  We  were  discussing  now  in  this  connection  your 
other  proposition,  your  last  proposition. 

Mr.  Bristow.  That  would  oe  the  best,  but  that  is  not  practical  now. 

Senator  Robinson.  As  a  matter  of  fact,  it  would  be  impracticable 
to  undertake  to  determine  the  value  of  the  property  in  the  standard 
that  you  and  I  have  in  mind  for  the  purpose  of  fixing  the  return  in 
this  bill. 

Mr.  Bristow.  It  would  be  impracticable  to  get  the  value  of  the 
property  as  it  is  being  taken  by  the  Interstate  Commerce  Commis- 
sion, but  the  average  value  of  the  stocks  is  nearer  to  the  value  of 
the  property  than  any  other  data  that  is  available. 

Senator  Robinson.  You  think  that  the  average  value  of  the  stocks 
would  reflect  the  value  of  the  property  ? 

Mr.  Bristow.  The  stocks  and  bonds  will  come  nearer  reflecting  the 
value  than  any  other  data  that  is  available — and  that  is  available. 

Senator  Robinson.  Do  you  think  that  you  can  take  the  average 
value  of  the  stocks  and  bonds  and  by  that  process  arrive  at  the  true 
value  of  the  property,  or  approximately  sot 

Mr.  Bristow.  That  will  give  an  approximate  value  of  the  property, 
in  my  opinion. 

Senator  Robinson.  That  is  what  I  wanted  to  understand — your 
idea. 

Mr.  Bristow.  That  is  my  judgment,  Senator. 

Senator  Robinson.  It  seems  to  me  it  would  be  a  practical  im- 
possibility. 

Mr.  Bristow.  Well,  that  is  what  the  owners  paid  for  it;  that  is 
what  they  have  a  right  to  ask  a  return  on. 

Senator  Robinson.  But  the  very  process  of  determining  what  the 
owners  paid  for  it — no;  the  market  value  of  the  stock  is  not  what 
thev  paid  for  it. 

Mr.  Bristow.  No  ;  but  it  is  what  they  can  get  for  it.  It  has  been 
the  estimate  which  the  general  investing  public  has  placed  upon  the 
property. 

Senator  Robinson.  You  think  that  is  a  fair  criterion  for  deter- 
mining the  value? 

Mr.  Bristow.  I  think  it  is  the  best  we  have  at  present. 

The  Chairman.  Senator  Bristow,  do  you,  or  do  you  not,  think  that 
the  extreme  high  cost  in  all  articles  incident  to  the  war  ought  to  have 
some  weight  in  determining  the  compensation  to  these  railroad* 
which,  during  the  time  of  the  war,  were  not  allowed  to  charge  any 
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more  for  service  than  they  were  allowed  in  antewar  times?  Other 
corporations  that  were  not  regulated  by  the  Government  could  charge 
according  to  the  demand  made  upon  them  for  the  service  rendered. 
All  equipment,  all  the  material,  such  as  steel  and  iron  products  and 
wood  products,  all  have  soared  beyond  any  reason.  Now,  these  rail- 
roads were  still  restricted  to  the  antewar  returns  for  the  use  of  their 
property.  During  the  time  of  the  war  any  equipment  that  they  have 
to  replace,  that  is  burned  or  lost,  and  the  prices  that  they  have  gjot 
to  pay  for  the  materials,  have  advanced  without  Government  restric- 
tion. Do  you  think  that  ought  to  be  taken  into  consideration  at  all 
in  computing  what  we  ought  to  pay  them? 

Mr.  Bristow.  I  do  not  think  when  the  Government  is  guaranteeing 
a  return  and  asking  the  general  public  to  pay  it  that  it  ought  to 
guarantee  war  profits  to  any  corporation. 

The  Chairman.  These  are  not  war  profits. 

Mr.  Bristow.  Yes,  they  are.  These  three  years  include  the  two 
years  that  have  produced  the  most  amazing  returns. 

The  Chairman.  Those  are  the  profits  wnich  grew  from  increased 
volume,  but  not  increased  prices  to  the  shipper. 

Mr.  Bristow.  But  it  is  profits.  They  made  more  money  by  it, 
ihey  used  their  plant  to  a  greater  capacity,  but  the  earnings  are 
there;  they  have  gone  to  over  a  billion  a  year,  in  1916  and  1917. 

The  Chairman.  It  certainly  costs  more  to  handle  that  increased 
volume  than  it  did  the  smaller  volume,  even  though  there  might  have 
been  a  per  cent,  a  large  per  cent  of  increase. 

Mr.  Bristow.  That  is  all  accounted  for,  Senator.  After  all  of 
this  cost  that  you  have  referred  to  has  been  met,  still  the  net  profits 
for  these  years  are  larger  than  they  ever  were  before. 

The  Chairman.  That  is  true.  Net  profits  on  almost  everything 
olse. 

Mr.  Bristow.  Yes.  But  do  you  propose  to  guarantee  during  the 
future  ? 

The  Chairman.  No;  I  am  restricting  it  to  the  war  period.  I  am 
not  talking  about  the  future ;  I  am  talking  about  taking  this  property 
under  the  same  conditions  that  we  take  them  under  and  rendering 
them  the  return  they  would  have  gotten  had  we  let  them  alone,  and 
then  at  the  end  of  the  war,  as  a  matter  of  course,  as  conditions  be- 
come normal  and  we  turn  them  back,  they  will  find  themselves  just 
in  the  same  position  as  when  we  took  them. 

Mr.  Bristow.  Then,  Senator,  when  you  do  that  you  guarantee 
that  the  investors  in  these  big  railroads  shall  take  no  chances  of  any 
depression  in  our  industrial  or  commercial  life — they  shall  have  the 
biggest  return  through  this  war,  even  if  all  other  business  goes  to 
pieces. 

The  Chairman.  Well,  we  deprive  them  of  the  opportunity. 

Mr.  Bristow.  And  to  guarantee  to  them  these  enormous  profits 
against  loss  as  the  result  of  industrial  depression,  in  my  opinion,  is 
unfair  to  the  public. 

Senator  Robinson.  Mr.  Chairman,  it  is  about  5  o'clock,  and  I 
would  suggest  that  we  go  into  executive  session. 

Senator  Cummins.  I  want  to  say  to  the  committee  that  there  is 
one  witness  who  has  been  here  about  10  days  and  he  is  compelled 
to  go  away.  It  is  imperative,  and  I  would  like  to  get  him  to  go  on 
the  stand. 
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The  Chairman.  If  there  is  m>  objection  on  the  part  of  the  com- 
mittee,  we  will  have  Mr.  Thorne  go  on  the  stand.  The  hour  of  5 
o'clock  having  arrived,  we  will  go  into  executive  session. 

Mr.  Bristow,  Senator  Poindexter  has  asked  that  I  appear  here  to- 
morrow morning  to  answer  some  questions  that  he  propounded^  I 
am  practically  through,  but  I  will  be  glad  to  answer  any  questions 
he  wishes  answered. 

The  Chairman.  Are  you  willing  to  wait  until  Mr.  Thorne  is 
through  ? 

Senator  Poindexter.  That  is  for  Senator  Bristow  and  Mr.  Thorne 
to  decide.  Whoever  can  wait  with  the  least  inconvenience,  is  the  way 
to  arrange  that.  If  Senator  Bristow  can  be  here  later,  it  is  entirely 
satisfactory  to  me.    It  does  not  take  very  long  to  finish  with  him. 

The  Chairman.  Mr.  Thorne  will  appear  to-morrow  morning  at 
10  o'clock. 

(The  committee  adjourned  its  open  session  until  January  22, 1918, 
at  10  a.  m.,  and  went  into  executive  session.) 
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TUESDAY,  JANUABY  22,  1918. 

United  States  Senate. 
Committee  on  Interstate  Commerce, 

Washington,  D.  C. 

The  committee  met,  pursuant  to  adjournment,  at  10  o'clock  a.  m., 
a  the  hearing  room  of  the  committee,  Capitol  Building,  Senator 
Smith  of  South  Carolina  presiding  as  chairman. 

ITATEMEHT  OF  MB.  CUSTOM)  THOMTE,  COUNSEL  FOB  VABIOTJS 

SHIPPERS'  0BOANIZATI0NS. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Thome, 
frill  you  state  to  the  stenographer,  please,  your  name  and  address 
md  your  official  capacity — the  object  of  your  appearance  here. 

Mr.  Thorne.  Mr.  Chairman  and  gentlemen  of  the  committee,  my 
name  is  Clifford  Thorne,  my  address  Lytton  Building,  Chicago.  I 
im  here  representing  certain  national  organizations  of  shippers. 

Senator  Pomerene.  Will  you  please  name  the  organizations  as  you 
go  along,  if  you  can  ? 

Mr.  Thorne.  I  am  attorney  for  the  National  Federation  of  Ship- 
pers, general  counsel  for  the  Western  Oil  Jobbers  Association,  com- 
merce counsel  for  the  Western  Petroleum  Refiners  Association,  gen- 
eral counsel  for  the  National  Association  of  Cooperative  Elevators, 
assistant  counsel  for  the  National  Live-Stock  Snippers  Protective 
kague,  and  general  counsel  for  the  Corn  Belt  Meat  Producers  Asso- 
ciation. 

The  grain  association  has  a  membership  of  several  hundred  thou- 
sand grain  producers;  the  live-stock  association  has  a  representation 
of  all  the  principal  live-stock  shippers'  organizations  in  the  United 
States.  The  Corn  Belt  Producers  Association  is  an  organization  of 
4>000  stock  shippers,  and  the  Petroleum  Refiners  Association  is  com- 
posed of  practically  all  the  principal  independent  refiners  in  the  West. 
I  amply  have  recited  this  at  the  request  of  your  chairman. 

Senator  Cummins.  Were  you  formerly  a  member  of  the  Iowa  Rail- 
ed Commission  ? 

Mr.  Thorne.  For  four  years  I  was  its  chairman.  I  was  also  presi- 
*nt  of  the  National  Association  of  Railway  Commissioners. 

Senator  Cummins.  And  have  you  represented  what  might  be  called 
the  shipping  side  of  the  rate  controversy  before  the  Interstate  Com- 
Bierce  Commission  for  the  last  few  years  ? 

Mr.  Thornb.  Yes;  I  was  a  member  of  the  committee  representing 
tb*  National  Shippers*  Conference  before  the  Interstate  Commerce 
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Commission  in  the  recent  Fifteen  Per  Cent  Rate  case,  and  in  former 
cases  I  have  been  active. 

Gentlemen,  I  have  prepared  a  preliminary  statement  that  may 
facilitate  my  presentation  later.  If  you  will  bear  with  me  until  this 
is  concluded,  then  I  will  take  up  the  different  propositions. 

This  measure  involves  the  greatest  financial  transaction  in  recorded 
history.  Those  for  whom  I  am  speaking  are  in  hearty  accord  with 
the  main  purposes  of  this  legislation,  but  it  would  be  strange  indeed 
if  the  first  draft  of  a  bill  involving  a  matter  of  this  magnitude  were 
perfect  in  every  respect.  We  submit  two  suggestions  for  your  con- 
sideration. 

First  We  suggest  that  the  Interstate  Commerce  Commission 
should  continue  to  have  jurisdiction  over  rates.  * 

This  measure,  as  interpreted  by  the  gentleman  who  is  said  to  have 
written  the  major  portion  of  it,  together  with  the  proclamation,  takes 
away  the  power  of  the  commission  and  places  another  tribunal  is 
control  over  rates  as  well  as  operation. 

We  freely  concede  the  necessity  for  Mr.  McAdoo  to  be  in  supreme 
command  over  the  operation  of  our  railroads ;  but  control  over  opera- 
tion does  not  carry  with  it  the  control  over  either  the  compensation  of 
any  individual  service  or  the  compensation  for  the  entire  service. 

it  may  be  necessary  to  decide  matters  of  operation  instanter  with- 
out  an  adequate  hearing.  That  is  probably  essential  in  the  emergency 
which  confronts  us.  But  that  is  not  true  of  the  compensation  for 
that  service. 

If  Mr.  McAdoo  is  going  to  decide  these  rate  cases,  then  we  want 
him  to  conduct  the  hearings.  We  do  not  want  to  try  a  case  before 
one  tribunal  and  have  another  department  or  another  man  decide  the 
case.  We  do  not  quite  see  how  the  granting  of  a  full  hearing  and 
the  fair,  reasonable,  sane  determination  of  these  issues  in  accord- 
ance  with  the  laws  of  the  land  is  going  to  help  the  Kaiser.  If  that 
be  true,  then  abolish  your  courts  and  commissions  and  let  us  revel 
in  one  grand  spree  of  monarchical  dictatorship  and  star-chamber 
proceedings.  In  these  days  of  confusion  and  excitement  we  must 
remember  that  we  still  have  a  Constitution.  The  citizens  of  the 
United  States  still  have  rights  that  are  worthy  of  your  respect. 

Under  the  compelling  force  of  a  war  power  it  may  become  neces- 
sary at  some  future  time  to  abolish  all  ordinary  methods  of  conduct- 
ing business,  making  and  administering  laws,  and  hearing  cases;  it 
may  become  necessary  to  eliminate  State  legislatures,  governors,  Con- 
gress, and  the  courts.  But  I  think  we  will  agree  that  such  an  emer- 
gency has  not  arrived  as  yet. 

We  sincerely  hope  that  you  will  preserve  the  existing  governmental 
machinery,  not  for  controlling  operation,  but  for  controlling  the 
rates  of  compensation  for  transportation  services  rendered  by  rail- 
road companies.  This  can  be  accomplished  by  adding  a  clause  of  t*< 
or  three  lines  reserving  full  jurisdiction  in  the  Interstate  Commerce 
Commission  over  rates  for  transportation  in  accordance  with  the  pn- 
visions  of  the  act  to  regulate  commerce  and  the  amendments  thereto. 

For  15  years  the  railroads  have  struggled  to  destroy  the  effectivf- 
ness  of  the  commission.  First  they  sought  to  make  the  courts 
supreme,  but  Congress  and  the  Supreme  Court  have  made  the  com- 
mission's decisions  final   on  matters  of  fact.     That  tribunal   now 
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stands  second  in  importance  to  none  in  the  Nation,  save  only  that  of 
the  Supreme  Court.  Next  they  tried  to  create  and  to  pack  another 
tribunal  known  as  the  Commerce  Court,  which  would  be  superior  to 
the  commission  and  rob  it  of  its  power.  Again  they  failed.  If  this 
bill  now  pending  becomes  a  law,  within  six  months  that  commission 
as  a  vital  force  in  our  system  of  government,  with  its  history  of 
splendid  achievements,  will  have  passed  into  oblivion  and  will  be 
classed  as  one  of  the  "  has  beens,"  one  of  the  curious  but  interesting 
relics  of  other  days. 

If  you  place  one  man  or  a  group  of  men  over  the  commission,  you 
destroy  its  power  and  usefulness.  It  will  become  once  more  an  ad- 
visory body — industrious,  well  meaning,  and  with  good  intentions, 
perhaps,  but  helpless  and  ineffectual,  just  as  it  was  during  the  first 
18  or  20  years  of  its  history. 

It  is  proposed  to  do  this  at  a  most  crucial  time,  when  the  shipper 
will  need  the  protection  of  the  commission  more  than  ever  before  in 
our  industrial  history. 

It  took  years  of  bitter  struggle  and  many  battles  were  fought  be- 
fore legislatures  and  committees  in  Congress  and  in  court  before 
that  tribunal  reached  its  present  position  of  great  power  and  useful- 
ness. Disregarding  all  questions  of  a  technical  and  legal  character 
based  upon  the  provisions  of  the  Constitution  and  statutes — as  a 
simple  matter  of  justice  between  man  and  man — why  should  the 
rights  of  a  railroad  be  ajiy  more  sacred  than  are  those  of  a  shipper? 

You  disrupt  the  operation  of  railroads  as  they  were  formerly  con- 
ducted by  these  companies  and  likewise  you  disrupt  the  manner  of 
shipping  and  routing  of  commodities  which  the  snippers  have  en- 
joyed in  the  past. 

You  leave  the  question  of  compensation  as  between  the  railroad 
and  the  Government  to  a  voluntary  contract  between  them  or  to  a 
formal  hearing  before  the  Court  of  Claims,  where  the  parties  will  be 
given  an  adequate  opportunity  to  be  heard.  Likewise  you  should 
leave  the  question  of  compensation  between  the  shipper  and  the  Gov- 
ernment to  a  full  hearing  before  the  Interstate  Commerce  Commis- 
sion with  an  adequate  opportunity  for  all  parties  to  be  heard.  One 
is  just  as  reasonable  as  the  other. 

The  determination  by  the  proper  tribunal  after  full  hearing  of  the 
compensation  to  be  paid  by  the  Government  to  the  railroads  does 
not  disrupt  the  Government  operation  of  the  railroads ;  and  likewise, 
the  determination  by  the  proper  tribunal  after  full  hearing  of  the 
compensation  to  be  paid  by  the  shipper  to  the  Government  will  not 
disrupt  the  governmental  operation  of  the  railroads. 

Second.  We  recommend  a  change  in  the  compensation  to  be  paid 
to  the  railroads. 

We  should  approach  the  question  of  compensation,  not  in  a  spirit 
of  dickering,  of  making  a  trade,  but  with  the  object  of  dealing 
'with  the  subject  along  broad  lines,  of  trying  to  render  substantial 
justice  to  these  railroads  and  to  the  public. 

I  will  say  there  are  various  schemes  that  have  been  proposed  and 
suggestions  made  by  other  parties.  I  will  have  some  suggestions  to 
be  made  as  to  the  legal  phases  of  the  suggestion  that  I  have  to  offer, 
and  I  am  anxious  at  the  outset  that  the  position  I  take  shall  not  be 
misunderstood. 

43202—18 58 
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The  basis  provided  in  this  bill  for  arriving  at  the  compensation 
to  be  paid  by  the  public  for  the  use  of  a  governmental  agency  is  con- 
trary to  the  principles  laid  down  in  the  unanimous  decision  of  the 
Interstate  Commerce  Commission  in  the  1910  Western  Advance  Rate 
case.  Mr.  Secretary  Lane  wrote  that  opinion  while  he  was  a  mem- 
ber of  the  commission.  At  that  time  he  was  not  in  politics,  but  was 
acting  in  a  judicial  capacity,  after  the  evidence  and  argument  had 
been  submitted  in  one  of  the  greatest  cases  of  this  generation.  ^  This 
method  of  determining  the  compensation  to  which  a  railroad  is  en- 
titled is  based  upon  principles  which.  Mr.  Lane  branded  as  unrea- 
sonable and  unjust. 

Senator  Kellogg.  What  is  the  title  of  that  case,  and  where  do  you 
find  it? 

Mr.  Thorne.  Western  Advance  Rate  Case,  reported  in  volume  20 
of  the  Interstate  Commerce  Commission's  decisions. 

Senator  La  Follettb.  1910  ? 

Mr.  Thorne.  Yes,  sir.  If  the  railroads  demand  this  return  I  de- 
liberately charge  them  with  bad  faith,  a  breach  of  trust  with  the 
American  people.  Under  oath  on  the  witness  stand  in  the  year 
1910  the  leading  witness  for  the  western  railroads  and  the  leading 
witness  for  the  eastern  railroads  both  asked  for  a  surplus  for  the 
purpose  of  laying  up  a  fund  to  tide  them  over  lean  years,  to  build 
nonrevenue  producing  improvements,  and  to  maintain  their  credit; 
and  both  of  these  gentlemen  declared  they  would  not  ask  for  this  sur- 
plus ever  to  be  capitalized.  They  wanted  the  public  to  pay  them  a 
reasonable  dividend  and  to  go  into  partnership  with  them  on  these 
nonrevenue-producing  improvements,  etc. 

Senator  Pomerene.  Let  me  interrupt  you  to  ask  you  who  those 
witnesses  were. 

Mr.  Thorne.  Mr.  Ripley  and  Mr.  Willard.  I  shall  later  read  the 
extracts  from  the  testimony  itself. 

Now,  it  is  proposed  to  repudiate  that  partnership  and  to  have  Con- 
gress place  on  the  statute  Tbooks  a  provision  which  capitalizes  these 
surplus  earnings.  It  is  proposed  to  make  the  public  pay  all  the  in* 
terest  on  their  debt,  pay  them  a  reasonable  dividend  on  their  stock, 
keep  their  properties  up  to  100  per  cent  of  their  present  condition, 
tide  them  over  these  perilous  times  during  the  war,  maintain  their 
credit  for  them,  build  nonrevenue-producing  improvements  on  their 
properties,  give  them  a  surplus  with  which  to  build  railroad  prop- 
erties for  them,  and  then  to  pay  them  a  return  on  what  we  build 
Certainly,  this  is  a  most  delightful,  fascinating,  and  charming  propo- 
sition— from  the  railroad  standpoint. 

I  do  not  believe  you  gentlemen  will  dare  to  stand  sponsor  for  that 
proposition  before  the  American  people  when  the  railroad  presidents 
themselves  have  made  these  admissions  under  oath 

This  bill  furnishes  absolutely  no  inducement  for  the  railway  com- 

?any  to  be  efficient  in  the  performance  of  its  duties  to  the  public 
ou  make  a  flat,  inelastic,  fixed  guaranty,  regardless  of  the  service 
which  the  railroad  may  perform. 

There  is  no  uniformity  in  the  proposed  compensation.  Several 
railroads  are  guaranteed  annual  deficits.  The  Colorado  Midland 
will  have  a  guaranty  from  the  Government  of  a  $10,000,000  deficit 
a  year  for  the  opportunity  to  turn  its  property  over  to  the  public 
during  the  war,  while  the  Pittsburgh  &  Lake  Erie  will  be  guaranteed 
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a  profit  of  more  than  14J  per  cent  on  its  so-called  property  invest- 
ment These  guaranties  are  subject  to  amendment  by  the  audit  com* 
mittee.  The  Cumberland  Valley  is  to  receive  a  guaranteed  return  in 
proportion  to  the  alleged  value  of  its  property,  which  is  twenty-five 
times  as  much  as  that  guaranteed  to  the  Quincy,  Omaha  &  Kansas 
City.  But  objections  of  this  character  can  be  made  against  any  plan 
that  has  been  or  will  be  proposed.  The  other  objections  to  the  meas- 
ure of  compensation  under  consideration  which  I  have  stated  are  far 
more  fundamental  in  character. 

It  has  been  stated  that  we  are  following  the  precedent  established 
by  Great  Britain.    This  bill  guarantees  to  American  railroads  in 

Sroportion  to  their  total  capitalization  over  $300,000,000  more  than 
rreat  Britain  saw  fit  to  guarantee  her  railroads. 

Senator  Kellogg.  I  wish  you  would  explain  that. 

Senator  La  Follette.  Let  Mr.  Thorne  complete  his  statement,  and 
then  he  will  do  so. 

Mr.  Thorne.  I  shall  be  very  glad  to  explain  it,  Senator  Kellogg. 

Senator  Kellogg.  Very  well. 

Mr.  Thorne.  It  is  proposed  in  this  measure  to  guarantee  to  the 
bondholders  in  American  railroads  all  of  their  interest,  to  guarantee 
the  stockholders  all  of  their  dividends  at  a  rate  much  higher  than 
the  rate  of  dividend  prevailing  in  Great  Britain ;  and,  on  top  of  that, 
you  propose  to  guarantee  these  stockholders  a  surplus  above  divi- 
dends approximately  eight  times  as  large  as  the  surplus  guaranteed 
to  British  railroad  stockholders  on  the  average. 

While  the  war  lasts  it  is  proposed  in  effect  to  substitute  Govern- 
ment bonds  for  railroad  securities.  If  this  measure  is  passed  it  will 
suddenly  transform  seventeen  thousand  million  dollars'  worth  of 
railroad  stocks  and  bonds  into  the  equivalent  of  seventeen  thousand 
million  dollars'  worth  of  Government  bonds  so  long  as  the  war  lasts, 
and  these  securities  will  inevitably  be  in  keen  competition  on  the 
market  with  any  new  war  bonds  offered  by  the  Government.  It  is 
a  fundamental  proposition  that  can  not  be  contradicted  that  the 
higher  you  make  the  prevailing  rate  on  securities  generally,  the 
more  difficult  will  it  be  to  sell  Government  bonds  carrying  a  less  rate. 

In  return  for  the  6  per  cent  railroad  stock  of  the  Santa  Fe  Railway 
Co.  you  give  practically  a  Government  bond  for  10  per  cent  during 
the  war.  With  all  the  wealth  and  power  of  the  United  States  Gov- 
ernment back  of  them  you  give,  in  exchange  for  the  stock  of  the 
companies  handling  75  per  cent  of  the  traffic  in  the  eastern  district, 
10  per  cent  Government  bonds,  in  effect,  while  the  war  lasts.  You 
guarantee  more  than  a  20  per  cent  return  on  the  capital  stock  of  the 
Burlington  Eailroad. 

It  is  true  that  dividends  can  not  be  increased  during  the  war 
proportion  to  their  total  capitalization  over  $250,000,000  more  than 
there  is  nothing  whatsoever  to  prevent  the  Burlington  from  distribut- 
ing these  surplus  earnings  which  will  have  been  accumulated  during 
the  war. 

What  a  handsome  return  this  will  be  during  these  perilous  times 
when  so  many  industries  will  inevitably  be  driven  to  the  wall,  as  has 
occurred  in  England,  Ireland,  France,  and  other  great  nations. 

What  industries  in  the  United  States  outside  those  directly  con- 
nected with  the  manufacture  of  munitions  would  not  gladly  welcome 
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such  a  guaranty  during  the  period  upon  which  we  are  now  entering! 
It  is  not  strange  that  200  industrial,  logging,  and  trolley  companies 
scattered  over  the  United  States  have  petitioned  Mr.  McAdoo  to  let 
them  in  on  the  guaranty.  They  want  to  be  taken  over  by  the  Gov- 
ernment, God  bless  them  for  their  patriotism.  And  two  weeks  ago 
the  great  express  companies  of  the  Nation  had  a  meeting  and 
decided  to  beg  to  be  taken  over  by  the  Government  on  these  condi- 
tions. The  country  is  just  full  of  this  brand  of  patriots,  wearing 
the  dollar  sign. 

I  suggest  that  the  standard  return  to  any  carrier  paying  dividends 
of  5  per  cent  or  more  shall  be  confined  to  a  payment  of  all  of  their 
interest  and  dividend  obligations,  in  addition  to  a  guaranty  that  we 
will  keep  the  properties  in  good  condition  and  maintain  their  credit 
Let  the  surplus  above  dividends  be  divided  equally  between  the  rail- 
road and  the  Government.  That  will  furnish  a  fund  for  the  building 
of  improvements  on  the  railroad  property  and  provide  a  reserve  to 
take  care  of  the  weaker  lines.  The  stockholder  and  bondholder 
should  be  content  if  we  give  them  a  Government  bond  for  their 
securities  while  the  war  lasts. 

Gentlemen,  we  have  decided  what  would  be  the  most  efficient 
method  for  operation  during  the  war.  We  have  decided  it  is  better  to 
leave  the  operation  of  the  railroads  to  one  man. 

Senator  Pomerene.  What  do  you  mean  when  you  sav  "  we,"  Mr 
Thorne? 

Mr.  Thorne.  The  Government.  The  issue  before  us  is,  what  is 
the  most  efficient  method  of  taking  care  of  the  rates  of  compensation 
to  be  paid  for  the  service.  If  the  Interstate  Commerce  Commission 
is  not  competent,  or  by  the  present  records  it  would  indicate  that 
their  method  of  conducting  their  affairs  incapacitates  them  for  this 
work,  then  we  would  cheerfully  concede  that  that  method  of  control 
should  be  abandoned  while  the  war  lasts,  just  as  you  have  abandoned 
the  commission  regulation  and  operation.  But  it  has  very  little  con- 
trol over  operation  that  it  has  ever  exercised. 

On  the  other  hand,  if  after  an  analysis  of  the  situation  you  find, 
in  your  judgment,  that  the  commission  is  the  most  efficient  of  any 
department  of  your  Government  to  handle  that  phase  of  the  work. 
then  of  course  its  present  jurisdiction  over  rates  and  charges  should 
be  retained. 

So  the  real  question  before  you  is  which  is  the  most  efficient  method. 
The  railroads  in  appearing  before  you  have  produced  elaborate  sta- 
tistics for  the  evident  purpose  of  establishing  in  your  minds  the  fol- 
lowing impressions: 

First,  and  most  important  of  all,  they  want  you  to  get  in  the 
attitude  of  having  a  liberal  viewpoint.  They  want  to  leave  the  im- 
pression that  they  are  in  poor  condition  financially  and  need  more 
revenue  and  better  credit.  This  not  only  tends  to  support  the  pro- 
posed compensation,  but  also  as  an  offset  to  any  other  propositions  as 
to  compensation  that  may  be  submitted  to  you. 

Second,  and  incidental  to  that  I  would  judge  from  what  they 
have  stated,  they  would  also  like  to  have  the  year  1915  eliminated 
from  the  three-year  period,  if  possible. 

Third,  incidentally,  they  would  like  to  have  the  period  brought 
down  to  December  31,  1917. 
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Mr.  Trumbull  has  stated  that  the  commission  found  their  revenues 
were  inadequate,  and  instead  of  courageously  meeting  the  situation 
by  increasing  their  revenues,  it  has  passed  that  burden  over  to  Con- 
gress. That  statement  is  absolutely  inaccurate.  It  is  not  true.  I 
have  here  in  my  papers  a  copy  of  the  communication  addressed  to 
you  by  the  commission,  and  there  is  not  one  sentence  or  one  word 
in  that  document  to  the  effect  that  the  revenues  of  American  rail- 
roads are  not  adequate.  What  they  stated  was  that  the  financial 
markets  of  the  country  had  been  practically  closed  for  the  issuance 
of  securities  for  the  purpose  of  building  betterments  and  improve- 
ments, and  that  something  should  be  done  to  meet  that  situation. 
The  capital  account  and  the  revenue  account  are  different  factors. 
The  closing  of  the  security  markets  has  been  equally  true  of  prac- 
tically all  ether  industrials  and  public  utilities. 

We  are  all  aware  of  the  fact  that  it  has  produced  that  result. 
Even  the  Bethlehem  Steel  Corporation,  with  its  tremendous  earn- 
ings, has  had  to  give  up  the  flotation  of  bonds  at  a  reasonable  price, 
and  sold  an  8  per  cent  cumulative  preferred  stock  at  an  8  per  cent 
rate  with  a  4  per  cent  commission,  making  12  per  cent  for  the  first 
year. 

Senator  Pomerene.  Four  per  cent  commission  ? 

Mr.  Thorne.  Yes. 

Senator  Pomerene.  On  the  sale  of  the  bonds? 

Mr.  Thorne.  Stock,  preferred.  The  5£  per  cent  bonds  of  Great 
Britain,  due  in  1919,  a  snort  time  ago  were  selling  on  an  8.6  per  cent 
basis;  and  the  Anglo-French  5s,  which  have  behind  them  the  credit 
of  England  and  France,  were  selling  on  a  9.3  per  cent  basis.  The 
city  of  Paris  6s  were  selling  on  a  12£  per  cent  basis. 

The  Chairman.  Mr.  Thorne,  what  was  the  market  value  for  that 
stock  j  what  did  they  receive  for  that  stock  upon  which  they  allowed 
practically  12  per  cent? 

Mr.  Thorne.  I  say  it  was  on  a  yield  of  practically  12  per  cent  for 
the  first  year.  That  means  if  it  was  at  par  8  per  cent  dividend  and 
4  per  cent  commission,  it  was  sold  at  par. 

The  presentation  of  these  statistics  as  to  revenues  of  the  carriers 
as  justification  for  my  claim  as  to  the  extraordinary  compensation 
guaranteed  by  you  under  this  bill,  if  it  becomes  a  law,  demands  a 
review  of  the  financial  situation  of  the  railroads.  I  shall  do  it  as 
briefly  as  I  can. 

These  tables  which  have  been  distributed  aTe  compiled  from  the! 
official  reports  of  the  railroads  to  the  Interstate  Commerce  Commis- 
sion, and  they  cover  the  country  as  a  whole.^  There  have  been  many 
tables  presented  to  you  covering  one  portion  of  the  country  ana 
another  portion  of  the  country,  or  one  company  or  a  few  companies. 
In  this  document  we  have  presented  the  situation  as  a  whole  for  all 
the  railroads  of  the  United  States  that  were  reporting  to  the  com- 
mission since  practically  its  organization. 

National  Shippers'  Conference. 

[Exhibit  No.l,  sheet  No.  1.] 

The  accompanying  table  labeled  "  Exhibit  No.  1,  sheet  2,"  shows  the  tendency- 
of  revenues,  expenses,  and  net  revenues  of  American  railways  since  the  organi- 
zation of  the  Interstate  Commerce  Commission. 
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It  will  be  noted  that  the  net  revenues  from  operation,  above  all  operating 
expenses,  during  each  succeeding  five-year  period  have  steadily  increased.  It 
will  also  be  noted  that  net  revenues  above  all  operating  expenses  in  1916  wen 
1300,000,000  more  than  during  the  preceding  year,  and  $200,000,000  more  thm 
during  any  other  year  in  the  history  of  American  railways. 

[Exhibit  No.  1,  sheet  No.  2.] 
Tendency  of  revenues  and  expenses,  American  railways. 
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i  The  1916  and  1917  figures  Include  switching  and  terminal  companies,  but  do  not  include  On  n  or  C 
oompanies.    One  would  tend  to  offset  the  other;  the  results  are  airly  comparable. 

[Exhibit  No.  1,  sheet  No.  8.) 

Note. — Compiled  from  reports  of  the  statistics  of  railways  in  tbe  Unto* 
States  prepared  by  the  Bureau  of  Statistics  and  Accounts  of  the  Interstate 
Commerce  Commission,  the  text  for  the  1915  report,  and  the  annual  report  '' 
the  Interstate  Commerce  Commission  by  Congress  for  1916.  Statistics  for  152 
and  1914  cover  Class  I  and  Class  II  roads,  or  those  whose  operating  revenue* 
exceed  $100,000.  Earnings  for  1915  cover  Class  I,  II,  and  III  railroads.  State 
tice  for  1916  are  those  shown  in  the  thirtieth  annual  report  to  Congress  ari 
only  cover  Class  I  railroads.    The  addition  of  Class  II  and  III  railroads  wC 
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further  augment  the  earnings  shown  for  1916.  The  above  figures  represent 
substantially -all  the  mileage  in  the  United  States.  The  item  "Net  earnings," 
used  above,  refers  to  the  earnings  from  operation  of  all  the  railroads  in  the 
United  States  after  subtracting  all  operating  expenses,  which  include:  (1)  The 
cost  of  transportation  and  traffic  expenses;  (2)  the  cost  of  maintenance  of 
equipment;  (3)  the  cost  of  maintenance  of  way  and  structures;  and  (4)  gen- 
eral expenses.  The  statistics  subsequent  to  1907  are  not  compiled  entirely 
according  to  the  rules  of  prior  years  because  of  changes  in  the  rules  of  the  com* 
mission  taking  effect  during  the  fiscal  year  1908,  but  the  final  results  in  the  fore- 
going table  are  close  enough  to  Justify  the  comparison  given  above  for  the 
purpose  stated. 

The  foregoing  table  excludes  "outside  operations"  between  1907  to  1914, 
inclusive,  in  accordance  with  the  Interstate  Commerce  Commission  classifica- 
tions and  also  excludes  for  the  years  1913  and  1914  figures  for  Class  III  roads, 
and  also  excludes  for  the  years  1915  and  1916  figures  for  "uncollectible 
revenuea"  But  commencing  in  1915  a  change  in  the  classification  and  divi- 
sion of  revenues  and  expenses  under  the  separate  headings  has  occurred.  This 
tends  to  make  the  figures  slightly  less  comparable.  However,  to  meet  any  pos- 
sible objections  that  may  chance  to  be  raised,  we  here  present  the  figures  since 
1907,  including  the  figures  covering  the  above-named  items.  It  will  be  noted 
that  no  change  in  the  tendencies  occurs  in  any  manner  different  than  that  shown 
in  the  original  table. 

For  1908  and  subsequent  years  operations  of  switching  and  terminal  com- 
panies not  included. 


Year. 


1907 , 

1908 

1909 

1910 

1911 

Average 

1912 

1913 

1914 

1915 

1916 


Operating 
revenues. 


$2,589, 105,678 
2,440,638,832 
2,473,205,301 
2,812,141,575 
2,852,854,721 


2,633,589,201 


2,908,415,869 
8,208,427,649 
8,127,729,588 
2,065,527,224 
8,454,950,223 


8,180,611,010 


Operating 
expenses. 


$1,748,515,814 
1,  HO,  401, 791 
1,650,034,204 
1,881,879,118 
1,976,331,864 


1,793,432,558 


2,035,057,629 
2,248,722,702 
2,280,415,791 
2,088,682,956 
2,263,126,234 


2,183,201,042 


Net  revenue 

from 
operation. 


8840,680,764 
730,237,041 
823,171,097 
930,262,457 
876,522,857 


840,156,643 


871,858,340 
959,704,947 
847,313,797 
866, 844, 268 
1,191,832,989 


947,410,868 


Increase 

over 

year  1890. 


133.52 


163.88 


Authorities:  Figures  for  years  1890  to  1915,  Inclusive,  were  taken  from  an- 
nual statistical  reports  of  the  Interstate  Commerce  Commission.  Figures  for 
1916  for  Glass  I  roads  were  taken  from  Bulletin  Consecutive  No.  105  of  the 
Bureau  of  Railway  Economies  entitled  "  Summary  of  railway  returna"  Figures 
'or  1916  for  Class  II  roads  were  compiled  from  the  sworn  individual  reports  of 
iiese  carriers  to  the  Interstate  Commerce  Commission, 

[Exhibit  No.  1,  sheet  No.  6.] 


Sometimes  It  has  been  claimed  that  including  taxes  with  expenses  tends  to 
nake  a  different  showing.  In  order  to  conclusively  demonstrate  that  this  is 
lot  correct,  we  call  attention  to  the  following  table.  It  will  be  noted  that  the 
let  revenue  of  American  railways  above  operating  expenses  and  above  taxes 
'or  the  year  1916  were  $300,000,000  more  than  the  year  1915  and  $200,000,000 
nore  than  during  any  other  year. 

Again,  please  notice  the  constantly  steady  increase  in  the  average  for  the 
5-year  period. 
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[Exhibit  No.  I,  sheet  No.  6.    Includes  "Outside  operations."] 


Year. 


1890 

1891 

Average 

1892 

1898 

1894 

1895 

1896 

Average 

1897 

1898 

1899 

1900 

1901 

Average 

1902 

1903 

1904 

1905 

1906 

Average 

1907 

1908 

1909 

1910 

1911 

Average 

1912 

1913 

1914 

1915 

1916 

Average 

1916  (Class  I)» 

1917  (Class  I)» 


Total  revenues. 


$1,051,877,632 
1,096,761,395 


1,074,319,514 


1,171,407,343 
1,220,751,874 
1,073,31*1,797 
1,075,371,462 
1,150,169,376 


1,138,212,370 


Total  expense 

(including 

taxes). 


$723,301,440 
765,167,988 


744,234,714 


815,051,491 
864,435,988 
769,539,596 
705,552,818 
812,959,835 


805,507,951 


1,122,089,773 
1,247,325,621 
1,313,610,118 
1.487,044,814 
1,588,528,037 


1,351,719,272 


1,726,380,267 
1,900,846,907 
1,975,174,091 
2,082,482,406 
2,325,765,167 


2,002,129,768 


2,589,105,578 
2,440,638,832 
2,473,205,301 
2,812,141,575 
2,852,854.721 


2,633,580,201 


2,906,415,869 
3,208,427,649 
3,127,729,588 
2,955,527,224 
3,454,959,223 


3,130,611,910 


3,407.507,382 
3,824,419,739 


795,662,608 

861,801,500 

903,308,631 

1,009,760,784 

1,081,341,642 


930,374,633 


1,170,714,184 
1,315,388,421 
1,400,592,807 
1,454,076,831 
1,611,662,886 


1,390,486,986 


1,828,828,189 
1,789,075,585 
1,735,173,758 
1,979,913,711 
2,078,989,021 


1,882,396,053 


2,148,876,134 
2,370,728,128 
2,420,007,311 
2,228,458,215 
2,412,335,991 


2,315,681,155 


2,375.506,130 
2,753,875,787 


Net  revenue. 


$328,576 
331,593 


330,084 


358,355, 
358,315 
303,822 
309,818 
337,209 


332.704 


328,427 
385,524 
410,303 
477,284 
607,184 


421,344 


555,888 
585,458 
574,581 
628,405 
714, 102; 


611,642, 


760,277, 
651,583 
738,031 
832,227 
773,865! 


751,193 


757,539 
837,699, 
707,722 
729,069 
1,042,623 


814,930, 


1,032,001 
1,070,543 


192 

407 


Increase 

over  year 

1890. 


800 


852 
886 
201 
614 
541 


419 


165 
121 
487 
030 
395 


639 


083 
486 
484 
575 
281 


782 


389 
247 
533 
884 
700 


149 


735 
523 
277 
009 
232 


756 


252 
952 


0.46 


1.26 


28.23 


86.15 


128.62 


148.02 


1  The  1916  and  1917  figures  include  switching  and  terminal  companies  but  do  not  include  Class  II  or  III 
companies.    One  would  tend  to  offset  the  other;  the  results  are  fairly  comparable. 

[Exhibit  No.  1,  sheet  No.  8.] 


The  units  of  comparison  generally  adopted  in  discussing  tendencies  of  earn- 
ings of  railroads  have  been  the  mile  of  line  and  the  train-mile. 

The  following  table  shows  tendencies  of  earnings,  both  gross  and  net,  on 
American  railways  from  the  organization  of  the  Interstate  Commerce  Commis- 
sion down  to  and  including  the  year  1916.  It  will  be  noted  that  the  net  rev- 
enues from  1892  and  1896,  inclusive,  a  period  of  depression,  declined  approxi- 
mately 7  per  cent ;  during  the  next  five-year  period  there  was  a  very  substantial 
advance,  amounting  to  over  7  per  cent  in  excess  of  1890;  the  next  five-year 
period  shows  an  increase  of  more  than  38  per  cent  over  1890;  the  next  five- 
year  period,  42  per  cent ;  and  the  next  five-year  period,  62  per  cent.  The  net 
revenues  from  operation  of  American  railways  in  1916  were  greater  per  m!le 
of  line  than  during  any  other  year  in  their  history. 
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[Exhibit  No.  1,  sheet  No.  0.] 

Tendency  of  revenue  and  expenses  per  mile  of  single  track  operated,  all 

operating  railroads,  American  railways. 


Year. 


M80 

1881 

Average 

\m , 

1803 

1804 

1886 

1896 

Average 

1887 

1808 

1898 

1800 

1901 

Average 

1902 

1903 

1904 

1906. 

1806 , 

Average... 

1907 

1908.... 

1908 

1810. 

1911 

Avenge. 

1812 

1813 

1914 

1815 

1816 

Average. . 

1816  (class  I)» 

1817  (class  I)  ■ 


Re  venae 

from 
operation. 


86,725 
6,800 


6,763 


7,213 
7,190 
6,100 
6,050 
6,320 


6,576 


Expense  of 
operation. 


6,122 
6,755 
7,005 
7,722 
8,123 


7,145 


8,625 
0,258 
8,306 
0,508 
10,460 


9,440 


11,383 
10,589 
10,506 
11,677 
11,586 


11,155 


11,633 
12,658 
12,192 
11,475 
13,834 


12,353 


14,814 
16,563 


$4,425 
4,538 


4,482 


4,800 
4,876 
4,163 
4,083 
4,248 


4,436 


4,106 
4,430 
4,570 
4,993 
5,268 


4,673 


5,677 
6,125 
6,308 
6,409 
6,912 


6,266 


7,687 
7,421 
7.009 
7  814 
8,026 


Net  reve- 
nue from 
operation. 


7,597 


8,148 
8,872 
8,889 
8  109 
9,062 


8,615 


9,683 
11,181 


82,300 
2,262 


2,281 


2,404 
2,314 
1,946 
1,967 
2,072 


2,140 


2,016 
2,325 
2,435 
2,729 
2,858 


2,472 


3,048 
8,133 
2,998 
3,189 
3,548 


3,183 


Increase 

over 
year  1890. 


3,696 
8,168 
3,497 
8,863 
8,560 


8,558 


8,488 
3,786 
3,303 
3,365 
4,772 


3,738 


6,131 
6,382 


10.83 


16.98 


7.48 


8&S9 


54.70 


62.59 


1  Decrease. 

1  The  1916  and  1917  figures  include  switching  and  terminal  companies,  but  do  not  include  class  II  or  III 
companies.    One  would  tend  to  offset  the  other,  the  results  are  fairly  comparable. 

The  foregoing  are  taken  from  the  statistical  reports  of  the  International  Com- 
merce Commission,  and  are  subject  generally  to  comments  contained  in  the 
footnote  to  the  table  shown  on  Exhibit  No.  1,  sheet  2. 


[Exhibit  No.  1,  sheet  No.  10.] 

The  foregoing  table  showing  the  revenues,  expenses,  and  net  revenue  per  mile 
of  line  Includes  outside  operations.  The  commission  during  the  past  two  years 
has  included  these  with  their  operating  revenues.  In  view  of  criticisms  made 
by  some  relative  to  revenues  per  mile  of  line,  including  outside  operations,  we 
here  present  the  same  figures,  excluding  outside  operations,  for  the  years  1008 
to  1914,  Inclusive,  the  years  when  they  were  compiled  in  that  manner  in  the) 
commission's  reports.    It  will  be  noted  this  does  not  effect  the  tendencies 
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Year. 

Revenue 

from 
operation. 

Expense 

of 
operation. 

Revenue 

from 
operation. 

Year. 

Revenue 

from 
operation. 

Expense 

of 
operation. 

Revenue 

from 
operation. 

1908 

$10,385.54 
10,274.66 
11,421.58 
11,329.53 

$7,243.35 
6,794.52 
7,568.10 
7,777.25 

$3,142.19 
3,480.14 
3,853.48 
3,552.28 

1912 

$11,377.51 
12,329.40 
11,877.04 

$7,894.33 
8,561.04 
8,576.65 

$3,483.18 
3,768.31 
3,300.39 

1909 

1913 

1910 

1914 

1911 

[Exhibit  No.  1,  sheet  No.  11.] 

Tendency  of  revenues  and  expenses  per  train-mile,  all  operating  railroads, 

American  railways. 


Year. 

Revenue 

from 
operation. 

Expense 

of 
operation. 

Net  reve- 
nue from 
operation. 

Increase 

over 
year  1890. 

1890 

$1.44231 
1.43345 

$0.96008 
.95707 

$0.48225 
.47638 

1891 

1.45675 

.96544 

.       .49131 

$1.88 

1892 

1.44649 
1.43229 
1.36958- 
1.35947 
1.39567 

.96580. 

.97272 

.93478 

.91829 

.93838 

.48069 

.45957 
.43480 
.44118 
.45729 

1893 

1894 

1895 

1896 -.* 

1.4222a 

.95977 

.46301  |            13.10 

1897 

1.38194 
1.45449 
1.50436 
1.65721 
1.72938 

.92918 

.95635 

.98390 

1.07288 

1.12292 

.45276  J 

1898 

.49814 

.52046 
.58433 
.60646 

1900 

1.59373 

1.0421 

.55162 

14.38 

1902 

1.82350 
1.91380 
1.93960 
1.97906 
2.07547 

1.17960 
1.26604 
-    1.31375 
1.32140 
1.37080 

.64390 
.64776 
.62585 
.65766 
.70487 

1903 

1904 * 

1905 

1908 ..• 

- 

2.03816 

1.35192 

.68623 

4130 

1907 

2. 17741 
2.11269 
2*16789 
2.24628 

1.46993 
1.47340 
1.43370 
1.48865 
1.44338 

.70748- 
.63929 

1908 

1909 

. 73419  j 

1910 

.75763   

.79486  i 

[ 

2.21600 

1.49911 

.  71689  j             48.66 

1912 

2.29259 

2.45387 
2.45024 
2.51895 
2.81146 

1.59077 
1.70375 
1.76917 
1.77641 
1.84161 

.70182 
.75013 
.68107 
.74254 

1913 

1914 

1915 

1916 

.96985  ; 

2.54465 

1.77457 

.77008  i            58. » 

I 

»  Decrease. 


The  first  is  marked  "  Sheet  No.  2,  Exhibit  1,"  and  shows  the  net 
revenues  from  operation,  operating  revenues,  and  operating  expenses. 
There  are  two  significant  facts  there  worthy  of  notice:  First,  the 
increase  over  1890  for  the  first  two-year  average  there  is  less  than  1 
per  cent  The  next  five-year  average  is  almost  3  per  cent,  the  next 
five-year  average  is  30.04,  the  next  87.36  per  cent,  and  the  next  132.74 
per  cent,  and  the  last  five  years,  162.18  per  cent. 

Senator  Kellogg.  I  do  not  understand  that. 
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Mr.  Thornb.  This  shows  the  average  net  revenue  from  operation 
during  the  five  years  ending  with  that  of  1916,  as  compared  to  the 
year  1890,  and  correspondingly  for  the  other  five-year  periods. 

Senator  Kellogg.  That  is,  the  operating  revenue  for  1916  increased 
162.18  per  cent  over  1890? 

Mr.  Thorn e.  No;  the  average  for  the  five  years  ending  1916  ex- 
ceeds that  of  1890  162.18  per  cent. 

Senator  Kellogg.  Do  you  show  the  figures  for  increase  of  capital? 

Mr.  Thorne.  I  would  be  very  glad  to  present  that  later,  Senator. 

Senator  Kellogg.  Then,  that  is  not  an  increase  of  162.18  per  cent 
on  the  same  capital  ? 

Mr.  Thorne.  Not  at  all ;  I  have  here  merely  stated  the  net  revenues. 
It  is  more  than  that,  I  believe,  on  capital.  The  average  dividend 
paid  by  American  railroads,  I  should  think — and  I  will  present  the 
exact  ngures  for  the  record — is  at  least,  I  will  say,  safely,  two  or 
three  times  the  average  dividend  when  the  commission"  commenced 
its  work. 

Senator  Gore.  Will  you  repeat  the  last  few  words? 

Mr.  Thorne.  The  average  dividend  rate  last  year  was  two  or  three 
times  what  it  was  when  the  commission  commenced  its  operations. 

The  second  significant  factor  is  the  very  high  level  in  1916  and 
1917.  You  will  notice  that  the  net  revenues  for  those  two  years  sur- 
passed any  other  year  in  our  history.  You  will  notice  that  1916  was 
a  phenomenal  year. 

The  year  1916  appears  twice  there  because  it  was  necessary  to  get 
a  figure  comparable  to  the  1917  figures,  and  the  only  1917  figures  we 
had  available  were  as  to  class  1  railroads. 

The  1916  figure  exceeds  that  of  any  other  year  by  more  than  $200,- 
000,000,  and  exceeds  1915,  the  next  preceding  year,  by  over  $300,- 
000,000. 

Senator  Watson.  Mr.  Thorne,  could  I  interrupt  you  to  ask  a 
question  ? 

Mr.  Thorne.  Certainly. 

Senator  Watson.  I  want  to  just  get  your  viewpoint.  I  understand 
you  to  say  that  the  dividends  paid  in  1916  were  two  or  three  times 
those  in  1890.  In  1890  the  commission  was  just  beginning  to  operate 
and  has  been  operating  all  these  years. 

Mr.  Thorne.  Yes,  sir. 

Senator  Watson.  Yet  the  revenues  have  been  very  much  larger, 
but  what  is  more  consequential  for  the  purposes  of  this  inquirv,  the 
dividends  paid  have  been  two  or  three  times  as  great.  Is  that  an 
argument  in  favor  of  the  commission  continuing  to  handle  the 
finances  of  the  railroads  and  determine  rates,  or  is  that  an  argu- 
ment against  it? 

Mr.  Thorne.  It  is  an  argument  in  support  of  the  proposition  that 
commission  regulation  has  been  of  very  £reat  benefit  to  the  railroads. 
I  do  not  go  to  the  extent  suggested,  possibly,  by  your  inquiry. 

Senator  Watson.  Personally  I  am  in  favor  of  the  commission 
fixing  the  rates,  but  I  was  wondering  what  your  argument  was  in  that 
connection,  whether  or  not  you  were  in  sympathy  with  this  increase 
or  against  the  increase;  if  against  it,  now,  you  could  produce  an  argu- 
ment in  favor  of  the  commission  continuing  to  fix  rates,  when  they 
had  permitted  this  great  return  on  the  capital  invested. 
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Mr,  Thobne.  I  have  cited  you  the  facts  in  support  of  the  propo- 
sition that  commission  regulation  has  been  of  very  great  benefit  to 
the  railroads. 

The  Chairman.  Let  me  understand  this  table.  There  is  0.71  per 
cent  between  1890  and  1891.  You  mean  thev  allowed  an  increase  of 
dividend  in  1891  of  0.71  per  cent  over  what  they  had  in  1890? 

Mr.  Thorne.  That  is  not  dividends,  Mr.  Chairman ;  that  is  the  net 
revenue  from  operation. 

The  Chairman.  The  commission  allowed  that  0.71  per  cent  over 
what  they  allowed  in  1890? 

Mr.  Thorne.  Yes;  but,  Mr.  Chairman,  4t  would  be  hardly  fair  to 
say  the  commission  allowed  that.  At  that  time  the  commission  had 
no  power  to  limit  their  revenues. 

Senator  Pomerene.  That  is  what  they  received? 

Mr.  Thorne.  Yes ;  that  is  all. 

The  Chairman.  He  was  speaking  about  the  increase  being  1G2.18 
per  cent,  that  their  increased  net  revenue  was  162.18  per  cent  over 
that  of  1890,  and  that  the  commission  had  allowed  a  dividend  two  or 
three  times  as  great. 

Mr.  Thorne.  I  did  not  say  they  allowed  it.  They  received  that 
amount. 

The  Chairman.  I  was  just  following  it  up,  so  as  to  get  an  explana- 
tion of  the  question  that  Senator  Watson  asked. 

Senator  Watson.  The  commission  has  authority,  has  it  not,  over 
revenues? 

Senator  La  Follette.  It  did  not  have  until  1910. 

Senator  Watson.  No;  but  at  this  time,  for  the  last  seven  years, 
the  commission  has  had  authority  over  revenues,  and  of  course  the 
revenues  received  have  some  relation  to  the  dividends  paid. 

Mr.  Thorne.  Yes. 

Senator  Watson.  Therefore,  if  the  commission  wanted  to  cut  down 
the  revenues  paid  it  could  have  done  that  by  cutting  down  the  rev- 
enues received  by  fixing  rates? 

Mr.  Thorne.  i  es. 

Senator  Kellogg.  The  law  allowing  them  to  fix  the  rates  was 
passed  before  1910. 

Mr.  Thorne.  1910  is  the  year  Congress  enacted  the  law  granting 
the  power  to  suspend  advances  in  rates. 

Senator  Watson.  I  was  just  seeking  to  get  your  viewpoint. 

Mr.  Thorne.  My  viewpoint  is  simply  as  I  stated,  Senator;  it 
shows  the  liberal  attitude  of  the  commission  toward  the  carriers. 

Senator  Kellogg.  I  do  not  understand  your  net  revenue  from  oper- 
ations. It  does  not  compare  with  the  figures  the  commission  has  sub- 
mitted to  us.    What  is  the  reason  for  the  difference? 

Mr.  Thorne.  If  you  will  examine  the  commission's  report  to  you 

!rou  will  find,  perhaps,  that  they  have  included  class  2  roads,  or  they 
lave  included  terminal  and  switching  companies,  etc.    The  figures 
I  have  given  you  here  are  taken  from  the  commission's  reports. 
Senator  Pomerene.  And  include  all  roads? 

Mr.  Thorne.  Include  all  roads  in  the  United  States  reporting  to 
the  commission. 

Senator  La  Follette.  The  commission's  figures  were  only  partial. 

Mr.  Thorne.  The  last  two  lines  only  apply  to  class  1  roads,  if  you 

will  notice,  by  the  typewriting.    On  the  following  page  we  have  some 
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recompilations,  taking  care  of  changes  in  accounting  rules.  It  is 
frequently  said  that  the  figures  are  not  comparable  to  those  of  previ- 
ous years.  There  were  very  substantial  changes  in  1907.  I  am  not 
going  to  take  time  to  discuss  that.  I  have  simply  demonstrated 
after  making  allowance  for  those  changes  that  it  has  no  substantial 
effect  whatever  on  the  tendency  I  have  described  to  you. 

The  next  sheet,  labeled  4,  is  a  diagram  showing  these  tendencies 
graphically.  The  upper  line  represents  gross  operating  revenues, 
und  the  lower  line  the  operating  expenses;  the  margin  between  the 
two  represents  the  net. 

You  will  notice  there  a  constant  increase  in  that  margin.  An- 
other fact  worthy  of  remembrance  is  that  simply  because  it  happens 
to  go  down  at  one  time  is  absolutely  meaningless  as  representing  any 
tendency.  You  have  got  to  consider  an  extended  period  of  time. 
For  instance,  in  1893  it  went  down,  to  1894,  and  then  remained  prac- 
tically stationary  to  1895.  That  did  not  mean  anything;  it  went  up 
afterwards.  You  take  it  in  1907,  it  went  down,  and  in  1908,  but 
without  an  advance  in  freight  rates. 

Senator  Pomerene.  Why  do  you  say  it  does  not  mean  anything, 
Mr.  Thorne? 

Mr.  Thorne.  As  illustrating  the  tendency,  because  it  is  too  short 
a  period. 

Senator  Pomerene.  Due  to  mere  temporary  conditions? 

Mr.  Thorne.  Yes,  sir.  There  is  a  rise  and  fall  in  all  business  on 
earth,  and  I  have  an  exhibit  here  demonstrating  that  very  conclu- 
sively, as  to  railroads  especially.  The  greatest  danger  of  all  is  for 
us  to  see  only  a  little  portion  of  the  tendency  and  conclude  that  that 
represents  the  whole  situation. 

Senator  Pomerene.  In  other  words,  a  condition  such  as  was  brought 
about  by  the  floods  in  Ohio  does  not  show  a  general  tendency  ? 

Mr.  Thorne.  And,  again,  the  falling  off  of  crops  in  19i4  reduced 
revenues  of  railroads  and  everybody  else.  There  are  trade  condi- 
tions throughout  the  world  that  rise  and  fall  just  like  the  waves  on 
the  ocean.  As  you  see  the  smaller  waves  coming  in,  smaller  and 
smaller,  you  would  not  thereby  conclude  that  the  whole  level  of  the 
ocean  was  going  down  because  there  was  another  large  wave  coming 
on  later. 

Senator  Kellogg.  Are  you  speaking  about  this  diagram  here  now  ? 

Mr.  Thorne.  I  was. 

Senator  Kellogg.  I  would  like  to  ask  you  a  question  about  that. 
This  diagram  is  based  on  the  aggregate  in  dollars  of  net  revenue? 

Mr.  Thorne.  It  shows  the  gross  and  expenses. 

Senator  Kellogg.  It  shows  the  gross  and  the  expenses? 

Mr.  Thorne.  Yes. 

Senator  Kellogg.  The  difference  between  the  two  is  supposed  to 
be  the  net  revenue  ? 

Mr.  Thorne.  That  is  correct. 

Senator  Kellogg.  So  that  these  lines,  these  diverging  lines,  repre- 
sent the  increase  in  net  revenue? 

Mr.  Thorne.  Yes,  sir. 

Senator  Kellogg.  From  1890  to  1916,  in  dollars? 

Mr.  Thorne.  Yes,  sir. 
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Senator  Kellogg.  Naturally  they  would  diverge.  If  there  had 
been  no  increase  in  percentage,  they  would  diverge,  because  there  is 
an  increase  of  capital,  is  there  not? 

Mr.  Tiiorne.  Certainly;  you  are  entirely  correct.  This  diagram 
merely  states  what  I  have  said.  It  shows  the  revenues  and  expenses, 
and  I  will  discuss  the  capital  presently. 

Senator  Kellogg.  How  does  it  mean  anything  if  it  does  not  show 
the  percentage  of  income? 

Mr.  Thorne.  It  means  exactly  what  I  said,  and  I  will  be  very  glad 
to  discuss  the  question  of  propertv  and  capital  in  a  few  moments. 

Senator  Kellogg.  I  did  not  ask  you  to  discuss  it  ahead  of  time.  I 
am  just  asking  the  question  to  get  at  the  facts. 

Mr.  Tiiorne.  It  means  what  it  states.  It  is  a  falsehood  that  has 
been  circulating  over  the  United  States  that  the  net  revenues  of  rail- 
roads have  declined. 

The  next  table  is  merely  an  effort  to  exclude  taxes.  Some  state- 
ments have  been  made  that  if  you  allow  for  taxes  it  changes  the  situa- 
tion, but  this  table  demonstrates  conclusively  that  after  you  have  de- 
ducted taxes  it  does  not  have  any  effect  whatsoever  on  the  result. 

The  next  table  shows  the  same  tendency  per  mile  of  line. 

The  next  table  shows  the  tendencies  per  train  mile,  and  the  diagram 
shown  on  page  14  illustrates  the  situation  in  the  eastern  district  just 
as  our  former  diagram  illustrated  if  in  the  United  States  as  a  whole. 

The  next  diagram  is  the  western  district. 

The  next  exhibit  shows  the  southern  district. 

Senator  Robinson.  How  many  districts  do  you  divide  the  country 
into — three? 

Mr.  Thorne.  Yes,  sir.  Those  are  the  ones  that  you  are  probably 
familiar  with.    I  do  not  need  to  take  time  describing  them. 

Senator  Robinson.  No  ;  I  just  wanted  to  understand  it. 

Mr.  Thorne.  You  will  notice  the  net  revenues  in  the  southern  dis- 
trict are  much  less  than  in  the  others,  but  the  increase  in  the  southern 
district  far  exceeds  the  increase  in  other  districts.  ^ 

Senator  Pomerene.  I  assume  these  tables  are  incorporated  in  the 
record. 

Mr.  Thorne.  Senator  Kellogg,  I  am  going  now  to  address  myself 
to  the  subject  you  were  asking  about. 

Senator  Pomerene.  I  suppose  they  are  included  in  the  record. 

The  Chairman.  If  the  committee  so  desires,  without  objection,  this 
exhibit  will  be  incorporated. 

Senator  La  Follette.  All  of  them  presented  by  Mr.  Thorne? 

The  Chairman.  All  these  tables  will  be  incorporated. 

(The  tables  referred  to  in  the  foregoing  discussion  will  appear  in 
a  former  part  of  Mr.  Thome's  testimony.) 

Mr.  Thorne.  The  statement  has  been  made  here  in  regard  to  the 
net  revenues  not  representing  the  ratio  of  the  capital,  and  it  might 
be  interesting  for  us  to  consider  capital  just  at  this  time,  although 
I  had  intended  to  discuss  it  later. 

Senator  Pomerene.  Before  you  go  to  that,  I  wanted  to  ask  you  a 
question.  Your  attention  was  called  by  Senator  Kellogg  to  the  large 
increases  shown  on  sheet  No.  2.  Of  course,  you  had  no  reference  her* 
to  the  capital  or  investment  account,  and,  taken  in  and  of  themselves, 
they  are  somewhat  misleading,  unless  we  show  the  relation  of  thes* 
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revenues  to  the  capital  account  or  investment  account.  Taking  into 
consideration  the  increases  in  capital  or  in  investment,  etc,  are  you 
able  to  state  what  the  increases  in  revenue  were? 

Mr.  Thorne.  Senator  Pomerene,  with  reference  to  your  first  state- 
ment, that  there  is  anything  misleading,  I  beg  your  pardon. 

Senator  Pomerene.  I  do  not  intend  to  insinuate  by  that  that  you 
have  been  misleading,  but  to  one  who  is  reading  the  record  they  are 
somewhat  misleading,  because,  as  we  all  know,  and  as  is  conceded 
here,  the  investment  in  railroad  properties  has  increased  during  these 
years,  but  whether  it  has  increased  in  the  same  ratio  that  the  earnings 
have  increased  is  not  apparent  thus  far. 

Mr.  Thorne.  The  statement  that  the  figures  are  misleading  I  think 
is  an  error.  The  figures  show  exactly  the  tendencies  of  net  revenues, 
and  the  statement  has  been  made  so  constantly  that  net  revenues 
have  declined.  That  exhibit  is  confined  to  an  impeachment  of  that 
kind  of  claim,  because  it  is  false. 

I  desire  now  to  discuss  the  subject  of  capital  and  property  as  re- 
lated to  net  revenues. 

Senator  Gore.  You  are  taking  net  revenues  in  the  absolute  and  not 
relative  to  capital  and  investment. 

Mr.  Thorne.  I  desire  now  to  discuss  that. 

Senator  Kellogg.  I  do  not  know  of  anybody  before  this  committee 
who  has  claimed  that  net  revenues  as  a  whole  in  dollars  have  declined 
during  these  years.    If  they  have,  I  do  not  recollect  it. 

Mr.  Thorne.  I  believe  one  witness  stated  that  it  is  costing  more  to 
produce  a  dollar  than  heretofore. 

In  regard  to  the  subject  of  property  and  capital  accounts  as  related 
to  revenues,  the  one  fact  that  makes  an  analysis  difficult  for  us  in 
respect  to  that  subject  is  that  there  are  so  many  intercorporate  rela- 
tionships. The  short  lines  may  be  owned  or  controlled  oy  a  parent 
company,  and  there  may  be  capital  stock  outstanding  of  a  short 
line  and  of  one  company  which,  added  together,  would  produce  a 
false  showing.  For  instance,  the  Pennsylvania  System  is  composed 
of  something  like  100  or  more  companies  consolidated  into  one  system. 
Any  showing  of  tendencies  as  to  return  on  capital  may  be  exceedingly 
misleading  unless  you  reduce  it  to  system  figures.  The  showing  made 
by  the  eastern  railroads  in  the  eastern  Advance  Kate  case  is  perhaps 
the  best  which  has  been  compiled  by  any  railroads  up  to  the  present 
time  so  far  as  the  elimination  of  duplications  of  that  character  is 
concerned.  They  have  attempted  to  compile  figures  for  systems,  and 
I  have  before  me  the  exhibit  that  was  introduced  in  the  record  by  the 
railroads  themselves.    I  had  nothing  to  do  with  this  compilation. 


GOVERNMENT  CONTROL  AND  OPERATION   OF  RAILROADS.       923 

(That  portion  of  the  exhibit  to  which  reference  is  made  is  here 
printed  in  full,  as  follows:) 

[Authority:  Carriers'  Exhibit,  Vol.  11,  covering  38  railway  systems  operating  in  official  classification  ter- 
ritory, before  the  Interstate  Commerce  Commission  in  the  rehearing  of  Ex  Parte  57.] 

Combined  statement  of  SS  systems. 


Years. 

(1) 

Net  income 
plus  interest 
deductions; 
per  cent  of 
total  capita] 
obligations. 

(2) 

Net  income; 

per  cent  of 

capital  stock 

outstanding. 

(3) 

Net  operating 
income;  per 
cent  of  prop- 
erty invest- 
ment. 

1900 

5,08 
5.33 
5.51 
5.76 
5.25 
5.45 
5.84 
6.76 
5.06 
6.39 
6.14 
5.23 
5.30 
5.57 
4.17 
4.53 
6.89 
6.18 
5.31 
5.48 
5.54 
6.59 
5.01 
6.52 

5.70 
6.46 
6.89 
7.51 
6.69 
7.34 
8.74 
8.31 
6.53 
7.41 
9.21 
6.87 
7.15 
7.71 
4.09 
4.97 
10.50 
9.04 
6.36 
7.18 
7.84 
7.83 
6.31 
8.20 

5.20 

1901 

5.35 

1902 

5.54 

1903 

5.63 

1904 

5.32 

1905 

5.57 

1906 

6.08 

1907 

6.02 

1908 

5.04 

1909 

5.33 

1910 

6.05 

1911 

5.05 

1912 

6.02 

1913 

5.19 

1914 

3.88 

1915 

4.35 

1916 

6.52 

1917 

5.71 

1900-1902 

6.37 

1903-1905 

5.51 

1906-1908 

6.70 

1909-1911 

6.47 

1912-1914 

4.68 

1915-1917 

6.63 

The  statements  made  by  Mr.  Trumble  and  Mr.  Kruttschnitt  were 
to  the  effect  that  conditions  recently,  in  the  last  two  years,  had  been 
harder  on  the  eastern  railroads  than  on  the  rest  of  the  country,  be- 
cause of  the  congestion  in  the  East. 

I  call  your  attention  to  the  following  facts :  First,  the  net  income 
plus  interest  deductions,  and  that  means 

Senator  Kellogg  (interposing).  What  page? 

Mr.  Thorne.  Page  3.  That  means  the  total  amount  applicable  to 
the  total  capitalization. 

Senator  Robinson.  Will  you  state  that  again,  please?  Net  in- 
come plus  what  ? 

Mr.  Thorne.  Interest  deductions.  The  ratio  of  that  to  the  total 
capital  obligations  outstanding  is  as  follows:  In  1917,  the  fiscal  year, 
1  he  ratio  was  6.86. 

Senator  Cummins.  Are  you  speaking  of  the  entire  eastern  district? 

Mr.  Thorne.  No;  that  is  three  systems.  I  bog  your  pardon.  It 
should  be  page  2.  The  net  income  plus  interest  deduction  per  cent 
of  total  capital  obligations  in  1917  was  6.18,  which  was  the  largest, 
with  the  exception  of  1916,  of  any  year  shown  on  this  exhibit,  and  it 
goes  back  to  1900.  In  1916  the  rate  was  6.89,  which  was  absolutely 
the  largest,  without  any  exception,  in  the  tntire  period. 

The  average  in  1915  was  4  53,  which  was  the  lowest,  with  the  ex- 
ception of  1914. 
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Senator  Kellogg.  Since  when? 

Mr.  Thorne.  The  lowest  with  the  exception  of  1914. 

Senator  Kellogg.  Oh,  yes. 

Mr.  Thorne.  With  regard  to  this  1915  figure,  when  one  of  the 
railway  officials  was  on  the  stand  the  statement  was  made  by  one  of 
the  members  of  the  committee  that  1915  was  not  the  lowest  year, 
that  1914  was  lower,  and  at  that  time  the  witness,  Mr.  Kruttschnitt, 
called  attention  to  the  preliminary  report  of  the  Interstate  Com- 
merce Commission,  in  which  the  commission's  figures  apparently 
showed  1915  was  lower  than  1914  when  considering  ratio  to  property. 

I  call  your  attention  to  the  fact  that  that  figure  was  compiled  as 
follows:  They  found  the  average  rate  of  the  property  investment 
per  mile  of  line  and  then  they  found  the  average  rate  of  the  capital, 
the  return  per  mile  of  line,  and  then  they  found  the  ratio  of  that 
average  to  the  average.  An  average  of  an  average  is  always  a 
dangerous  figure  in  statistical  analysis.  In  fact,  it  is  considered  a 
fallacious  method.  If  you  take  that  same  table  in  the  commission's 
report  and  compare  the  totals,  you  will  find  that  the  ratio  of  the 
income  to  the  property  for  1914  was  less  than  that  of  1915 ;  and  if 
you  will  also  examine  a  later  exhibit  offered  by  Mr.  Commissioner 
Anderson,  which  was  compiled  by  the  commission  itself,  where  totals 
are  used,  you  will  find  there  the  figure  for  1915  is  greater  than  for 
1914,  confirming  what  I  have  just  stated. 

So  we  have  in  the  three-year  period  the  two  best  years,  considering 
capital  outstanding  and  net  income  applicable  to  capital,  and  next 
to  the  lowest  year  since  1900,  making  an  average  for  the  three  years 
of  6.52,  which  is  the  highest  average  of  any  three-year  period  shown 
on  the  exhibit. 

Next,  there  is  another  figure,  net  income  per  cent  of  capital  stock 
outstanding.  In  1917  this  ratio  was  9.04.  In  1916,  10.5  per  cent. 
These  two  percentages,  gentlemen,  the  rate  of  net  income  to  capital 
stock  outstanding  is  the  greatest  in  their  history.  The  1917  figure  is 
less  than  1910.  The  average  in  1910  was  9.21.  The  two  together 
produce  the  highest  average  of  any  other  two-year  period. 

Senator  Pomerene.  May  I  ask  are  you  referring  to  all  the  rail- 
roads or  just  to  Class  I? 

Mr.  Thorne.  I  am  referring  to  all  38  systems  participating  in  the 
eastern  case  before  the  Interstate  Commerce  Commission. 

Senator  Pomerene.  Let  me  have  that  clearly  in  mind.  Do  these 
tables  that  you  have  before  you  now  simply  embrace  those  38 
systems? 

Mr.  Thorne.  Yes,  sir.  And  it  embraces  the  rich  and  the  poor, 
and  the  big  and  the  little.  They  are  all  in  there — every  company 
that  asked  for  the  increase.  It  includes  practically  all  the  com- 
panies in  the  district  of  any  consequence.  There  are  one  or  two, 
I  believe,  that  did  not  get  into  the  total,  but  they  are  very  small 
and  do  not  have  any  effect  on  results.  Practically  the  whole  terri- 
tory, rich  and  poor.  It  includes  all  their  capital  stock  outstanding, 
water  and  all. 

The  average  in  1915  was  4.97  per  cent,  which  is  again  the  lowest 
except  1914.  The  average  for  the  three  years  was  8.20,  which,  gentle- 
men, is  the  highest  average  for  any  iike  period  that  these  roads 
have  ever  seen. 
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Senator  Watson.  That  is,  the  average  for  1915, 1916,  and  1917  ? 

Mr.  Thorne.  Yes,  sir.  There  is  another  phase,  however,  of  that 
average  for  1915.  Your  net  income  must  be  considered  in  relation 
to  your  maintenance  accounts.  There  is  nothing  to  prevent  a  com- 
pany increasing  their  maintenance  very  largely  in  a  given  year  and 
thereby  reduce  the  apparent  net  income.  You  take  it  during*  1914, 
these  roads  with  a  reduced  gross,  increased  their  maintenance.  Rail- 
road officials  have  commonly,  without  any  equivocation,  admitted 
that  that  is  largely  subject  to  policy. 

^  Senator  Pomerene.  Now,  to  explain  that,  what  was  the  compara- 
tive expenditure  for  maintenance  during  these  three  years?  ^ 

Mr.  Thorne.  I  can  not  give  you  the  average.  I  can  give  you 
the  totals  for  each  of  the  three  years.  It  was  the  largest  that  they 
had  ever  had. 

Senator  Pomerene.  What  I  had  in  mind  was  comparing  mainte- 
nance account  for  these  three  years  with  similar  periods  in  the  past. 
What  do  they  show  ? 

Mr.  Thorne.  The  maintenance  allowances  during  these  three 
years  were  the  largest  in  their  entire  history. 

Senator  Pomerene.  Were  they  substantially  larger  than  they  were 
at  any  other  period? 

Mr.  Thorne.  Very  much  larger.  Tor  instance,  during  1914  came 
the  great  increase. 

Senator  Kellogg.  What  column  are  you  reading  from? 

Mr.  Thorne.  Under  maintenance  of  way  and  structures,-  and 
maintenance  of  equipment.  In  1913  the  total  maintenance  was 
$60,000;000  greater  than  ever  before  in  this  district  alone.  That 
figure  is  subject  to  check.  And  it  stayed  up  on  that  high  level. 
In  1917  it  was  $70,000,000  greater  than  in  1913.  That  is  also  subject 
to  check. 

Senator  Gore.  Give  us  the  totals  for  one  year,  so  we  will  have 
some  idea  as  to  the  ratio. 

Mr.  Thorne.  In  the  United  States  as  a  whole — if  I  am  not  correct, 
Mr.  Walker  will  please  correct  me — in  the  United  States,  as  a  whole, 
in  1913  the  maintenance  allowances  exceeded  those  of  any  other  year 
by  at  least  $60,000,000.  Is  that  according  to  your  memory,  Mr. 
Walker? 

Mr.  Walker.  Approximately  that. 

Mr.  Thorne.  In  1917  the  total  maintenance  in  the  eastern  district 
alone  was  in  round  numbers  $498,000,000.  In  1916  the  total  mainte- 
nance, in  round  numbers,  was  $450,000,000;  and  in  1915  the  total 
maintenance  was  $403,000,000.  The  percentage  of  maintenance  to 
revenues  is  the  factor  that  was  the  highest  in  1914  and  1915  than 
in  the  preceding  or  succeeding  years. 

It  is  generally  customary,  when  a  period  of  declining  revenues 
comes,  for  the  railroads  to  reduce  their  maintenance.  That  did  not 
happen  in  1914  or  in  1915  in  proportion  to  their  revenues.  If  they 
had  made  the  maintenance  the  same  per  cent  of  revenues  in  1914 
and  in  1915,  you  would  have  found  a  much  larger  net. 

As  to  those  percentages,  I  will  ask  leave  to  file  with  my  statement 
an  exact  statement  of  those  totals  and  those  percentages  in  support 
of  that  proposition.  The  figures  that  I  gave  a  few  moments  ago  I 
desire  stricken  from  the  record,  and  a  table  will  be  filed. 
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The  Chairman.  That  may  be  done. 

Senator  Kellogg.  Let  me  ask  you  about  that. 

The  Chairman.  Senator  Kellogg,  I  wanted  to  ask  him  if  he  was 
using  the  year  1914  as  the  basis  of  comparison  for  1915,  1916,  and 
1917  in  the  ratio  of  maintenance;  that  is,  getting  your  per  cent  of 
increase  in  maintenance  account? 

Mr.  Thorne.  I  said  that  the  per  cent  of  maintenance  to  revenues 
was  the  greatest  in  1914  and  1915  of  any  year.  That  is  including 
all  the  roads. 

Senator  Kellogg.  Before  you  pass  from  that  I  would  like  to  ask 
you  about  maintenance  while  you  are  on  the  subject.  Does  a  figure 
of  the  total  maintenance  in  dollars  or  percentage  of  maintenance  to 
total  revenue  demonstrate  alone  whether  the  maintenance  was  greater 
or  less  than  in  previous  years? 

Mr.  Thorne.  No  ;  the  cost  of  material  and  labor  may  be  greater. 

Senator  Kellogg.  The  purchasing  price  of  the  dollar  is  involved 
there,  is  it  not? 

Mr.  Thorne.  Yes. 

Senator  Kellogg.  If  the  company  in  1917  spent  $100,000,000,  we 
will  say,  or  $400,000,000— all  the  companies— and  $300,000,000  in 
1914,  if  material  had  gone  up  25  to  50  per  cent,  maintenance  would 
not  be  any  greater  than  it  was  in  1914. 

Mr.  Thorne.  You  are  entirely  correct,  Senator. 

Senator  Gore.  That  is,  as  to  the  amount  of  actual  material  and 
work  put  in  the  road. 

Senator  Kellogg.  Yes.  So  we  have  got  to  know  how  much  the 
increase  in  labor  and  materials  was  in  order  to  know  just  the  relative 
amount  of  maintenance  of  the  properties,  have  we  not? 

Mr.  Thorne.  Yes ;  to  know  it  accurately,  Senator,  but  you  can  do 
this.  It  will  be  very  difficult  to  do  what  you  suggest,  but  you  do 
know  that  the  cost  of  materials  in  1916  and  1917  has  been  greater 
than  in  1914? 

Senator  Kellogg.  Oh,  yes. 

Mr.  Thorne.  Then,  if  you  find  the  per  cent  of  maintenance  in 
1914  and  1915  to  revenues  is  greater  than  in  1916  and  1917,  that  is  a 
very  significant  fact  when  we  have  the  declared  policy  of  the  car- 
riers to  raise  and  reduce  maintenance  generally  in  harmony  with 
revenues. 

Senator  Kellogg.  The  revenues,  of  course,  were  payable  in  the 
same  dollars  that  the  wages  were  payable  in,  so  that  the  percentage 
of  maintenance  to  revenue  is  not  any  more  significant  than  the  per- 
centage of  maintenance  in  former  years,  increasing,  of  course,  the 
amount  of  property. 

Mr.  Thorne.  I  think  you  will  agree  entirely  with  me  if  I  can 
make  myself  clear,  Senator.  Let  me  speak  about  that  particular 
proposition.  In  1916  you  will  agree  with  me  that  the  cost  of  labor  and 
supplies  was  greater,  was  it  not,  than  in  1915?  And  yet  we  find  the 
percentage  of  maintenance  revenue  was  less  in  1916  than  in  1915. 

Senator  Gore.  Notwithstanding  the  increase? 

Mr.  Thorne.  Notwithstanding  the  increase  to  which  we  have 
referred.  And,  further,  there  are  accounts  that  do  not  reflect  that 
increase  in  cost  of  materials.  The  depreciation  account,  for  instance, 
allowed  in  operating  expenses,  is  independent  of  the  increase  of  cost 
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of  materials,  practically,  because  what  you  charge  to  operating  ex- 
penses when  you  replace  an  article  is  the  original  investment. 

I  have  before  me  here  a  statement  showing  the  fluctuation  in  that 
item.  For  instance,  in  1914,  the  renewal  and  depreciation  account, 
exclusive  of  repairs,  on  the  Pennsylvania  System  averaged  per  100 
pounds  tractive  power  locomotives  $1.98.  That  is  in  1914,  Senator, 
which  is  greater  than  in  any  other  year,  greater  than  1917,  greater 
than  1916,  and  their  average  cost  per  locomotive  for  that  bookkeep- 
ing figure  is  greater  than  any  year  in  their  history,  greater  than 
1916  or  1917.  Per  passenger  train  car  it  was  less.  For  freight 
train  car  it  was  26,  which  is  two  points  below  that  of  1913  and  above 
that  of  1915. 

In  1916  it  was  increased  again.  The  increase  of  renewals  and 
depreciation  of  locomotives  on  the  Pennsylvania  in  1913,  when  the 
Advance  Kate  case  was  pending,  was  over  100  per  cent  per  locomotive 
in  one  year.  Certainly,  the  cost  of  materials  and  supplies  did  not 
go  up  that  much,  and  it  stayed  practically  at  that  high  figure  ever 
since. 

In  1914,  when  the  hard  times  came  along,  instead  of  reducing  that, 
they  increased  it  still  higher.  In  1915,"  when  they  made  a  recovery 
in  their  revenues,  they  reduced  that  allowance,  and  in  1916  it  is  still 
lower  than  it  was  in  1914. 

This  statement  that  I  have  here  is  a  photograph  from  the  working 
sheets  of  the  railroad  that  prepared  it — the  Pennsylvania  System. 

Senator  Kellogg.  Then  you  think  the  railroad  men  who  testified 
that  in  1916  they  should  have  had  more  maintenance  for  their  prop- 
erties were  mistaken.  That  is,  that  their  properties  had  not  been 
maintained  up  to  the  standard  that  they  should  have  been. 

Mr.  Thorne.  I  would  not  say  that.  I  do  not  know  what  standard 
is  the  ideal  standard  for  maintenance.  I  also  know  that  their  books 
might  show  a  larger  maintenance,  whereas  the  physical  mainte- 
nance did  not  occur  because  of  setting  it  up  in  reserve  accounts  which 
has  just  as  much  effect  on  revenues  as  though  it  were  expended. 

Senator  Kellogg.  Have  you  any  evidence  that  they  have  set  up  in 
their  reserve  accounts  maintenance  that  they  have  not  spent? 

Mr.  Thorne.  Oh,  certainly;  they  all  do  that. 

Senator  Kellogg.  But  except  in  the  usual  run  of  business,  of  course. 
They  always  do  that. 

Mr.  Thorne.  Certainly. 

Senator  Kellogg.  Depreciation,  too.  But  more  than  ordinary,  I 
mean. 

Mr.  Thorn  e.  In  these  figures  it  would  indicate  that  in  recent  years 
their  maintenance  has  been  very,  very  liberal.  The  statement  that 
they  were  not  adequate  in  1917  I  would  not  attempt  to  discuss.  The 
point  that  I  am  trying  to  demonstrate  to  you  is  that  in  analyzing  net 
revenues  in  1914,  you  will  take  into  consideration  the  maintenance 
allowance  for  that  year  in  proportion  to  their  revenues. 

Senator  Gore.  It  seems  to  me  that  your  figures,  Mr.  Thorne,  rather 
confirm  the  railroad  man's  contention  that  the  total  outlay  on  main- 
tenance in  1917  and  1916  was  less  than  in  1914  and  1915,  notwith- 
standing the  higher  cost  of  material  which  would  mean  considerably 
less  actual  improvement  or  actual  maintenance,  rather,  in  the  road- 
bed. 


928       GOVERNMENT  CONTROL  AND  OPERATION   OF   R  ATT  .ROADS. 

Mr.  Thorne.  Well,  Senator  Gore,  do  you  realize  19.14  and  1915,  in 
proportion  to  their  revenues,  were  the  greatest  in  their  history? 

Senator  Gore.  That  is  the  point  I  am  making.  Maintenance  was 
the  highest  those  two  years. 

Mr.  Thorne.  And  the  net  was  the  lowest. 

Senator  Gore.  The  maintenance  was  not  as  high  in  1916  and  1917 
as  it  was  m  1914  and  1915,  notwithstanding  the  cost  of  material  was 
higher,  which  would  mean  that  the  actual  materials  used  and  put  into 
maintenance  would  be  still  more. 

The  Chairman.  In  other  words,  that  they  just  had  not  used  the 
material,  had  not  got  it  and  put  it  into  the  road. 

Senator  Gore.  Yes,  sir. 

Mr.  Thorne.  The  amount  in  dollars  and  cents  was  greater  than 
was  expended  in  maintenance  in  1916  and  1917. 

Senator  Gore.  I  thought  you  said  it  was  less. 

Mr.  Thorne.  No  ;  I  said  the  ratio  to  revenue  was  less. 

Senator  Gore.  Oh,  I  thought  you  were  speaking  of  the  aggregates! 

Mr.  Thorne.  No,  sir;  and,  in  the  second  place,  I  called  your  atten- 
tion to  a  figure  that  is  independent  of  the  cost  of  labor  and  materials, 
practically  independent.  The  second  important  fact  demonstrated 
by  that  maintenance  situation  is  that  they  starved  maintenance  in 
early  years  or  else  they  are  overmaintaining  to-day.  They  either 
starved  in  early  years  or  they  overmaintained  recently.  That  being 
true,  it  would  demonstrate  that  a  comparison  of  net  in  recent  years 
with  those  in  the  early  years  would  not  be  of  great  significance  until 
you  properly  allow  for  the  maintenance. 

Senator  I*omerene.  Let  me  put  this  to  you  in  another  way.  Con- 
sidering maintenance  solely  from  a  standpoint  of  the  betterment  of 
the  system  and  not  from  the  standpoint  of  dollars  and  cents,  has  it 
been  substantially  greater  or  less  during  the  last  three  years  than  it 
was  during  any  corresponding  periods  Are  you  sufficiently  fa- 
miliar with  the  subject  to  express  an  opinion  of  your  own  or  can  you 
refer  us  to  students  of  the  subject  who  have  studied  it  from  that 
standpoint  and  who  are  able  to  give  us  an  opinion? 

Mr.  Thorne.  Statements  of  students  of  that  subject  would  vary 
greatly  in  accordance  with  their  attitude  on  this  whole  subject,  but 
any  person  who  is  disinterested  and  who  would  examine  these  tables 
produced  by  the  carriers  or  by  the  commission  must  conclude  that  as 
a  whole  maintenance  has  been  on  a  much  higher  level  in  recent  years, 
the  last  three  years  if  you  please,  than  in  any  other  period  excepting 
the  two  years  to  which  I  have  just  referred. 

Senator  Pomerene.  Do  you  mean  that  considering  it  from  the 
standpoint  of  betterment?  I  am  not  sure  I  am  using  the  right  term, 
but  I  think  you  catch  my  thought. 

Mr.  Thorne.  I  understand  the  intent  of  your  expression.  Better- 
ment is  not  supposed  to  be  mixed  up  in  the  maintenance  accounts. 

Senator  Po3ierene.  I  understand  that.  I  have  not  used  it  techni- 
cally. I  have  been  trying  to  express  a  thought  that  is  in  my  mind, 
and  I  am  not  sure  that  I  have  used  the  right  word. 

Mr.  Thorne.  In  order  to  further  illustrate  that  proposition  of 
how  much  higher  the  maintenance  has  been  than  in  other  years,  if 
you  exclude  the  year  1914^  when  the  Advance  Rate  Case  was  pend- 
ing, which  figures  unquestionably  show  very  large  maintenance,  you 
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will  find  that  the  maintenance  on  the  roads  as  a  whole  and  individ- 
ually are  on  a  much  higher  level  than  in  any  other  like  period. 

The  conclusion,  as  shown  by  statistics  of  dollars  and  cents  must  be 
modified  by  a  consideration  of  the  increase  in  cost  of  materials,  but 
when  you  consider  the  allowance  for  depreciation  and  renewals,  ex- 
clusive of  repairs,  you  have  an  item  which  is  practically  independent 
of  that  item  because  when  you  charge  off  for  renewals  you  charge 
off  the  original  investment.  You  do  not  charge  the  increased  cost 
of  the  car  or  the  engine.  It  is  not  proper  to  do  so.  It  is  true,  on 
certain  items  of  the  account,  that  you  do,  but  it  is  not  proper.  When 
you  replace  a  car  of  the  same  kind  with  another  car,  you  charge  to 
capital  account  the  excess  cost  of  the  new  car  over  the  original  car. 
To  operating  expenses  you  charge  the  original  cost  except  as  it  has 
already  been  taken  care  of  out  of  reserves  for  accrued  depreciation. 
That  should  make  your  capital  account,  so  far  as  possible,  correspond 
to  your  total  investment,  and  out  of  replacements  you  take  care  of  re- 
tiring the  material  that  you  have  purchased  in  the  past. 

In  the  maintenance  of  way  and  structures  we  do  not  have  that  de- 
preciation allowance,  except  as  it  is  optional.  Let  us  consider  the  re- 
newals and  depreciation  account  of  equipment.  On  the  Pennsylvania 
that  factor  was  added  in  1908.  There  was  not  a  corresponding  factor 
before  that,  but  here  in  1914, 1915,  and  1916  the  figure  on  freight  cars 
were  $108,  $95,  and  $110  per  car,  and  per  passenger  cars,  $836,  $966, 
and  $966,  and  per  locomotive,  $3,896,  $3,544,  and  $3,989.  Those  fig- 
ures are  from  25  to  50  per  cent  generally  above  those  prior  to  1908. 

Senator  Gore.  I  did  not  quite  catch  that. 

Mr.  Thorne.  I  call  your  attention  to  the  Baltimore  &  Ohio.  It  has 
kept  the  accounts  clear  through  the  period  from  1903  to  1915.  The 
allowance  for  depreciation,  excluding  repairs,  for  1903,  was  $7  per 
car.  Today  it  is  $44  per  car,  six  times  as  great.  In  1903  the  average 
cost  per  locomotive 

Senator  Pomerene.  You  mean  the  depreciation  was  $7  per  car  in 
1903  ? 

Mr.  Thorne.  Yes,  sir. 

Senator  Pomerene.  As  a  practical  man,  was  that  excessive  or  not, 
or  was  it  too  low  ? 

Mr,  Thorne.  It  was  too  low. 

Senator  Pomerene.  How  much  too  low  ? 

Mr.  Thorne.  If  the  repairs  did  not  take  care  of  it. 

Senator  Pomerene.  I  do  not  know  anything  about  what  deduc- 
tions should  be  made.  I  do  not  know  whether  one  is  too  low  or  too 
high.  What  is  your  personal  judgment  as  to  what  would  have  been 
a  fair  amount  to  be  charged  for  depreciation? 

Mr.  Thorne.  It  is  owing  to  what  the  company  charged  to  repairs. 
I  want  to  say  in  regard  to  that,  Senator,  that  there  is  no  subject  that 
is  fraught  with  more  complications  and  disputes  and  discussions 
amongst  accountants,  both  of  the  commission  and  of  the  carriers, 
than  the  subject  of  maintenance  and  the  subject  of  depreciation 
especially. 

The  other  day  I  heard  this  statement  made  that  some  railroads 
allow  6  per  cent  on  certain  classes  of  equipment  and  one-half  of  1  per 
cent  for  another  railroad  had  been  allowed,  and  it  was  then  stated 
that  that  conclusively  proves  that  the  one-half  of  1  per  cent  was  not 
adequate. 


930       GOVERNMENT  CONTROL  AND  OPERATION   OF  RAILROADS. 

Senator  Pomerene.  You  have  studied  this  question  as  a  member 
of  the  Iowa  commission  for  years.  What,  in  your  judgment,  would 
have  been  a  fair  average  charge  for  depreciation? 

Mr.  Thorne.  It  is  impossible  to  state  until  you  know  what  the  car- 
rier is  doing  in  their  rebuilding.  I  was  just  trying  to  demonstrate 
that  to  you,  Senator,  and  I  think  you  will  see  it  with  me.  I  say  that 
one-half  of  1  per  cent  may  be  more  than  adequate.  It  is  owing  to 
whether  a  carrier  is  taking  care  of  depreciation. 

Senator  Pomerene.  I  am  from  Missouri  on  that  proposition. 

Mr.  Thorne.  I  thought  you  would  be,  and  that  is  what  I  am  trying 
to  show,  and  I  believe  you  will  agree  with  me  when  I  am  through.  It 
is  owing  to  what  the  carrier  is  doing  with  his  repairing  and  rebuild- 
ing account  and  its  renewal  account.  For  instance,  many  of  these 
carriers  have  great  shops  where  they  are  repairing  their  cars  and 
locomotives  and  rebuilding  them.  Some  railroad  men  I  have  heard 
testify  that  a  car  never  goes  out  of  existence.  Some  cars  do  not  for 
a  long  time.  It  is  only  the  item  of  obsolescence  that  makes  them  £o 
out  of  existence.  A  40-foot  car  can  live  50  years  if  you  rebuild  it. 
The  manager  of  a  part  of  the  Milwaukee  testified  that  there  were 
freight  cars  on  a  road  going  out  of  Dubuque,  Iowa,  that  had  been  in 
actual  use  for  40  years. 

Another  item  whereby  you  can  take  care  of  your  depreciation  is  in 
renewals.  I  want  to  give  you  an  illustration  of  how  that  works.  It 
is  an  old  illustration  that  gentlemen  who  have  attended  hearings 
where  I  have  testified  would  be  familiar  with.  Suppose  you  and  I 
owned  100  bridges  worth  $50,000  each  and  that  our  income  was 
$500,000  from  those  100  bridges — toll  bridges.  Suppose  in  a  cer- 
tain period  of  time  we  were  rebuilding  10  of  those  bridges  annually. 
Every  10  years  we  would  have  a  complete  new  set  of  bridges.  But 
suppose  the  time  comes  along  when  the  Government  takes  over  the 
operation  of  those  bridges  and  we  desire  to  take  advantage  of  the 
opportunity  and  decide  to  rebuild  our  system  more  rapidly,  build  it 
out  of  the  pockets  of  the  public,  out  of  the  Government  Treasury, 
and  instead  of  rebuilding  10  a  year  we  rebuild  30  a  year.  The 
original  cost  was  $50,000.  We  charged  to  operating  expenses  when 
we  were  rebuilding  10  bridges  $500,000  a  year.  At  that  time  we  had 
a  net  of  $500,000.  Now,  when  we  rebuild  30  a  year  under  renewal* 
under  operating  expenses,  we  charge  30  times  50,  or  one  and  one-half 
million  dollars.  In  that  case  our  accounts  will  show  a  deficit  of  half 
a  million  dollars.  In  the  other  case  our  accounts  showed  a  profit  of 
half  a  million  dollars.  We  are  doing  precisely  the  same  amount  of 
business  on  precisely  the  same  rates,  and  labor  and  materials  cost 
precisely  the  same.  We  are  operating  under  the  same  rules  of  ac- 
counts and  yet  in  one  case  we  have  a  deficit  of  half  a  million  dollars 
and  in  the  other  case  a  profit  of  half  a  million  dollars.  It  is  owinf 
to  your  policy  of  renewals,  I  say,  as  to  what  is  adequate  depreciation 
allowance. 

If  we  renew  and  repair  sufficiently  to  take  care  of  the  depreciation 
we  should  not  charge  anything  to  depreciation,  and  I  can  produce  a 
score  of  men  that  will  substantiate  that  statement,  and  railroad  men 
at  that.  On  the  other  hand,  if  we  do  not  take  care  of  it  out  of  repaid 
and  renewals,  then  we  should  take  care  of  it  out  of  depreciation. 

There  is  a  note  in  the  accounting  about  accrued  depreciation  which 
must  be  deducted,  and  you  should  deduct  a  certain  amount  each  year 
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Some  roads  did  not  commence  that  until  1913.  The  New  York  Cen- 
tral, I  believe,  did  not.  None  of  the  roads,  to  any  extent,  did  it  prior 
to  1908.  •  • 

In  1910,  in  the  Advance  Rate  case,  the  Burlington  Railroad  officials, 
1  think,  subtracted  over  $8,000,000  from  their  allowances  of  depre- 
ciation in  order  to  make  the  figure  comparable.  Therefore,  I  say 
that  an  allowance  of  one-half  of  1  per  cent  may  be  more  than  ade- 
quate. It  is  owing  to  what  I  am  doing  in  my  shops  and  in  my  re- 
newals, and  that  presents  one  of  the  most  important  provisions  in  this 
bill,  the  necessity  to  take  care  of  that  maintenance  account. 

These  railroads,  it  is  rumored,  are  going  to  try  to  rebuild  their 

froperties  out  of  the  maintenance  account  during  the  war,  out  of  the 
'uolic  Treasury.  The  English  authorities  were  faced  with  the  same 
possibility,  and  the  railroads  demanded  an  increase  in  their  mainte- 
nance accounts  because  of  the  additional  wear  and  tear  and  the  cost 
of  materials,  etc.  In  addition  to  the  guaranty  they  wanted  a 
higher  allowance  for  maintenance.  The  Government  at  first  op- 
posed it,  because  they  were  afraid  of  just  exactly  what  I  have  stated 
to  you.  Finally  they  compromised  by  saying  that  there  should  be 
an  allowance  of  an  additional  12£  per  cent,  I  believe.  There  is  one 
authority  that  states  that  at  12£  per  cent,  Mr.  Dixon  and  Mr.  Parmlee. 
I  have  had  the  legislative  reference  department  make  an  analysis  of 
the  situation  here — Senator  Kenyon  did,  at  my  suggestion — and  this 
analysis  fails  to  state  the  percentage,  but  says  that  there  is  one  prac- 
tically agreed  upon.  You  can  see  the  possibilities  there,  Senator 
Pomerene,  if  I  have  made  myself  clear. 

Senator  Pomerene.  I  understand  your  position  with  reference  to 
it,  and  it  demonstrates  pretty  conclusively  that  when  it  comes  to  an 
argument  based  upon  figures  by  accountants,  eta,  that  we  have  got 
to  be  very  careful  lest  we  be  misled,  and  I  suspect  that  that  state- 
ment might  apply  to  those  who  take  an  extreme  view  either  on  one 
side  or  the  other. 

Mr.  Thorne.  Absolutely  so. 

Senator  Kellogg.  Are  you  through,  Senator  Pomerene? 

Senator  Pomerene.  Yes. 

Senator  Kellogg.  Of  course,  between  1913  and  1917  there  was  some 
increase  of  property  to  be  maintained  ? 

Mr.  Thorne.  Yes. 

Senator  Kellogg.  And  between  1913  and  1917  there  was  a  very 
large  increase  in  cost  of  material  and  labor  ? 

Mr.  Thorne.  Yes,  sir. 

Senator  Kellogg.  Do  you  say  that  the  amount  charged  to  main- 
tenance in  these  railroad  accounts  was  more  than  reasonable  to  take 
care  of  those  differences? 

Mr.  Thorne.  You  have  compared  the  two  years. 

Senator  Kellogg.  No;  I  have  compared  all  the  years  from  1913 

clear  up  to  1917. 

Mr.  Thorne.  I  thought  you  were  comparing  1913  with  1917. 

Senator  Kellogg.  No;  all  of  those  years.  The  gradual  increase, 
whatever  it  was;  was  it  any  more  than  would  take  up,  or  make  up, 
rather,  those  two  items  ? 

Mr.  Thorne.  In  1913,  the  maintenance  allowance  was  something 

like  $428,000,000. 
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Senator  Kellogg.  The  figures  are  here,  but,  generally  speaking,  I 
am  asking  you. 

Mr.  Thorne.  And  in  1917  the  amount  was*$497,000,000,  an  increase 
of  something  like  16  per  cent.  I  would  rather  not  discuss  that  until 
I  have  the  totals.  I  will  state  in  substance  this,  Senator:  That  I 
can  not  tell,  nor  do  I  claim  that  the  maintenance  allowances  are  ade- 
quate or  inadequate. 

Senator  Kellogg.  Or  excessive? 

Mr.  Thorne.  Or  excessive.  I  only  claim  this:  That  the  mainte- 
nance allowances  of  recent  years  has  been  so  'much  greater  than  in 
the  earlier  years  to  which  many  comparisons  are  made,  from  1903 
to  1907,  inclusive,  that  it  is  an  unfair  comparison  until  you  make 
a  proper  allowance  for  maintenance  in  those  years. 

Second,  I  claim  that  there  is  great  danger  of  making  excessive 
allowances  under  bookkeeping  accounting  systems,  and  that  it  should 
be  carefully  guarded. 

And,  third,  I  claim  that  if  you  put  the  maintenance  on  an  adequate 
basis  during  the  year  and  a  given  carrier  had  made  inadequate  allow- 
ances  during  the  whole  three-year  period,  then  your  standard  return 
should  correspondingly  be  reduced,  if  you  are  taking  as  your  criterion 
their  net  during  that  three-year  period,  because  if  they  had  made 
proper  allowances  during  the  three-year  period  their  standard  return 
would  be  reduced  by  that  amount  of  inadequate  maintenance. 
%  Now,  Senator  Pomerene,  I  have  not  stated  that  a  half  of  1  per 
cent  is  adequate  depreciation.  It  should  be  much  larger  than  that 
if  their  repairs  and  renewals  did  not  take  care  of  it.  The  point  that 
I  am  making  is  that  the  two  accounts  must  be  considered  in  connec- 
tion with  each  other,  and  it  is  going  to  be  a  superhuman  task  almost 
for  us  in  a  short  time  to  tell  what  is  an  adequate  maintenance. 

You  see  the  proposition  that  I  am  trying  to  make  is  that  if  yoo 
increase  your  maintenance  now  up  to  an  adequate  standard  where 
it  was  inadequate  before,  the  standard  return  during  the  three  years 
should  correspondingly  be  decreased  if  you  are  taking  that  condition 
as  the  basis  of  your  test. 

Senator  Pomerene.  I  can  understand  the  uncertainties  of  this 
whole  situation.  I  happen  to  have  in  mind  now  an  interurban  line 
out  in  my  own  State  that,  so  far  as  its  financial  statement  was  con- 
cerned, snowed  wonderful  earnings.  The  road  was  afterwards  sold 
out.  If  you  would  run  over  the  track,  you  would  find  that  it  should 
have  been  scrapped  instead  of  showing  large  earnings. 

Mr.  Thorne.  In  regard  to  the  property  account  there  is  a  third 
column  of  figures  used  by  the  railroads  in  showing  the  per  cent  of 
net  operating  income  to  property.  The  average  ratio  for  the  period 
1915  to  1917  was  5.53,  which  is  greater  than  any  other,  with  only  one 
exception,  which  is  the  period  1906  to  1908,  inclusive,  and  in  regard  to 
that  ratio  in  that  period  there  are  two  qualifications  which  must  be 
borne  in  mind.  First,  the  inadequate  maintenance  at  that  time  com- 
pared to  that  now  being  allowed,  and,  second,  the  fact  that  they  have 
included  in  their  property  account  since  1907  additions  and  better- 
ments built  out  of  surplus,  whereas  before  1908,  the  fiscal  year  1908. 
or  before  June  30,  1907,  they  were  not  required  to  include  additions 
and  betterments  built  out  of  surplus.  Consequently,  the  accounts 
are  constructed  on  a  different  basis  since  June  30,  1907,  than  prior 
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thereto,  which  tends  again  to  disqualify  that  comparison.  Although, 
taking  that  comparison,  it  still  shows  that  the  ratio  in  the  last 
three-year  period  to  alleged  property  surpasses  any  other  like  period 
in  their  history,  saving  only  the  one  I  have  named. 

Further,  in  regard  to  that  1907  period,  the  Interstate  Commerce 
Commission,  in,  their  decision  in  1911,  stated  that  the  returns  in  1907 
were  not  normal;  that  even  though  they  never  got  any  increase  in 
income  after  that  they  should  make  a  larger  property  investment, 
they  should  have  better  equipment  and  better  roadbeds;  that  they 
had  starved  their  construction,  and  the  incoming  rush  of  business 
produced  an  excessive  return. 

You  will^  find  the  statement  in  substance  as  I  have  just  outlined 
in  the  decision  of  the  Interstate  Commerce  Commission  in  the 
Eastern  Advance  Kate  case,  quoted  in  volume  20, 1.  C.  C.  Reports. 

So  that,  taking  any  of  these  standards,  return  on  capital  stock,  re- 
turn  on  capitalization,  and  return  on  property,  that  shown  for  the 
last  three  years  can  fairly  be  described  as  the  most  prosperous  in  their 
history,  on  an  average. 

If  there  is  any  other  question  about  those  statements,  I  should  be 
very  glad  to  answer  them  if  it  is  possible  lor  me  to  do  so  before  I  go 
to  the  next  subject. 

Senator  Pomerene.  Can  you  express  an  opinion  as  to  whether  or 
not  the  condition  of  the  rolling  stock  of  these  railroads  during  this 
past  three  years  has  been  better  or  worse  relatively  than  it  was  dur- 
ing a  like  period  within  the  recent  past  ?  I  ask  that  question  because 
it  has  been  claimed  that  the  rolling  stock,  and  particularly  the  motive 
power,  has  not  been  kept  up  during  the  last  few  years  as  it  was  be- 
fore.   What  is  your  judgment  about  it? 

Mr.  Thorne.  My  opinion  would  be  that  the  amount  of  new  roll- 
ing stock  has  not  kept  up  with  the  demands  of  the  country,  the  loco- 
motives especially,  and  that  goes  to  the  subiect  of  the  credit  of  the 
companies  and  their  ability  to  secure  funds  to  purchase  the  new 
equipment  and  for  the  purpose  of  new  construction. 

Senator  Pomerene.  It  goes  to  the  question,  too,  of  allowances 
which  should  be  made. 

Mr.  Thorne.  For  what? 

Senator  Pomerene.  To  these  railroads  as  compensation. 

Mr.  Thorne.  For  maintenance? 

Senator  Pomerene.  No  ;  for  general  compensation.  That  is,  it 
must  be  considered  as  one  element,  is  what  I  mean,  in  determining  the 
compensation. 

Mr.  Thorne.  If  they  have  not  spent  the  money  that  they  should 
have  spent  during  the  last  three  years  for  maintenance,  then  if  you 
fake  their  net  income  as  their  accounts  apparently  show,  you  are  tak- 
ing an  excessive  allowance  for  their  net  income.  The  carriers  have 
had  the  money.  In  the  last  year,  for  instance,  the  year  ending  June 
SO,  1917,  the  carriers  in  the  eastern  district  as  a  whole  had  a  surplus 
unappropriated  of  over  $100,000,000.  That  is  shown  in  volume  2, 
Page  2.  Their  net  income  was  $253,000,000,  and  their  appropriation 
for  dividends  was  $126,000,000.  There  are  some  readjustments  to 
profit  and  loss  amounting  to  $17,000,000.  That  is  an  addition,  how- 
ever. So  that  over  $100,000,000  these  eastern  railroads  had  last  year 
unappropriated.  Now,  if  they  should  have  appropriated  more 
money  for  buying  engines  and  cars,  why  did  they  not  do  it?    If  they 
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should  have  maintained  their  railroads  to  a  better  standard,  why 
did  they  not  do  it?  In  the  previous  year  they  also  had  an  unappro- 
priated  surplus  of  over  $100,000,000. 

Senator  Pomerene.  I  am  not  passing  upon  the  question  whether 
they  should  or  whether  they  should  not,  but  it  is  claimed,  for  in- 
stance, here  that  the  net  earnings  of  a  certain  railroad  were  a  given 
amount,  and  that  we  ought  to  allow  them  a  given  compensation,  let 
us,  say,  without  stating  what  it  is.  Necessarily,  the  net  earnings 
will  be  one  element  to  determine  what  the  compensation  should  be. 
but,  on  the  other  hand,  the  net  earnings  might  not  be  an  entirely 
safe  guide,  because  it  may  be  that  they  have  not  kept  up  their  equip- 
ment as  they  should  have  kept  it  up. 

Mr.  Thokne.  I  think  your  comment  is  absolutely  accurate,  and  I 
think  if  they  have  failed  to  keep  it  up  and  have  put  the  money  into 
their  treasuries,  that  you  should  reduce  the  standard  return  by  the 
amount  that  they  failed  to  keep  it  up. 

Senator  Pomerene.  If  they  do  not  do  their  duty,  that  might  be  a 
reason  for  reducing  the  salaries  of  the  officers,  but  that  might  not  be 
a  reason  for  interfering 

Mr.  Thorne  (interposing).  I  do  not  believe  I  have  made  the  point 
clear  or  I  do  not  think  you  would  have  made  that  comment  I  mean 
this:  Suppose  a  carrier  has  $100,000,000  net,  aside  from  their  main- 
tenance, and  they  have  spent  $50,000,000  in  maintenance,  whereas 
they  should  have  spent  $75,000,000  in  maintenance.  Under  this 
method  of  computing  the  standard  return  provided  by  the  bill,  the 
net  shown  by  that  carrier  would  be  $50,000,000  when  they  only  spent 
$50,000,000,  but  if  they  had  made  a  proper  allowance  for  main- 
tenance their  net  would  have  only  been  $25,000,000.  In  other  words. 
they  have  starved  their  road  and  showed  a  greater  net  than  they 
actually  had.  That  is  the  only  point  I  am  making  in  regard  to  that 
proposition. 

Senator  Pomerene.  The  only  point  that  I  seek  to  make  is  that  we 
must,  when  we  are  trying  to  determine,  or  the  body,  which  ever  it  is, 
the  Court  of  Claims,  for  instance,  is  trying  to  determine  what  is  a 
fair  compensation,  we  can  not  be  controlled  alone  by  the  fact  of  the 
amount  of  net  earnings. 

Mr.  Thorne.  I  think  you  are  absolutely  correct.  I  think  that 
Mr.  Anderson's  suggested  amendment  to  that,  as  he  described  it  the 
other  day,  is  proper  and  should  be  made  by  you.  I  have  not  seen  the 
language  of  his  proposed  amendment.  It  contemplated  this:  That 
any  additional  maintenance  allowance,  in  order  to  enable  the  allow 
ance  to  be  adequate,  should  be  reduced  from  the  standard  return  of 
the  three-year  period. 

Senator  Robinson.  That  is,  that  the  maintenance  should  be  com- 
puted upon  the  same  basis  that  the  standard  return  is  computed,  an»i 
if  that  was  inadequate  an  additional  <i mount  should  be  provided 
and  taken  from  the  standard  return. 

Mr.  Thorne.  Yes;  because  their  standard  return  was  thereby 
larger  than  it  would  have  been  if  it  had  been  adequate. 

Senator  Robinson.  Now,  may  I  ask  you  a  question?  You  have  been 
talking  about  comparison  of  maintenance  over  various  years  anJ 
refer  to  the  impossibility  of  reaching  a  definite  conclusion  concerning 
it.  If  I  understood  you  correctly,  do  the  railroads  keep  accounts  of 
the  principal  items  of  maintenance  as  to  rails,  etc.? 

Mr.  Thorne.  Yes,  sir. 
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Senator  Robinson.  As  to  those  principal  items,  an  accurate  com- 
parison could  be  made,  or  could  it  not? 

Mr.  Thorne.  Yes,  sir;  to  a  certain  extent.    You  must  take  into 
consideration,  though,  the  increased  cost  of  the  rails  and  the  in 
creased  cost  of  labor. 

Senator  Robinson.  Have  you  attempted  to  pursue  that  subject, 
Mr.  Thorne? 

Mr.  Thorne.  I  have  not. 

The  Chairman.  I  would  like  to  ask  you  this  question,  Mr.  Thorne: 
I  see  your  contention  is  that  where  the  railroads  have  not  put  in 
enough,  have  not  made  sufficient  allowance  for  the  maintenance  and 
have  let  it  go.  in  to  their  earnings,  they  are  getting  then  more  thab 
they  are  entitled  to.  Now,  have  you  any  suggestion  to  make,  in  de- 
termining what  shall  be  the  compensation  we  give  the  roads,  as  to  the 
amount  that  we  should  deduct  for  this  maintenance?  Have  you  any 
suggestions  to  make  as  to  the  method  we  should  pursue  to  get  an 
accurate  or  an  approximately  accurate  criterion  by  which  to  judge 
what  would  be  a  proper  allowance  for  maintenance? 

Mr.  Thorne.  No.  I  am  very  sorry  that  I  have  consumed  so  much  time 
on  this  discussion  that  is  fraught  with  so  many  complications.  The 
only  proposition  of  an  amendment  to  the  bill  that  I  suggest  in  regard 
to  that  maintenance  is  just  what  you  have  stated.  If  they  have  been 
inadequate  during  the  three-year  period  then  they  have  exaggerated 
their  net  to  that  extent  and  it  should  be  deducted  from  their  net  to 
make  the  standard  return.  That  does  not  apply  to  a  poor  road  that 
has  had  inadequate  earnings  to  make  a  proper  return  on  the  invest- 
ment, because  in  that  case  you  will  have  to  go  to  the  Court  of  Claims 
anyway.  I  am  speaking,  however,  of  the  companies  making  large 
returns  that  will  attempt  to  accept  the  offer  of  the  Government. 

Senator  Robinson.  Either  go  to  the  Court  of  Claims  or  treat  with 
them  on  an  exceptional  basis  f 

Mr.  Thorne.  Yes,  sir. 

Senator  Robinson.  Going  back  to  the  question  I  asked  you  awhile 
ago  the  railroads  do  keep  an  account  of  the  actual  miles  of  rail  used, 
and  ties,  and  things  of  that  sort,  and  so  that  as  to  principal  items  01 
maintenance  it  can  be  ascertained  definitely,  can  it  not? 

Mr.  Thorne.  You  can  ascertain  how  many  ties  have  been  put  in 
and  the  cost,  and  how  many  rails  have  been  put  in  and  their  cost. 

Senator  Robinson.  Yes. 

Mr.  Thorne.  I  am  very  sorry  I  have  consumed  so  much  time  on 
that  proposition.  The  only  proposition  is  just  as  I  have  stated,  and 
if  I  have  misled  you  as  to  any  part  of  it  I  am  very  sorry.  If  I  may 
go  to  the  subject,  shall  I,  before  lunch? 

The  Chairman.  I  wanted  to  make  the  suggestion  that  has  been 
made  to  me,  that  as  the  Senate  is.  not  in  session  to-day,  perhaps  we 
might  run  on  for  half  an  hour  longer,  if  it  is  agreeable  to  the  com- 
mittee. 

Senator  Gore.  Yes ;  let  us  do  that. 

Mr.  Thorne.  In  regard  to  the  subject  of  credit  of  these  railroads, 
it  has  been  frequently  stated  because  the  market  prices  of  bonds  have 
declined  it  is  proof  that  they  have  not  had  adequate  earnings  and 
that  their  credit  is  impaired.  You  can  not  reach  that  conclusion 
justly  until  you  consider  the  effect  of  the  general  financial  situation 
in  connection  with  it. 

43202—18 60 
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Senator  Gore.  That  is  another  case  where  you  have  to  consider 
tendencies. 

Mr.  Thorne.  It  is  necessary  to  consider  the  cost  of  money.  Now, 
over  and  above  the  additional  cost  of  the  money,  the  carrier  is  enti- 
tled to  a  net  income,  but  the  mere  fact  of  an  increase  of  rate  on  bonds 
does  not  prove  inadequate  or  declining  credit.  For  instance,  if  I 
have  to  pay  more  money  than  you  do  it  is  evident  that  my  credit  is 

Joorer  than  yours.  But  if  I  have  to  pay  a  higher  rate  to-day  than 
did  10  years  ago,  that  is  not  evidence  that  my  credit  is  poorer 
to-day  than  it  was  10  years  ago,  because  it  may  be  that  all  other 
industries  have  to  pay  more  for  money.  In  other  words,  the  credit 
reflects  the  relative  ability  of  a  person,  company,  or  corporation  to 
get  money.  In  order  to  test  the  tendencies  of  credit,  we  had  an 
analysis  made  showing  the  rate  as  closely  as  we  could  approximate 
it  to  the  pure  money  rate.  If  you  could  tell  exactly  what  the  pure 
money  rate  was,  then  you  could  tell  whether  any  individual  or  any 
company's  credit  had  declined  or  increased,  because  if  the  rate  which 
that  party  had  to  pay  had  increased  faster  than  the  pure  money  rate 
had,  his  credit  consequently  has  gone  down. 

The  Chairman.  What  do  you  mean  by  pure  money  rate? 

Mr."  Thorne.  The  cost  of  money  independent  of  the  hazard.  That 
is  speaking  roughly.  Another  gentleman  defined  it  recently  as  the 
cost  of  money  taking  into  consideration  the  factor  of  supply  and 
demand  but  independent  of  all  other  considerations. 

Senator  Robinson.  Eliminating  any  question  as  to  the  security  or 
credit. 

Mr.  Thorne.  Yes;  it  is  the  cost  of  money  without  any  personal 
hazard  involved  in  it. 

Senator  Robinson.  In  other  words,  it  might  be  stated  as  the  cost 
of  money  where  the  security  is  unquestionable, 

Mr.  Thorne.  Yes,  sir.  The  closest  we  have  to  that  is  the  Govern- 
ment rate.  The  Government  bonds,  however,  have  certain  circula- 
tion and  deposit  privileges  that  may  tend  to  make  the  rate  which  they 
have  to  pay  to  get  money  lower  than  the  pure  money  rate  because 
they  may  have  value.  On  the  other  hand,  municipal  bonds  present 
a  rate  that  is  close  to  the  pure  money  rate.  Take  the  bonds  of  the  90 
largest  cities  of  the  United  States,  there  is  some  hazard  in  connection 
with  them,  so  they  are  slightly  above  the  pure  money  rate.  We  made 
a  compilation  through  Mr.  Norton  in  the  1915  advance-rate  case  of  the 
trend  of  that  pure  money  rate  since  1900,  assuming  that  it  was  close 
to  the  mean  between  those,  eliminating  the  hazard  so  far  as  possible. 
We  found  that  the  average  rate  which  had  to  be  paid  by  the  railroads 
as  a  whole  had  increased  less  than  the  approximation  of  the  pure 
money  rate  I  have  just  described.  It  has  increased  less  than  the  rate 
that  the  Government  has  to  pay.  It  has  increased  less  than  the  rate 
paid  by  the  municipalities. 

We  used  for  the  Government  rate  those  bonds  of  the  four  greatest 
Governments  of  the  world,  in  our  judgment — the  United  States.  Eng- 
land, France,  and  Germany — up  to  the  war,  and  for  the  municipal 
rate  we  used  those  of  the  20  largest  cities  in  the  United  States.  Those 
figures  are  all  of  record,  I  believe,  having  been  introduced  in  the 
Newlands  investigation. 

Senator  Gore.  In  this  joint  investigation? 

Mr.  Thorne.  Yes. 
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Senator  Gore.  In  connection  with  whose  statement? 

Mr.  Thornb.  Mr.  Norton.  Our  desire  this  fall  was  to  bring  that 
showing  down  to  date.  It  hasr  been  stated  that  railway  securities 
have  declined  more  than  industrials  during  the  past  year.  In  order 
to  test  that  proposition  we  made  an  analysis.  In  that  connection 
there  was  one  witness  who  took  the  stand  in  the  recent  hearings  who 
made  the  statement  generally.  We  asked  this  gentleman,  who  was  a 
very  prominent  banker,  if  he  could  give  us  any  illustrations  of  indus- 
trials that  had  increased.  He  said  the  general  tendency  had  been  for 
industrials  to  increase  and  railroads  to  decline.  We  challenged  him 
to  name  any  company  outside  of  those  directly  connected  with  the 
manufacture  of  munitions  that  had  increased.  He  named  United 
States  Industrial  Alcohol,  and  it  turns  out  that  the  common  had 
Increased  and  the  preferred  had  declined  in  that  stock. 

Further,  we  took  all  of  the  quotations  quoted  in  the  New  York  Com- 
mercial and  Financial  Chronicle,  a  recognized  authority,  in  an  issue 
where  they  made  the  comparison  in  January  with  October  31.  There 
is  a  photograph  of  one  of  the  sheets  from  the  Chronicle.  There  were 
25  sheets  of  that  kind. 

Senator  Gore.  What  is  the  date  of  the  Chronicle  ? 

Mr.  Thorne.  It  is  Prices  and  Sales  for  October,  1917,  find  the  year 
to  date.  I  can  not  state  the  date.  October  or  the  1st  of  November. 
This  showed  that  there  were  11  stocks  of  the  industrials  that  had 
increased,  and  most  of  those  were  directly  connected  with  the  manu- 
facture of  munitions,  while  180  had  declined. 

The  Wall  Street  Journal  at  that  time  was  publishing  a  list  wherein 
they  showed  the  average  price  of  certain  industrials  and  railroads 
this  year  and  last  year,  and  for  the  week  ending  November  15,  1917. 
The  average  price  of  the  20  representative  railroads  had  declined  less 
than  the  average  price  of  the  20  representative  industrials  each  day 
of  that  week.  That  list,  of  course,  was  prepared  by  a  disinterested 
party,  and  we  offered  it  simply  as  showing  the  judgment  of  those 
people  in  the  selection  of  those  companies.  A  fairer  test,  however, 
than  stocks  which  fluctuate  very  greatly  is  the  tendency  as  to  bonds. 
The  exhibit  to  which  I  have  just  referred  contains  an  analysis  of  the 
market  prices  of  railroad  bonds,  also  Government  bonds,  municipal 
and  industrial  bonds. 

Comparison  of  groups  of  railroads,  municipals,  industrials,  etc 
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Our  analysis  shows  that  for  the  38  systems  in  the  East,  to  which  I 
have  referred,  or  which  it  is  stated  have  suffered  more  than  other  sec- 
tions of  the  country,  the  3  and  3£  per  cent  bonds  declined  10.9  per 
cent.  Fourteen  systems,  handling  72  per  cent  of  the  traffic  in  the 
district,  declined  11.6  per  cent. 

Senator  Gore.  What  was  the  decline  of  10  per  cent? 

Mr.  Tiiorne.  On  the  38  systems  as  a  \vhole.  The  Panama  threes, 
Government  bonds  independent  of  deposit  and  circulation  privileges, 
declined  17.6  per  cent;  municipal  bonds  12.8  per  cent;  industrials, 
three-tenths  of  1  per  cent.  There  was  only  one  industrial  bond. 
That  bond  declined  less  than  the  railroads,  Government,  or  munici- 
pals. But  the  bonds  of  the  38  systems  and  of  the  14  systems  declined 
less  than  the  Government  bonds,  the  Panama  threes,  and  declined  less 
than  the  municipal  bonds  of  the  17  largest  cities.  There  were  no 
quotations  on  the  other  three  cities  available. 

Senator  Kellogg.  Was  that  all  the  bonds  of  the  38  systems? 

Mr.  Thorne.  Yes,  sir;  between  4  and  4£  per  cent;  it  shows  that  the 
bonds  of  the  railroads  declined  less  than  the  municipals.  Of  course, 
we  did  not  have  the  quotation  of  the  Panamas.  They  declined  less 
than  the  municipals  but  more  than  the  industrials.  The  decline  on 
the  industrials  was  10  per  cent,  approximately.  The  5  and  5£  per 
cent  railroad  bonds  declined  less  than  either  the  municipals  or  the 
industrials,  and  all  above  six  declined  less  than  either  the  industrials 
or  the  municipals.  The  table,  as  a  whole,  shows  that  the  municipals 
declined  more  than  the  railroads,  and  two-thirds  of  the  industrials 
declined  more  than  the  railroads.  There  were  812  bonds  covered  in 
the  analysis,  all  of  them  being  taken.  It  must  be  remembered  in  this 
connection  that  the  industrials  are  bearing  a  higher  rate.  This  Ques- 
tion of  railroads  having  a  better  credit  than  industrials  has  been 
practically  conceded  of  record. 

Senator  Pomerene.  Mr.  Thorne,  if  it  is  not  interrupting  you,  there 
is  very  great  force  in  what  you  say  in  reference  to  the  decline  of 
these  various  classes  of  bonds,  but,  assuming  that  all  you  say  is  true 
with  respect  to  the  comparative  decline  in  the  value  of  bonds,  how 
does  that  reflect  light  upon  the  comparative  declines  of  railroad  and 
industrial  stocks. 

Mr.  Thorne.  I  gave  that  a  moment  ago,  so  far  as  I  had  it.  I  gave 
you  an  illustration. 

Senator  Pomerene.  I  know  you  gave  an  illustration  of  that,  but  I 
am  trying  to  apply  your  reasoning  now  with  respect  to  bonds  to  your 
reasoning  with  respect  to  the  decline  of  the  value  of  railroad  and 
industrial  stocks. 

Senator  Gore.  The  point,  Senator,  is  as  to  the  credit  of  the  roads. 
That  is  the  point  he  is  illustrating. 

Mr.  Thorne.  There  has  been  the  decline  of  railroad  securities,  both 
stocks  and  bonds,  but  the  decline  is  less  than  in  industrials  as  a  whole. 
It  is  less  than  the  decline  in  municipals,  and  it  is  less  than  the  decline 
in  Government  bonds  that  are  independent  of  deposit  and  circulation 
privileges. 

The  Chairman.  You  are  showing,  Mr.  Thorne,  or  attempting  to 
show,  that  the  rate  on  these  railroad  securities  expressed  in  bonds 
approximates  more  nearly  the  pure  money  rate  than  these  others! 
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Mr.  Thorne.  Yes.  The  fact  that  railroad  credit,  as  a  whole,  is 
better  than  industrial  credit  was  practically  conceded  this  past  year 
in  the  record.  Mr.  Oldham  was  the  leading  witness  among  the  experts 
offered  by  the  railroads  last  spring,  and  I  have  here  an  extract  from  his 
testimony.  This  illustrates  general  conclusions  derived  from  sta- 
tistical analyses  made  by  people  on  the  other  side  as  well  as  ourselves. 
There  is  no  substantial  dispute  between  us  on  that  conclusion. 

Here  is  the  testimony  of  Mr.  Oldham : 

In  normal  times  I  should  say  the  credit  of  all  of  those  raU roads  is  such  that 
they  could  borrow  considerable  amounts  of  money. 

Mr.  Thorne.  At  rates  as  low  as  or  lower  than  other  industrials  generally? 

Mr.  Oldham.  Why,  certainly.  Railroads  borrow  money  better  than  indus- 
trial concerns.  That  is  perfectly  true.  I  do  not  think  that  admits  of  any 
argument 

Mr.  Thobne.  That  is  all. 

Again,  Mr.  Robert  F.  Maddox  introduced  a  statement  showing 
the  yield  of  the  securities  of  20  representative  railroads  and  10 
industrials.  On  cross  examination  he  admitted  that  the  list  of 
railroads  was  representative,  including  both  strong  and  weak  roads. 
He  further  admitted  that  he  had  left  out  all  weak  industrials  and 
that  those  he  used  were  the  stronger  companies,  the  majority  of 
them  being  aided  by  the  war  by  reason  of  their  manufacture  of 
munitions  and  war  supplies.  He  further  testified  that  these  yields 
fairly  represented  the  credit  of  the  companies,  but  finally  stated  that 
his  own  exhibit  proved  the  credit  of  the  railroads  for  every  year 
during  the  past  15  years  down  to  the  present  time  has  been  better 
than  that  of  the  industrials. 

That  can  be  found  in  a  transcript  of  the  record,  page  5478.  The 
quotation  from  Mr.  Oldham's  testimony  is  found  in  the  transcript 
of  the  record,  page  5541.  The  record  to  which  I  refer  is  Ex 
Parte  57. 

Senator  Kellogg.  I  would  like  to  ask  you  a  question  there.  What 
tables  do  you  use  in  your  comparison  of  decline  of  stocks  and 
bonds? 

Mr.  Thorne.  The  two  tables  are  not  the  same.  The  decline  in 
bonds  is  taken  from  the  New  York  Commercial  and  Financial 
Chronicle,  which  makes  the  comparison  from  the  1st  or  2d  of 
January  with  October  31.  The  table  introduced  from  the  Wall 
Street  Journal  covers  the  week  ending  November  15,  1917,  com- 
pared with  the  same  period  in  1916. 

Senator  Kellogg.  During  the  period  of  the  war  there  has  been 
enormous  increase  in  the  price  oi  most  industrials  in  the  country, 
has  there  not,  in  stock? 

Mr.  Thorne.  I  should  say  that  many  of  them  have;  yes,  sir. 

Senator  Kellogg.  Generally  throughout  the  country  in  manufac- 
turing industrials  there  was  a  tremendous  increase  in  the  price  of 
their  stocks. 

Senator  Gore.  Do  you  mean  since  we  went  into  the  war  or  since 
the  war  started  ? 

Senator  Kellogg.  Since  the  war  started. 

Mr.  Thorne.  I  would  say^ "  yes  "  as  to  those  industries  connected 
with  the  manufacture  of  munitions  and  war  supplies  generally,  but  I 
would  not  say  "  all." 
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Senator  Kellogg.  But  other  manufacturers  not  manufacturing 
munitions  of  war,  iron  and  steel  of  various  kinds,  not  manufacturing 
munitions  of  war,  have  increased  enormously. 

Mr.  Thqbne.  Yes,  iron  and  steel  have. 

Senator  Kellogg.  Manv  other  manufacturers  have  increased 
enormously  in  their  prices? 

Mr.  Thorne.  Yes. 

Senator  Kellogg.  Some  of  them  five  and  six  hundred  per  cent,  like 
the  Bethlehem  Steel  Co.,  of  course. 

Mr.  Thorne.  I  do  not  know  whether  the  figures  are  correct 
Senator. 

Senator  Kellogg.  Bethlehem  Steel  went  up  from  something  like 
$35  a  share  to  something  like  $600,  did  it  not? 

Mr.  Thorne.  If  you  desire  a  statement  about  munitions 

Senator  Kellogg  (interposing).  In  a  general  way. 

Mr.  Thorne.  Munitions  nave  gone  up  very  much. 

Senator  Kellogg.  And  other  manufacturers  have  gone  up  very 
much. 

Mr.  Thorne.  The  stocks  have  not,  as  a  whole.  All  but  9  or  11  out 
of  160  some  odd  have  gone  down. 

Senator  Kellogg.  I  am  talking  about  from  the  beginning  of  the 
European  war. 

Mr.  Thorne.  Oh,  1914? 

Senator  Kellogg.  Yes;  they  have  enormously  increased  during  the 
period  of  the  European  war  up  to  January,  have  they  not? 

Mr.  Thorne.  There  is  no  question  but  what  prices  have  increased 
very  largely. 

Senator  Kellogg.  They  increased  a  great  deal  more  than  rail* 
roads  increased,  did  they  not,  during  those  vears? 

Mr.  Thorne.  You  are  now  speaking  of  stocks  or  articles?  We 
were  speaking  of  articles  a  while  ago. 

Senator  Kellogg.  Well,  you  have  been  speaking  of  stocks,  too. 

Mr.  Thorne.  If  you  are  making  your  statement  as  to  stocks,  I  can 
not  accept  the  statement. 

Senator  Kellogg.  Have  not  industrial  stocks  on  the  market  from 
1914  up  to  January  1  last  increased  much  more  than  railroad  stocks 
on  the  market? 

Mr.  Thorne.  I  think  not. 

Senator  Kellogg.  You  think  not?  Have  you  compared  them  to 
see? 

Mr.  Thorne.  No,  sir. 

Senator  Kellogg.  Then  how  do  you  know  ? 

Mr.  Thorne.  I  say,  "  I  think  not."  I  will  be  very  glad  to  make 
an  analysis  of  that  character  if  it  is  desired. 

Senator  Cummins.  Assuming  that  conclusion  is  correct,  what  is 
its  application  to  the  question  in  this  bill,  or  the  questions  in  this 
bill,  so  that  we  may  have  the  application  before  adjournment? 

Senator  Kellogg.  Exactly  the  same  application  that  he  makes* 
He  is  undertaking  to  show  that  railroad  stocks  and  bonds  have  not 
declined  any  more  than  other  stocks  and  bonds. 

Senator  Cummins.  I  am  not  asking  about  the  application  of  your 
question.  I  am  asking  Mr.  Thorne  about  the  application  of  his  con- 
clusion. 
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Senator  Kellogg.  Oh,  I  thought  you  were  asking  me  a  question. 
I  teg  your  pardon,  Senator. 

Senator  Cummins.  Oh,  no.  We  have  here  the  question  of  com- 
pensation and  the  question  of  control  over  rates.  What  is  the  appli- 
cation of  your  conclusion  to  the  matters  in  this  bill? 

Mr.  Thorne.  The  showing  that  I  have  made,  and  the  admissions 
of  railroad  officials  on  the  stand  go  to  show  that  railroad  credit  has 
not  declined,  that  the  decline  in  the  market  prices  of  their  securities 
has  been  surpassed  in  the  decline  of  the  market  prices  of  Government 
securities,  independent  of  circulation  and  deposit  privileges,  and  it 
has  been  exceeded  by  the  decline  of  municipal  securities.  Therefore, 
the  earnings  which  the  carriers  have  received  as  reflected  in  their 
credit  must  have  been  adequate ;  that  the  decline  of  the  market  prices 
is  due  not  to  railroad  credit  but  is  due  to  war  conditions,  to  the  gen- 
eral financial  situation  throughout  the  war. 

The  decline  in  values  during  the  further  progress  of  the  war  will 
be  continued.  James  H.  Oliphant  &  Co.,  of  New  York  City,  has 
made  an  elaborate  analysis  of  the  decline  in  values  of  English  se- 
curities.   I  have  here  a  statement  showing  that. 

(The  statement  referred  to  is  here  printed  in  full,  as  follows:) 


Bank  rate*  during  war. 


1914 
average, 
January- 
July. 

1915 
average. 

1918 
average, 
January- 
July. 

1910 
average, 

July- 
December. 

1917 
to  date. 

Percent. 
8.52 
2.18 
2.52 

Percent. 
5.00 
4.73 
8.70 

Percent. 
5.00 
5.00 
4.88 

Percent. 
5.95 
5.87 
5.55 

Percent. 
15.20 

5.50 

15.00 

i  Estimated.  Bank  of  England  rate  was  reduced  to  5  per  cent  Apr.  5, 1917,  at  about  the  tune  of  the  en- 
trance of  the  United  States  into  the  war. 
(From  War's  Effect  on  British  Securities,  James  H.  Oliphant  &  Co.,  New  York,  p.  23.) 

War-time  dividends  of  British  railways — A  selected  list  of  the  common,  or  ordi- 
nary, stocks  of  several  of  the  most  important  British  railways,  together  idth 
their  dividend  records,  1913  to  1916,  inclusive. 


Caledonian 

Great  Eastern 

Great  Western 

Great  Northern 

London  &  North  West- 
ern  


1913 


1914 


6 
2} 


1915 


1918 


1913 


London  &  South  West- 
ern  

Midland 

North  Eastern 

South  Eastern 

Average  .per  cent . . 


? 

4 


4.82 


1914 


61 
4 

n 


1915 


6 
3 


\ 


4.48     4.40 


1916 


7 
4 

3 


4.58 


(Prom  "War's  Effect  on  British  Securities" — James  H.  Oliphant  k  Co.,  New  York, 
p.  25.) 

The  total  par  value  of  all  securities  listed  in  London,  including  American 
securities,  bat  excluding  all  excepting  the  earlier  war  loans,  is  approximately 
$58,000,000,000.  Omitting  American  securities  from  the  list  tiie  following  esti- 
mated advances  and  declines  have  resulted : 


942        GOVERNMENT  CONTROL  AND  OPERATION  OF  RAILROADS. 


Approximate 
amount  listed. 

Aggregate  decline  esti- 
mated. 

Aggregate  advance 
estimated. 

- 

Amount. 

Percent. 

Amount.    |  Per  cent. 

S6, 000, 000, 000 
1,300,000,000 
3,400.000.000 

16,000,000,000 
6,200,000,000 
2,300.000,000 
3,800.000,000 
1,500.000,000 
2,000.000.000 
1,200,000.000 
3,000,000.000 

a5o.ooo.ooo 

600,000,000 
40,000,000 
1.50,000.000 
280,000,000 
120,000.000 
620,000,000 

$1,400,000,000 

300.000.000 

800,000.000 

3,500.000.000 

2,000,000,000 

350,000,000 

1,000,000.000 

375,000,000 

400,000,000 

200,000,000 

600,000,000 

10,000,000 

23 
23 
23 
22 
32 
15 
20 
25 
20 
17 
20 
3 

| 

I 

Foreign  government  and  municipal... 

Foreign  railways  (not  United  States). 

Public  utilities 

Iron,  coal,  and  steel 

$60,000,000 
2,000,000 

10 

Nitrate 

£ 

Oil 

Shipping 

♦15,000,000 

60,000,000 

6,000,000 

5 

Tw£  coffee,  and  rubber 

50 

Mines,  including  unlisted 

I 

Total 

48,860,000,000 

10,035,000,000 

22.38 

143,000,000 

.21 

The  approximate  net  decline,  as  above,  Is  $11,292,000,000,  equal  to  approxi- 
mately 23.1  per  cent  of  the  total  par  value  of  all  securities  listed,  excluding 
Americans.  At  what  exact  aggregate  figure  these  securities  were  selling  before 
the  war  It  would  be  difficult  to  ascertain.  It  Is,  however,  safe  to  say  that  the 
average  would  not  be  so  high  as  par ;  British  funds,  municipals,  colonials,  home 
railways,  colonial  railways,  and  foreign  Governments  usually  sold  at  a  discount ; 
bank,  insurance,  and  a  fair  proportion  of  commercial  and  industrial  securities 
were  at  a  premium. 

American  rails  listed  in  London  amounted  to  more  than  $8,000,000,000.  These 
were  mostly,  however,  listed  on  the  New  York  Stock  Exchange  also.  Other 
Americans  listed,  but  also  quoted  on  the  New  York  Stock  Exchange,  including 
United  States  Steel,  would  probably  amount  to  nearly  $2,000,000,000.  Owing  to 
the  fact  that  a  vast  percentage  of  British  holdings  in  American  securities  were 
sold  in  early  war  days,  it  is  probable  that  losses  have  also  been  realized  in  this 
class  of  securities. 

A  portion  of  the  $16,000,000,000  foreign  Government  and  municipals  is  cer- 
tainly not  held  in  Great  Britain.  This  estimated  aggregate  total  includes  Rus- 
sian and  Latin  American  bonds,  a  portion  of  which  are  held  In  France  and 
Holland.  It  also  Includes  certain  French,  German,  and  Hungarian  bonds  and 
$62,000,000  American  bonds.  It  is  possible  that  fully  $4,000,000,000  of  these 
bonds  are  not  held  in  Great  Britain.  (From  War's  Effect  on  British  Securities* 
James  H.  Oliphant  &  Co.,  New  York,  pp.  22-23.) 

On  English  railroad  securities  the  decline  has  been  something  like 
82  per  cent  since  Great  Britain  entered  the  war.  The  decline  has 
been  greater  than  that  on  industrials,  although  their  income  has  been 
absolutely  guaranteed. 

Senator  Gore.  You  say  the  decline  has  been  greater  than  on  indus- 
trials? 

Mr.  Thorne.  Yes,  sir. 

Senator  La  Follette.  You  say  you  have  a  statement  or  table  show* 
in?  all  that? 

Mr.  Thorne.  Yes,  sir. 

Senator  La  Follette.  And  you  have  put  it  in  in  connection  with 
your  testimony? 

Mr.  Thorne.  Yes;  that  shows  the  decline  in  values  in  English 
securities. 
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Senator  Pomerene.  So  that  I  understand  you  there,  when  you 
speak  of  the  declines  in  the  railway  securities,  did  you  mean  the 
stocks  or  the  bonds,  or  both  ? 

Mr.  Thorne.  I  was  speaking  generally  of  both.  The  decline  in 
values  of  English  securities  has  been,  as  estimated  by  this  statistical 
department  of  James  H.  Oliphant  &  Co.,  over  $10,000,000,000  since 
the  beginning  of  the  war,  ana  just  as  fast  as  you  increase  the  rate  at 
which  people  can  get  money  you  will  find  a  decline  in  values.  It  is 
an  inevitable  consequence  that  none  of  us  can  avoid. 

If  the  Government  of  the  United  States  has  to  pay  5  per  cent  or  6 
per  cent,  or  more,  as  other  Governments  have  after  they  have  been 
in  the  war  quite  a  time,  you  will  find  a  further  large  decrease  in  the 
values  of  railroad  securities  as  well  as  in  all  other  classes  of  securi- 
ties, generally  speaking. 

The  Chairman.  The  hour  for  recess  having  now  arrived,  the  com- 
mittee will  stand  adjourned  until  2  o'clock. 

(Thereupon,  at  12.30  o'clock  p.  m.,  recess  was  taken  until  2  o'clock 
p.  m.  of  the  same  day.) 

afternoon  session. 

The  committee  met,  pursuant  to  the  taking  of  recess,  Senator 
Joseph  Robinson  presiding. 

STATEMENT  OF  C.  A.  PROUTY,  OF  THE  INTERSTATE  COMMERCE 

COMMISSION. 

Senator  Robinson.  The  committee  will  please  come  to  orddt.  The 
chairman  has  been  detained  for  a  few  minutes  and  has  asked  that 
the  committee  proceed  with  its  business.  Some  time  ago  the  com- 
mittee requested  Mr.  Prouty  to  be  present  at  this  hour,  and  Mr. 
Thorne  has  consented  to  suspend  his  examination  for  the  moment,  the 
understanding  being  that  some  of  the  members  of  the  committee 
wanted  to  ask  Mr.  Prouty  some  questions. 

Mr.  Prouty,  some  testimony  has  been  introduced  during  the  course 
of  the  hearings,  relating,  of  course,  to  the  just  basis  of  compensation 
for  the  railroads  that  have  been  taken  over  by  the  Government  during 
war  times,  and  it  has  been  suggested  by  some  that  a  proper  basis 
would  be  the  value,  the  actual  value  of  the  property,  as  ascertained 
by  the  Interstate  Commerce  Commission.  It  is  understood  and 
generally  known  that  you  have  been  in  charge  of  that  division  of  the 
Interstate  Commerce  Commission  which  has  been  intrusted  with  the 
physical  valuation  of  properties. 

Can  you  state  generally  about  how  far  that  work  has  proceeded 
in  the  commission? 

Mr.  Prouty.  Mr.  Chairman,  what  you  want  to  know  is,  I  suppose, 
how  long  it  would  be  before  that  work  would  be  available  for  this 
purpose,  and  I  can  state  it  better  that  way. 

Senator  Robinson.  I  wish  you  would  state  it. 

Mr.  Protjtt.  We  expect  to  complete  our  inventories  as  of  about 
two  years  from  the  first  of  last  January.  That  is,  it  will  take  us  about 
two  years  more  on  the  average  to  complete  it. 
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Senator  Townsend.  Of  last  January,  or  this  January  ? 

Mr.  Prouty.  This  January.  We  expect  to  complete  our  field  work 
on  the  average  as  of  about  January  1,  1920. 

Now,  it  will  take  approximately  a  year  longer  to  produce  a  report. 
The  law  provides  that  when  a  tentative  report  has  been  prepared  by 
the  commission  it  shall  be  served  on  the  carriers  and  on  other  interested 
parties,  and  that  the  carrier  and  other  interested  parties  shall  be 
allowed  a  certain  length  of  time  in  which  to  file  their  objections. 
The  commission  is  required  to  hear  those  objections. 

How  long  it  would  take  to  hear  and  dispose  of  those  objections  I 
do  not  know,  but  I  should  say  that  in  about  three  years  I  would  be 
able  to  prepare  and  submit  to  the  commission  in  behalf  of  the  Bureau 
of  Valuation  a  report  in  the  case  of  the  principal  carriers  of  this 
country,  practically  all  of  them. 

Senator  Robinson.  Have  the  valuations  of  any  of  the  carriers 
been  completely  determined? 

Mr.  Prouty.  Tentative  reports  have  been  prepared  and  served  in 
the  cases  of  four  or  five  carriers.  Those  carriers  and  the  public  have 
filed  their  objections,  and  those  objections  are  now  pending  before 
the  Interstate  Commerce  Commission.  They  have  been  pending 
there  for  the  last  nearly  a  year  and  a  half.  They  have  not  been 
disposed  of.  They  were  finally  argued  and  submitted  to  the  commis- 
sion something  lite  three  weeks  or  a  month  ago,  and  I  assume  that 
thev  will  be,  in  the  very  near  future,  disposed  oi  by  the  commission. 

As  soon  as  that  is  done  we  shall  go  to  work  and  complete  the  other 
reports.  We  do  not  do  it  now  because  the  manner  in  which  the 
ieports  are  made  up  depends  to  a  certain  extent  upon  this  decision, 
and  if  it  turned  out  they  were  made  up  wrong  we  should  be  obliged  to 
go  to  work  and  rewrite  them,  involving  a  great  amount  of  labor. 
So  that  it  seems  better  to  wait  for  the  decision  of  the  commission, 
when  we  know  exactly  what  is  wanted  and  what  we  have  to  do,  and 
we  can  proceed  to  do  it. 

Senator  Kobinson.  The  Senators  are  free  to  ask  Mr.  Prouty  any 
questions  they  wish. 

Senator  Cummins.  I  would  like  to  ask  one  question.  From  your 
long  experience  on  the  Interstate  "Commerce  Commission  and  your 
subsequent  work  as  the  head  of  the  Bureau  of  Valuation,  will  you 
please  state  to  the  committee  whether  it  can  place  reliance  upon  the 
property  investment  account  as  shown  by  the  reports  of  the  railway 
companies? 

Mr.  Prouty.  Now,  the  investment  accounts  of  the  railway  com- 
panies of  this  country  are  absolutely  unreliable.  In  some  cases 
it  is  pretty  near  the  fact  and  in  other  cases  it  is  nowhere  near  the 
fact.  The  investment  account  as  a  rule  balances  with  the  stock  and 
bond  issues.  That  is  not  an  invariable  rule,  but  it  is  a  pretty  general 
rule.  The  railroads  have  adjusted  their  investment  accounts  90  »s 
to  take  care  of  their  securities. 

Take,  for  example,  the  investment  account  of  the  Kansas  City 
Southern,  the  cost  of  reproduction  there  was  perhaps  $50,000,000; 
their  investment  account  was  some  $90,000,000,  as  I  remember  it 
We  may  take  some  other  railroad  where  the  investment  account  would 
run  pretty  close  to  the  cost  of  reproduction,  and  I  expect  yon  will 
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find  cases  where  the  investment  account  would  be  less  than  the  cost 
of  reproduction.    We  have  not  found  any  cases  of  that  sort  yet. 

Senator  Cummins.  That  is  all  I  wish  to  ask. 

Senator  Pomerene.  Do  I  understand  from  your  answer  that  the  in- 
vestment accounts  of  these  various  railroads  indicate  substantially 
the  actual  investment! 

Mr.  Prouty.  No  ;  it  does  not  indicate  the  actual  investment  at  all. 
It  indicates  the  stock  issues  or  the  bond  issues. 

Now,  going  back  to  the  Kansas  City  Southern  for  an  illustration, 
that  road  was  built  by  construction  companies  under  contract,  if  I 
remember  right.  The  railroad  was  to  issue  for  construction  $25,000 
in  bonds  and  $25,000  in  stock  for  each  mile  of  road  completed,  mak- 
ing $50,000.  It  probably  cost  approximately  $14,000  or  $15,000  a 
mue  to  build  that  road.  The  Kansas  City  Southern  treated  in  its 
investment  account  the  issue  of  that  $50,000  a  mile  as  the  payment  of 
so  much  money,  consequently  its  investment  account  was  based  on  a 
value,  as  an  actual  investment,  of  $50,000  a  mile,  although  in  point 
of  fact  the  construction  company  paid  out  $15,000  or  $20,000  a  mile. 

Now,  generally,  in  the  history  of  the  railroad  stocks  and  bonds, 
when  securities  of  any  sort  have  been  issued  on  the  property,  those 
stocks  have  been  treated  as  cash  and  the  investment  account  has  been 
adjusted  on  that  basis. 

Senator  Pomerene.  Would  you  care  to  venture  an  opinion  as  to 
what  was  the  probable  actual  value  of  these  railroad  properties? 

Mr.  Prouty.  Senator,  that  opinion  would  be  the  wildest  sort  of  a 
I  would  not  object  to  giving  an  opinion  if  there  were  any 
for  it,  but  there  is  absolutely  no  basis  for  that  opinion. 

Senator  Pomerene.  Of  course,  I  have  heard  your  statement  that 
there  are  several  of  these  railroads  on  which  you  nave  completed  your 
appraisal,  but  whether  you  have  gone  far  enough  to  justify  your 
venturing  an  opinion  in  the  matter  I  did  not  know. 

Mr.  Prouty.  No,  sir. 

Senator  Pomerene.  I  suppose,  Mr.  Prouty,  that  when  a  railroad 
goes  into  bankruptcy  and  is  reorganized  a  new  property  account  is 
made,  or  does  it  take  up  the  old  one  ? 

MrTPaotrrr.  Well,  that  depends  upon  the  terms  of  the  reorganiza- 
tion, but  generally  they  do  begin  a  new  investment  account.  The 
property  is  usually  taken  over  by  a  new  corporation,  and  that  cor- 
poration would  begin  a  new  investment  account. 

Senator  Pomerene.  Are  those  more  reliable  where  there  has  been 
a  reorganization  ? 

Mr.  Prouty.  That  depends  on  who  reorganizes  it  Sometimes  the 
capital  is  increased  by  the  reorganization  and  sometimes  decreased. 
In  the  case  of  the  Kansas  City  Southern  there  was  one  reorganization 
and  the  capital  was  increased. 

Senator  Kellooo.  You  do  not  consider,  however,  Mr.  Prouty,  that 
the  Kansas  City  Southern  is  a  fair  illustration  of  all  the  railroads? 

Mr.  Prouty.  No,  sir;  the  Kansas  City  Southern  is  a  pretty  good 
railroad,  though,  Senator,  and  it  is  typical  of  railroads  that  were 
constructed  in  about  that  period  and  section. 

Railroads  in  this  country  were  constructed  at  different  periods, 
and  they  were  constructed  on  different  theories.    About  that  time 


946        GOVERNMENT  CONTROL  AND  OPERATION  OF  RAILROADS. 

Mr.  Stillwell  was  operating  and  everybody  operated  in  that  way, 
and  most  railroads  were  constructed  in  that  way. 

Senator  Kellogg.  A  good  many,  however,  have  had  some  of  that 
squeezed  out. 

Mr.  Prouty.  Lots  of  them.  Take  the  steel  road  of  the  E.  GL  &  E. 
of  the  Steel  Co. 

Senator  Kellogg.  In  Minnesota  ? 

Mr.  Prouty.  No;  in  Chicago;  the  E.  (J.  &  E.  There  was  a  road 
that  was  capitalized  in  the  same  way  to  begin  with,  but  to-day  its 
investment  acount  does  not  much  exceed  the  cost  of  reproduction. 

Senator  Kellogg.  I  suppose  that  is  probably  true  of  the  iron  roads 
there  in  Minnesota? 

Mr.  Prouty.  I  expect  it  is. 

Senator  Kellogg.  Their  capital  is  more,  and  there  is  a  pretty  good 
deal  of  money  in  them.    I  have  no  other  questions. 

Senator  Robinson.  We  thank  you  very  much.  That  is  all  for  the 
present. 

STATEMENT  OF  ME.  CLIFFORD  THOENE— Continued. 

Mr.  Thorne.  Gentlemen,  this  morning  attention  was  called  to 
page  16  of  Exhibit  1,  showing  the  eastern  district  revenues  and 
expenses.  The  heading  on  that  table  was  correct,  and  it  should 
remain  as  it  is  in  the  print.  We  will  furnish  the  members  of  the 
committee  an  additional  sheet  showing  the  western  district.  The 
sheet  that  was  introduced  showed  the  eastern  district  less  taxes  in 
one  case,  and  in  the  other  case  it  included  taxes  with  the  operating 
expenses. 

This  morning  Senator  Kellogg  asked  me  in  regard  to  the  dividend 
rate,  the  average  dividend  rate  on  railroads  as  a  whole  in  the 
United  States. 

Senator  Kellogg.  No  ;  I  do  not  think  I  asked  that 

Mr.  Thorne.  Then  the  subject  was  brought  up.  Perhaps  it  was 
not  you. 

Senator  Kellogg.  No  ;  I  did  not  ask  the  question. 

Mr.  Thorne.  The  average  dividend  rate  in  1916  on  all  stock  yield- 
ing dividends  was  7.98  per  cent. 

Senator  Pomerene.  Does  that  include  preferred  as  well  as  com- 
mon? 

Mr.  Thorne.  It  is  just  capital  stock,  which  includes  both.  This 
figure,  7.98,  is  larger  than  any  year  excepting  the  average  in  1911 
and  1908.  The  average  rate  on  all  stock  in  1916  was  4.71  per  cent. 
This  was  greater  than  in  any  other  year  since  1888,  except  1914,  1911. 
and  1910. 

Senator  Robinson.  Will  you  not  make  a  distinction  and  explain 
the  difference  between  capital  stock  and  all  stock,  as  you  refer  it  it ! 
What  do  you  mean  by  that  ? 

Mr.  Thorne.  I  make  this  distinction :  One  class  includes  all  stock 
yielding  dividends.  The  commission  makes  that  separation ;  it  gives 
the  rate  on  all  stock  outstanding,  whether  it  yields  dividends  or  not, 
and  then  it  makes  a  computation  showing  the  average  rate  on  all 
stock  yielding  any  dividends. 
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The  average  rate  on  all  stock,  including  that  yielding  dividends, 
as  well  as  that  not  yielding  dividends,  in  1916,  which  is  the  last  avail- 
able year,  is  over  twice  as  great  as  it  was  in  1888  and  considerably 
over  twice  what  it  was  in  1890.  The  stock  in  those  early  days  did 
not  yield  much  average  dividends,  the  average  being  in  the  neighbor- 
hood of  2  per  cent. 

Of  course,  at  that  time  it  was  common  knowledge  that  there  was  a 
great  deal  of  what  is  commonly  called  "water"  in  the  stock.    I 

? resume  that  you  are  familiar  with  the  testimony  of  Henry  V.  Poor, 
believe,  to  the  effect  that  two-thirds  of  the  capital  stock  did  not 
represent  actual  investment.  As  time  has  passed  the  ratio  of  that 
character  of  stock  to  the  total?  I  think,  has  declined. 

In  this  connection  we  submit  a  table  showing  the  ratio  of  dividends 
to  capital  stock  outstanding  and  the  ratio  of  net  operating  income  to 
the  "  book  value  "  of  American  railways  as  a  whole. 

Average  rate  per  cent  on  all  stock  and  on  dividend-yielding  stock,  all  railways 

in  Unitd  States. 

[Authority:  Interstate  Commerce  Commission's  Annual  Reports  of  Statistics  of  Railways  in  the  United 

States.] 


Years. 

Average 
rate  of 

dividend 
on  all 
stock. 

1888 

$2.08 

1889 

1.93 

1890 

1.97 

1891 

2.05 

1892.... 

• 

2.11 

1893 

2.  Id 

1894 

1.97 

1895 

1.72 

1896 

1.68 

1897 

1.62 

1898 

1.78 

1899 

2.01 

1900 

2.39 

1901 

2.70 
3.08 

1902 

Average 

rate  of 

dividend 

on 
dividend- 
yielding 
stock. 

i.    _  _ 

15.38 
5.04 
5.45 
6.07 
5.35 
5.58 
5.40 
5.74 
5.62 
5.43 
6.29 
4.96 
5.23 
5.26 
5.56 


Years. 

Average 
rate  of 

dividend 
on  all 
stock. 

Average 
rate  of 

dividend 
on 

dividend* 

yielding 
stock. 

1903 

3.20 
3.50 
3.63 
4.01 
4.19 
5.30 
4.18 
6.00 
6.43 
4.64 
4.22 
5.13 
3.80 
4.71 

5.70 

1904 

6.09 

1905 

5.78 

1906 

6.03 

1907 

6.23 

1908 

8.07 

1909 

6.53 

1910 

7.50 

1911 

8.03 

1912 

7.17 

1913 

6.37 

1914 

7.97 

1915 

6.29 

1916 

7.98 

948       GOVERNMENT  CONTROL  AND  OPERATION  OF  HAILB0AD8. 

Book  cost  of  road  and  equipment  and  income  from  operation,  all  railways  t* 

United  States. 


0) 

Year. 

(2) 

Income  from 
operation. 

(3) 

Book  cost  of 

road  and 
equipment. 

(4) 

Average  In- 
come per  mile 

operated, 
adjusted  to 

eliminate 

effect  due  to 

duplication 

on  account 

of  trackage. 

(5) 

Average 
book  cost  of 

road  and 

equipment. 

per  mile  of 

road. 

(•) 

Ratio  of 

column  4  to 

eolunm&. 

1801 

$331,593,407 
356,355,852 
356,315,886 
303,822,201 
309,818,614 

$8,738,533,165 
8,564,394,830 
8,937,545,760 
9,073,470,532 
9,203,490,619 

$2,106 
2,249 
2,151 
1,771 
1,788 

Per  oaL 

1892 

$50,675 
65,424 
55,323 
54,867 

3.77 

1893 

3.8S 

1894 

3.26 

1895 

3.31 

Total 

1,657,905,900 

«  35,778,901,741 

2,006 

56,210 

3.57 

1896 

337,209,541 
326,427,165 
385,524,121 
410,303,487 
477,284,030 

9,500,327,733 
9,709,329,228 
9,760,581,424 
9,901,840,805 
10,263,313,400 

1,902 
1,830 
2,150 
2,252 
2,554 

54,644 
55,586 
57,395 
56,079 
56,567 

3.43 

1897 

3.29 

1898 

3.75 

1899 

4.02 

1900 

4.53 

Total 

1,936,748,344 

49,195,392,590 

2,143 

56,052 

3.S 

1901 

507,184.395 
555,666.083 
585,458,486 
574,581,484 
628.405,575 

10.405,095.085 
10.658.321,376 
10,973.504,903 
11.511.537.131 
11,951.348.949 

2,670 
2,853 
2,936 
2.794 
3.001 

56.941 
56.862 
56.616 
57,893 
58,808 

4.0 

1902 

5.01 

1903 

5.19 

1904 

4.83 

1905 

5.10 

Total 

2.851,296,023 

55,499,807.444 

2.854 

57.449 

4,97 

1906 

714,102.281 
760. 277. 389 
645.681,895 
732,642,083 
826,466,756 

12,420,287,938 
13,030.344,328 
13.213,766,540 
13,609,183,515 
14,387,816,099 

3,330 
3.470 
2,952 
3,276 
3.644 

59,024 
61,816 
61,779 
61.391 
63,631 

6-50 

1907 

6.61 

1908* 

4.78 

1909» 

6.34 

1910* 

6.3 

Total 

3,679,170,404 

66,661,398,420 

3.337 

61,679" 

6.41 

1011  * 

768,213,345 
751.266,806 
829. 863. 248 
704.685,079 
728,212,079 

•  15,195,262,635 
«  15.874.579.626 

•  16,351,639.266 
«  16,936,697,840 
'17,247,101,881 

3,304 
3,190 
3,584 
3,006 
2,972 

67.8S3 
69.049 
70.042 
71,770 
72,689 

4.7 

1912* 

4.82 

1913* 

6.12 

1914* 

4,19 

1915* 

4.03 

Total 

3.782,240,557 

81,605,281,248 

3,208 

70,321 

4.S6 

1916« j 

1917« | 

1.043. S39. 822 
1,069,750.514 

•17,525,576,908 

4.247 
'4,851 

73,209 
7  74,500 

6.9 
'6-50 

i 

1  Does  not  include  figures  for  1891,  as  no  mileage  is  stated  for  that  year. 

*  Returns  do  not  include  data  for  switching  and  terminal  companies. 

»  Represent  returns  for  Class  I  and  Class  II  roads  and  their  nonopernting  subsidiaries. 

*  Represent  returns  for  Class  I  and  Class  II  roads  and  their  nonoperating  subsidiaries.    Figures  arc  takes 
from  the  1913  statistical  report. 

*  Returns  for  operations,  columns  2  to  4.  aro  based  on  figures  which  exclude  returns  for  so-called  small 
roads  and  switching  and  terminal  companies. 

*  Figures  in  column  2  aro  from  monthly  reports  of  revenues  and  expenses  of  Class  I  roads,  excluding 
switching  and  terminal  companies. 

»  Based  on  estimated  figures. 

•Authority:  Thirty-first  Annual  Report  of  the  Interstate  Commerce  Commission  to  Congress,  Dec  1. 1917. 

Also,  this  morning  a  question  was  asked  me  as  to  the  maintenance. 
In  the  noon  hour  Mr.  Walker  compiled  a  little  table,  which  I  will 
offer  in  connection  with  my  statement,  showing  that  the  total  main- 
tenance of  the  eastern  railroads,  38  systems  as  a  whole,  in  1913  was 
$60,000,000  greater  than  ever  before,  the  figures  being  $429,000,000  in 
round  numbers.  In  1914  it  was  greater  than  that — $440,000,000;  in 
1915  it  was  $403,000,000;  in  1916  it  was  $452,000,000;  in  1917  it  was 
$498,000,000. 
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Tendency  of  total  maintenance  charge*,  38  systems,  eastern  railroads. 


1900 

1901 

1902 

1903 

1904 

1905 

185,513,377 
95,252,095 

193,174,841 
100,037,599 

$104,699,676 
110,656,484 

$114,072,304 
122,840,040 

$111,254,666 
137,499,984 

$115,923,848 
147,527,146 

180,765,412 

193,212,440 

215,356,160 

236,912,344 

248,754,050 

263,455,994 

1906 

1907 

1908 

1909 

1910 

1911 

$127,817,029 
164,678,841 

$139,368,682 
180,573,392 

$131,493,513 
17*,  399, 318 

$122,689,062 
173,206,013 

$146, 027,  an 

196,574,213 

$151, 60S,  653 
202,726,306 

292,495,870 

319,947,074 

309,802,861  |  295,804,075 

342,601,264 

354,331,959 

1912 

1913 

1914 

1915 

1916 

1917 

$152,254,600 
210,833,443 

$181,470,439 
247,819,697 

$179,568,510 
261,130,524 

$159,474,913 
243,934,164 

$175,764,304 
276,761,522 

$187,962,149 
310,665,596 

369,068,043 

429,290,130  1  440,699,034 

403,409,077 

452,525,826 

498,627,745 

Commissioner  Anderson.  Mr.  Chairman,  may  I  ask  a  question  in 
that  connection? 

Senator  Robinson.  Yes,  sir. 

Commissioner  Anderson.  Have  you  ever  gone,  Mr.  Thorne,  into 
the  question  whether  the  increased  cost  of  maintenance  that  the 
roads  have  been  charging  up  has  any  connection  with  the  increased 
weight  of  rolling  stock  and  engines? 

Mr.  Thorne.  I  think  that  unquestionably  the  increased  weight  of 
rolling  stock,  both  engines  and  cars,  has  occasioned  an  increase  in 
maintenance.  However,  we  have  that  figure  reflected  as  to  locomo- 
tives in  the  maintenance  per  hundred-pound  traction  power,  which 
would  indicate  that  the  maintenance  was  much  larger  during  the  last 
few  years  than  in  early  years.  However,  in  that  connection  you  must 
still  take  into  account  the  increased  cost  of  materials. 

Commissioner  Anderson.  Yes,  but  what  I  wanted  to  get  at  is  not 

Juite  apropos  to  this  issue,  and  I  ask  it  because  you  have  so  much  in- 
ormation.  Have  you  made  a  careful  study  as  to  whether  this  in- 
creased weight  of  rolling  stock  is  a  real  increase  in  the  efficiency 
of  the  railroads,  or  whether  it  is  being  consumed,  so  far  as  apparent 
economies  are  concerned,  in  increased  cost  of  maintenance,  and  in 
tremendously  increased  cost  of  overhead,  due  to  the  necessity  of  re- 
building a  good  share  of  the  railroads  to  take  care  of  this  heavier 
rolling  stock?    Have  you  ever  been  into  that  ? 

Mr.  Thorne.  To  some  extent  only.  It  is  unquestionably  true  that 
the  building  of  larger  engines  has  required  a  strengthening  of  the 
roadbed,  the  expenditure  of  very  large  sums  in  heavier  rails  and 
heavier  ballast. 

Commissioner  Anderson.  And  bridges? 

Mr.  Thorne.  And  bridges ;  and  we  have  been  going  through  what 
might  be  fairly  described  as  a  reconstruction  period  since  1910,  or 
in  that  neighborhood. 


In  regard  to  the  showing  this  morning  as  to  maintenance,  my  con- 
clusion can  fairly  be  stated,  I  believe,  that  I  do  not  make  any  claim 
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as  to  whether  the  maintenance  was  adequate  or  inadequate  during 
recent  years.  My  only  point  is  that  it  is  much  in  excess  of  former 
years,  and  if  it  has  been  inadequate,  then  thejr  have  exaggerated  their 
net  revenues.  If  you  make  it  adequate  during  the  war  period  you 
should  take  into  consideration  that  fact. 

Summarizing  my  showing  as  to  the  revenues  of  the  carriers,  I  be- 
lieve it  can  not  be  successfully  controverted  that  the  figures  I  have 
offered,  and  those  offered  by  the  railroads,  demonstrate  that  the  gross 
revenues,  the  net  revenues,  the  ratio  of  net  revenues  to  property,  the 
ratio  of  net  income  to  capital  stock,  the  ratio  of  net  income  to  total 
capital  obligations,  have  all  been  greater  on  an  average  during  the 
past  three  years  than  ever  before  in  their  history. 

In  that  summary  there  is  only  one  exception,  that  is,  the  ratio  to 
property  during  the  past  three  years  is  slightly  less  than  the  figures 
of  1906  to  1908,  inclusive,  and,  as  I  stated,  the  decision  of  the  com- 
mission in  the  1911  Advance  Rate  Case,  written  by  Mr.  Commissioner 
Prouty,  clearly  stated  that  the  1907  situation  was  not  normal,  that 
the  roads  had  not  kept  up  their  property  adequately,  and  even  though 
they  did  not  receive  any  more  income  the  shipping  public  was  entitled 
to  a  better  property. 

In  regard  to  the  property  investment  figures  since  June  30,  1907. 
they  have  more  nearly  approached  the  money  put  into  the  property 
than  prior  thereto.  But  aU  of  the  errors  in  the  property  investment 
figures  as  of  June  30,  1907,  are  substantially  reflected  in  the  figures 
to-day  up  to  that  extent.  In  other  words,  they  took,  generally  speak- 
ing, the  basis  of  1907  and  added  to  that  figure.  So  that  the  comments 
of  the  commission  as  to  the  situation  in  1907  are  still  true,  generally 
speaking,  as  of  the  property  to-day,  to  the  extent  that  they  were  in 
error  at  that  time. 

The  Interstate  Commerce  Commission  in  their  report  to  Congress 
for  the  year  1908,  page  85,  made  this  statement  in  regard  to  this 
alleged  cost  of  property : 

"Every  balance  sheet  begins  with  'cost  of  property,'  against 
which  is  set  a  figure  which  purports  to  stand  for  the  investment. 
This  is  no  place  to  enter  upon  an  extended  criticism  of  the  practice 
of  American  railways  in  the  matter  of  their  property  accounts,  nor 
is  such  a  criticism  necessary  for  the  purpose  in  hand.  It  is  sufficient 
to  refer  to  the  well-known  fact  that  no  court,  or  commission,  or  ac- 
countant or  financial  writer  would  for  a  moment  consider  that  the 
present  balance-sheet  statement  purporting  to  give  the  '  cost  of  prop- 
erty '  suggests,  even  in  a  remote  degree,  a  reliable  measure  either  of 
money  invested  or  of  present  value. 

Since  that  date  they  have  changed  their  method  of  compilation 
of  that  figure;  the  effect  of  the  change  of  policy  has  been  very 
substantial. 

Senator  Bristow  yesterday  referred  to  one  striking  illustration  of 
that  in  connection  with  the  Pennsylvania,  stating  that  it  had  put 
$350,000,000  of  earnings  into  the  property  since  1907.  Prior  to  that 
they  did  not  do  so  to  any  substantial  extent  whatsoever. 

Now,  how  meaningless  is  a  comparison  of  a  rate  to  property  to-day 
to  a  rate  to  property  at  that  time  on  the  Pennsylvania  Railroad?  If 
you  had  included  the  property  built  out  of  earnings  at  1907,  vou 
would  have  had  a  lowf  Mte  of  return  in  1907.    So  that,  regardless 
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of  your  conclusion  as  to  whether  these  surplus  earnings  should  be  in 
or  out  of  the  property,  the  comparison  is  fallacious. 

In  regard  to  tne  $350,000,000  of  construction  out  of  earnings,  it 
deserves  some  slight  modification  that  did  not  occur  to  President  Rea 
on  the  witness  stand.  If  there  were  notes  issued  during  the  latter 
part  of  1917,  the  proceeds  from  the  sale  of  which  have  not  been  re- 
flected, it  would  distort  it  to  some  extent.  That  is,  in  the  very  last 
year. 

Second,  there  might  have  been  some  income  from  outside  invest- 
ments that  would  ftirther  modify  thatTigure.  If  I  remember  cor- 
rectly, there  are  something  like  $75,000,000  in  round  figures  that  the 
Pennsylvania  system  invested  in  outside  securities.  Now,  somebody 
else  may  say  to  you  that  there  are  $300,000,000.  You  will  have  to 
be  careful  there  and  ask  which  property  he  is  speaking  of.  The 
investment  in  outside  securities  by  the  Pennsylvania  Railroad  is 
different  from  that  of  the  Pennsylvania  system. 

I  was  referring  in  my  statement  to  the  Pennsylvania  system,  and 
using  the  figures  that  the  railroads  themselves  put  in  evidence  in 
that  case.  No  person  can  contradict  it.  That  investment  out  of  earn- 
ings might  be  still  greater,  but  we  are  confident,  taking  into  con- 
sideration both  of  the  modifying  factors  that  I  have  just  described, 
the  Pennsylvania  system  has  put  in  out  of  earnings  in  the  property 
since  1907  in  the  neighborhood  of  $275,000,000  to  $300,000,000,  at 
least,  while  they  have  put  into  property  out  of  the  sale  of  securities, 
something  like  $150,000,000. 

In  other  words,  the  American  people  have  built  almost  twice  of  the 
Pennsylvania  Bailroad  system,  what  the  owners  themselves  of  the 
property  have  put  into  the  property  out  of  new  money. 

Senator  Townsend.  Repeat  that  again.    I  did  not  hear  that. 

Mr.  Thorne.  The  public,  through  the  rates  they  have  paid  have 
furnished  the  money  with  which  to  build  almost  twice  as  much  of 
the  property  of  the  Pennsylvania  since  1907,  as  the  owners  of  the 
property  themselves  have  built  out  of  money  which  they  have  put  in. 

Senator  Kellogg.  Since  the  same  date? 

Mr.  Thorne.  Since  the  same  date. 

Commissioner  Anderson.  They  paid  6,  or  7,  which,  during  that 
time? 

Mr.  Thorne.  Six,  regularly. 

Commissioner  Anderson.  Did  they  not  pay  7  for  a  while? 

Mr.  Thorne.  I  think  not.    Maybe  they  did. 

The  question  now  relates  to  this  property  account.  I  made  a 
statement  in  opening  in  which  1  referred  to  additions  and  better- 
ments out  of  surplus  earnings,  and  in  which  I  stated  that  if  the 
railroads  now  demand  that  additions  and  betterments  built  out  of 
surplus  should  be  capitalized,  they  are  repudiating  the  admissions 
of  the  leading  witness  for  the  western  railroads  and  the  leading  wit- 
ness for  the  eastern  railroads  in  the  1910  advance  rate  case.  They 
are  adopting  a  principle  which  the  commission  unanimously  said  in 
1911  was  unjust. 

In  considering  this  situation  to-day  we  are  not  dealing  with  a 
rate  case,  nor  are  we  dealing  with  a  purchase  of  the  properties. 
These  companies  still  retain  the  title,  and  if  the  Supreme  Court  allows 
an  increase  in  land  values  2,  3,  5,  or  10  years  hence,  when  they  get 
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their  properties  back  they  will  have  that  much  added,  as  the  land 
values  will  have  increased. 

Again?  the  properties  remaining  their  own  during  a  perilous  time 
in  our  history,  are  being  shielded  from  the  hazards  of  the  war.  We 
are  entering  a  period  that  will  be  very  perilous  to  industries  gen- 
erally, and  after  that  period  has  passed  the  railroads  may  or  may 
uot  get  their  properties  back,  but  their  valuation  will  be  determined 
as  of  that  date,  unquestionably.  That  is  different  from  a  purchase 
at  this  date.  It  is,  in  the  meantime,  very  analogous  to  operation  by 
the  companies  subject  to  the  public  paying  a  return.  The  public 
is  going  to  continue  to  pay  this  return,  not  in  freight  rates,  perhaps, 
but  out  of  the  Treasury,  and  that  is  a  guaranteed  return.  It  is  not 
a  return  which  one  company  would  agree  to  pay  another  company, 
but  it  is  a  return  with  all  of  the  wealth  and  credit  of  the  Government 
back  of  it.    In  other  words,  it  is  a  Government  bond. 

What  are  the  purposes  of  this  surplus?  What  are  the  statements 
of  the  commission  as  to  the  purposes  of  the  surplus,  and  the  state- 
ments of  the  railroad  officials  on  the  same  subject?  Every  man  in 
business  must  recognize  that  in  ordinary  times  a  company  engaged 
in  any  industry  should  have  some  surplus  for  the  purpose  of  tiding 
them  over  lean  years.  Even  though  you  give  them  an  adequate  re- 
turn on  their  investment,  if  that  is  restrained  they  ought  to  have  a 
surplus  for  building  nonrevenue  producing  improvements.  The  rail- 
road occupies  a  different  relationship  to  the  public  than  most  of 
the  other  industries.    They  are  exercising  a  governmental  function. 

Up  to  the  coming  of  the  steam  engine,  the  public  generally  owned 
the  right  of  way;  they  owned  the  public  highways.  We  require  of 
them  a  performance  of  certain  functions  that  we  do  not  require  of 
other  industries.  We  say  to  the  railroads,  "  You  have  to  build  better 
tracks;  you  have  to  build  overhead  crossings,  underground  crossings: 
you  have  to  put  on  safety  appliances" — many  investments  we  re- 
quire of  them  that  do  not  produce  revenue.  In  return  for  that  the 
railroads  say  you  ought  to  build  those  and  not  compel  us  to.  We 
are  entitled  to  a  reasonable  return  upon  the  money  that  we  put  in. 
and  these  nonrevenue  producing  improvements,  if  we  are  compelled 
to  put  them  in,  you  ought  to  build  them.  The  Government,  through 
the  Interstate  Commerce  Commission,  has  sanctioned  that  policy. 

But  the  question  then  came  up,  if  the  public  allows  rates  adequate 
to  build  these  nonrevenue-producing  improvements,  create  a  surplus 
for  tiding  over  lean  years,  ought  we  in  addition  to  paying  you  a 
reasonable  return  on  the  money  you  put  in,  also  to  pay  a  return  on  the 
money  we  put  in  ?  And  the  railroad  presidents  have  frankly  stated. 
44  No ;  we  do  not  expect  to  capitalize  that." 

Now,  it  would  be  of  little  value  for  me  to  continue  that  argument 
I  think  it  would  be  best  for  me  to  simply  read  to  you  gentlemen  the 
statements  of  the  commission  and  the  statements  of  the9e  railroad 
officials  in  support  of  the  claims  that  I  have  made. 

First,  as  to  the  commission's  statement  in  the  Western  Advance 
Rate  case,  1910  (20  I.  C.  C,  p.  307),  at  page  340.  It  perhaps  might 
deserve  a  little  bit  more  introduction.  The  opinion  is  written  by  Mr. 
Commissioner  Lane.  It  is  a  unanimous  opinion,  rendered  by  the 
Interstate  Commerce  Commission.  He  is  now  speaking  of  the  claim 
of  the  railroads  that  if  they  put  back  into  the  property  monev  derived 
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from  earnings  they  should  be  able  to  increase  their  rates  to  take  care 
of  that. 

"  It  is  idle  to  spend  time  in  nice  processes  of  reasoning  over  such  a 
condition  of  facts,"  said  Commissioner  Lane.  "  Public  policy,  the 
welfare  of  the  State,  forbids  the  adoption  of  any  such  working 
theory." 

Again,  in  the  same  opinion,  he  said,  at  page  342 : 

This  investment  must  take  care  of  itself.  It  must  bring  a  return  for  itself 
either  in  increased  traffic  or  in  reduction  of  expenses  of  operation.  There  is  no 
justification  for  the  investment  of  this  surplus  if  it  is  to  have  the  effect  of  in- 
creasing the  rates  upon  the  shippers  over  the  original  line. 

There  are  just  one  or  two  more  expressions.  Here  is  that  of  the 
Public  Service  Commission  of  New  York  in  the  case  entitled  Re  Rates 
of  Queensborough  Gas  &  Electric  Co.  (2  P.  B.  S.  C,  first  district, 
New  York,  p.  544)  at  page  575 : 

It  is  not  reasonable  to  require  consumers  to  pay  higher  rates  thnn  they 
otherwise  would  be  required  to  pay  in  order  that  these  higher  rates  may  provide 
funds  from  which  to  construct  additional  plant,  which  becomes  the  property  of 
the  company.  Such  plant  and  property  is  ordinarily  paid  for  out  of  capital 
but  whether  this  course  is  followed  or  the  stockholders  voluntarily  relinquish 
a  share  of  their  dividends  in  order  to  increase  the  value  of  their  property  has  no 
relation  to  this  case.  Suffice  it  to  say  that  the  consumers  should  not  be  required 
to  pay  higher  rates  and  thereby  make  a  donation  to  the  company  or  to  its  stock- 
holders. The  company  has  not  suggested  that,  if  such  contributions  be  made, 
stock,  bonds,  notes,  or  other  liabilities  will  be  issued  to  those  who  provide  the 
funds. 

I  will  give  you  now  the  testimony  of  Mr.  Ripley.  Mr.  Ripley,  the 
president  of  the  Santa  Fe  Railroad,  testified  as  follows: 

Senator  Watson.  When  and  where? 

Mr.  Thohne.  In  the  1910  advance-rate  case  before  the  Interstate  Commerce 
Commission.  The  extract  that  I  shall  read  will  be  found  in  the  Senate  docu- 
ment in  which  that  was  printed,  Document  No.  725.  volume  4,  Sixty -first  Con- 
gress, third  session,  at  or  about  page  2358. 

Mr.  Norton.  What  is  your  idea  as  to  what  improvements  should  be  made  out 
of  the  earnings,  and  what  out  of  capitalization?  That  is  to  say,  should  the  rates 
in  this  case  be  increased  so  that  improvements  may  be  made  directly  from 
the  earnings? 

Now,  that  is  the  way  the  question  arises,  and  the  subsequent  testi- 
mony will  indicate  what  he  intended  to  do  with  the  property  so  built 
and  whether  he  intended  that  it  should  be  capitalized  later. 

Mr.  Riplet.  Well,  in  part.  There  are  certain  classes  of  expenditures  that 
should  be  made  from  earnings  always  rather  than  from  the  sale  of  either  stocks 
or  bonds. 

Mr.  Norton.  For  example? 

Mr.  Ripley.  Well,  for  example,  a  very  large  class  of  expenditures  that  return 
no  Interest  upon  which  there  is  no  possible — no  probability  and  no  possibility  of 
any  direct  return  either  in  saving  of  expenditures  or  increasing  the  earnings. 
In  that  class  are  the  various  restrictions  and  improvements  demanded  by  munici- 
palities. Where  we  are  obliged,  for  Instance,  to  elevate  our  tracks  in  the  cities. 
That  is  something  that  the  return  from  which  financially,  from  a  railroad  standi 
point,  amounts  to  nothing.  It  is  of  safety  to  the  public — convenience  to  the 
public — and  in  a  certain  way  it  is  a  convenience  to  the  railroad,  but  the  Interest 
on  the  cost  of  an  improvement  of  that  kind  is  ten  to  twenty  or  thirty  times  any 
benefit  that  accrues  from  it  to  the  railroads  themselves. 

The  building  of  fine  stations,  while  it  gratifies  the  local  pride  of  a  community, 
while  every  little  town  along  the  line  wants  a  station  which  shall  be  the  pride 
of  the  place,  and  in  most  cases  the  very  best  building  in  the  city — does  not  sleep 
nights,  so  to  speak,  until  it  gets  something  of  that  kind,  particularly  if  another 
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town  has  It — all  those  things  cost  the  railroad  a  great  deal  of  money,  yet  pay 
the  railroad  absolutely  nothing  in  return. 

The  same  is  true  with  the  paving  of  streets.  The  communities  ail  along  our 
line — and  they  improve  as  they  grow  up  from  country  villages  to  would-be 
metropolises — demand  all  manner  of  improvements  in  the  way  of  gates,  in  the 
way  of  paving  of  crossings,  In  addition  to  stations,  and  all  that  sort  of  thing; 
and  they  ask  for  it  properly;  it  is  a  proper  municipal  regulation,  but  there  is 
no  return  to  a  railroad  company,  and  all  these  things,  in  my  judgment,  ought 
to  be  met  very  largely  out  of  earnings. 

The  question  of  the  proper  distribution  between  capital  and  earnings  Is  one 
that  can  be  argued  on  both  sides,  and  argued  almost  indefinitely,  but  it  is  my 
belief  that  the  present  generation  should  join  in  the  expense  of  those  matters ; 
that  the  railroads  should  be  allowed  to  pay  for  them  out  of  earnings,  in  order 
that  the  entire  burden  may  not  be  settled  on  posterity. 

When  a  municipality  builds  a  waterworks  or  issues  bonds  for  the  improvement 
of  its  streets,  it  begins  at  once  to  apply  a  certain  amount  of  the  taxes  to  the 
extinction  of  those  bonds.  The  railroad  companies  should  be  permitted  to  do 
the  same  thing.  A  portion  of  the  Income  derived  by  these  municipalities  from 
taxes  is  immediately  set  aside  as  a  sinking  fund  to  extinguish  that  debt. 

Unless  the  railroad  company  Is  permitted  to  earn  sufficient  margin  over  and 
above  its  dividend  requirements,  assuming  always  that  its  dividend  requirements 
are  reasonable — unless  the  railroad  company  is  permitted  to  earn  a  substantial 
margin  over  and  above  that,  it  not  only  loses  its  credit  but  it  is  unable  to  meet 
the  class  of  expenditures  that  I  have  been  discussing  without  the  sale  of  addi- 
tional bonds,  the  placing  of  additional  mortgages  on  its  property,  and  the  con- 
sequent transferring  of  a  certain  burden  which  ought  to  be  borne  by  the  present 
generation  on  to  posterity.  That  is  what  has  been  done  in  England.  The  policy 
of  paying  everything  out  in  dividends,  putting  nothing  back  into  the  property 
out  of  earnings,  has  been  pursued  to  an  extent  there  that  has  rendered  the 
capitalization  of  those  railroads  so  large  that  It  Is  almost  impossible  for  them 
to  earn  anything  on  it.  (S.  Doc.  No.  47,  pp.  23,  24,  Western  Advanced  Rate  Case, 
1910. ) 

Mr.  Lyon.  But,  take  the  condition  of  a  road,  we  are  assuming,  as  the  case 
where  you  have  a  dividend  of  $10,000,000  and  you  collect  from  the  public  an 
addtiional  $10,000,000  and  that  pays  for  all  necessary  improvements  demanded 
by  that  particular  line  of  railway. 
Mr.  Ripley.  Well,  it  might. 
Mr.  Lyon.  I  said  assume  that  it  would. 
Mr.  Ripley.  Yes. 

Mr.  Lyon.  Then  in  the  future  in  determining  the  rate  you  would  not  consider 
the  value  of  that  property  acquired  through  the  $10,000,000  taken  from  the  pub- 
lic previously  for  that  purpose? 
Mr.  Ripley.  No. 

Mr.  Lyon.  And  then  your  rates  would  be  based  upon  the  original  investment? 
Mr.  Ripley.  My  rate  would  not  be  based  on  any  investment  whatever. 
Mr.  Lyon.  I  understand ;  but  I  moan  from  those  who  possibly  have  a  different 
view  and  following  the  usual  method  of  determining  what  should  be  the  return 
upon  property  or  an  investment,  they  do  take  into  consideration,  and  to  that 
class  of  people  you  would  not  have  them  consider  this  money  taken  from  th* 
public  and  invested  for  public  purposes? 

Mr.  Ripley.  No  ;  the  public  would  get  the  benefit  of  it  and  get  much  the  l>c*t 
end  of  it. 

Mr.  Lyon.  It  is  their  money,  and  they  have  invested  it,  and  you  would  rw»t 
expect  any  return  upon  it? 
Mr.  Ripley.  No. 

In  the  Eastern  Advanced  Rate  case  of  1910,  Mr.  Willard,  president  of 
the  Baltimore  &  Ohio,  also  chairman  of  the  committee  representing 
the  eastern  railroads,  testified  as  follows: 

Mr.  Willaud.  In  that  connection  I  would  like  to  say  that  since  the  renr^.m: 
/ation  of  the  Baltimore  &  Ohio  Railroad  the  company  has  earned  and  appli<-aMe 
for  dividends,  above  its  fixed  charges,  $125,000,000.  Of  that  amount  $26.4<*UM) 
has  been  paid  in  4  per  cent  dividends  on  its  preferred  stock,  and  that  is  all  thu* 
character  of  security  is  entitled  to.  The  remaining  $98,000,000  has  been  dis]Kw.*: 
of  as  follows :  $64,400,0000,  or  65  per  cent,  has  gone  to  dividends  on  coimu.  n 
stock,  ranging  from  2  per  cent  at  the  lowest  through  4,  4i,  5  per  cent,  up  t«»  *;, 
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and  nothing  higher  than  6  per  cent.  The  balance  of  the  sum,  $34,000,000  out  of 
the  surplus,  has  gone  into  the  property,  and  to  that  extent  our  property  is  that 
much  more  valuable  to-day.  The  capital  assets  of  the  company  to-day  exceed 
the  capital  liabilities  of  that  amount,  $35,000,000. 

Commissioner  Lane.  None  of  the  surplus  which  you  have  put  into  the  property 
has  been  capitalized? 

Mr.  WnxARD.  No,  sir. 

Commissioner  Lane.  What  about  those  notes  you  have  out  against  the 
property? 

Mr.  Willabd.  That  money,  of  course,  represents  new  capital,  and  the  money 
will  be  si>ent  in  the  purchase  of  new  equipment  and  dsitinct  additions  to  the 
property  that,  under  the  classification,  we  think  should  be  charged  properly  to 
capital  account.  The  items  that  have  been  paid  for  out  of  the  surplus  and 
which,  in  my  poinion,  should  be  so  paid  for  would  be  such  things  as  track 
elevation,  which  does  not  add  to  the  earning  power,  substitution  of  heavier  and 
better  bridges  for  poorer  and  older  ones,  stone  ballast  for  and  good  coaches  for 
poorer  ones,  and  things  of  that  kind,  things  that  do  not  in  themselves  add  to  the 
earning  of  the  company. 

Commissioner  Lane.  None  of  your  surplus  should  be  capitalized,  as  I  under- 
stand you  to  say? 

Mr.  Willabd.  None  of  the  surplus  that  has  been  spent  so  far  on  the  Baltimore 
&  Ohio  has  been  capitalized,  and  in  my  opinion  it  should  not  be ;  and  when  the 
surplus  that  I  speak  of — the  50  cents  for  each  dollar  that  I  speak  of  which 
should  be  put  into  the  property  in  each  year — is  spent,  it  should  not  in  my 
opinion  be  capitalized.  My  thought  is  that  at  least  that  much  money  should  be 
spent  on  the  property  each  year  to  afford  a  proper  basis  of  support  for  the 
existing  securities. 

Senator  Cummins.  May  I  ask  a  question  there?  He  says  it  has 
not  been  capitalized.  I  assume  he  means  by  that  neither  capital 
stock  nor  bonds  have  been  issued  for  it.  Is  that  not  your  under- 
standing of  that  expression? 

Mr.  Thorne.  Capitalization  has  a  much  broader  meaning,  Senator 
than  that.  I  wanted  to  read  Mr.  Trumbull's  definition  of  capitaliza- 
tion. 

Senator  Cttmmins.  Aside  from  Mr.  Trumbull,  these  amounts  have 
been  put  in  the  property  investment  account,  have  they  not? 

Mr.  Thorne.  Yes,  sir;  since  1907. 

Senator  Cummins.  And  to  that  extent  they  have  been  capitalized  ? 

Mr.  Thorne.  Yes ;  but,  Senator,  I  think  that  Mr.  Ripley  and  Mr. 
Willard  were  both  speaking  in  a  broader  way  of  what  capitalization 
meant.  You  see,  at  that  time  they  were  putting  in  additions  and 
betterments  out  of  surplus  into  property,  and  they  knew  it;  they 
did  not  intend  to  leave  the  impression  that  they  were  opposed  to 
what  they  were  doing.  They  meant  that  they  would  not  demand  a 
return  on  it.  Mr.  Ripley,  in  the  extract  that  I  read  to  you,  specifi- 
cally said  he  would  not  demand  a  return  on  it.  His  closing  remark 
was: 

Mr.  Ripley.  No  ;  the  pubUc  would  get  the  benefit  of  it  and  pet  much  the  best 
end  of  it. 

Mr.  Lyon.  It  is  their  money,  and  they  have  invested  it,  and  you  would  not 
expect  any  return  upon  it? 

Mr.  Ripley.  No. 

The  meaning  of  capitalization  of  any  given  sum  of  money  is  to 
demand  a  return  on  it. 

Senator  Cummins.  Precisely. 

Mr.  Thorne.  I  am  not  using  the  phrase  in  any  but  the  broadest 
meaning,  and  I  think  those  gentlemen,  if  they  did  otherwise,  would 
be  inconsistent,  and  would  be  telling  an  untruth,  because  they  were 
at  that  time  putting  it  into  property. 


956       GOVERNMENT  CONTBOL  AND  OPERATION  OF  RAILROADS. 

The  Supreme  Court  of  the  United  States,  in  the  Cumberland  Tele- 
phone case  (212  U.  S.)?  had  up  for  consideration  the  relation  of  the 
public  to  a  public  utility  that  had  been  setting  aside  money  out  of 
earnings  for  accrued  depreciation,  and  they  had  been  building  im- 
provements out  of  these  funds.  Commenting  upon  this,  the  court 
said: 

It  was  obligatory  upon  the  complainant  to  show  that  no  part  of  the  money 
raised  to  pay  for  depreciation  was  added  to  capital,  upon  which  a  return  was 
to  be  made  to  stockholders  in  the  way  of  dividends  for  the  future.  It  can  not 
be  left  to  conjecture,  but  the  burden  rests  with  the  complainant  to  show  it. 
It  certainly  was  not  proper  for  the  complainant  to  take  the  money,  or  any 
portion  of  it,  which  it  received  as  a  result  of  the  rates  under  which  it  was 
operating,  and  so  to  use  it,  or  any  part  of  it,  to  permit  the  company  to  add  to 
its  capital  account,  upon  which  it  was  paying  dividends  to  shareholders.  If 
that  were  allowable,  it  would  be  collecting  money  to  pay  for  depreciation  of  the 
property  and,  having  collected  it,  to  use  it  in  another  way,  upon  which  the 
complainant  would  obtain  a  return  and  distribute  it  to  its  stockholders.  That 
it  was  right  to  raise  more  money  to  pay  for  depreciation  than  was  actually 
disbursed  for  the  particular  year  there  can  be  no  doubt,  for  a  reserve  is  neces- 
sary in  any  business  of  this  kind,  and  so  it  might  accumulate,  but  to  raise  more 
than  money  enough  for  the  purpose  and  place  the  balance  to  the  credit  of  capita] 
upon  which  to  pay  dividends  can  not  be  proper  treatment. 

The  court  below  said  it  was  impossible  to  find  out  from  the  books  how  much 
of  this  had  been  done,  and  it  treated  the  fact  as  one  to  be  explained  by  the  com- 
mission and  not  by  the  complainant.  In  other  words,  while  this  fact  was  a 
material  one  the  onus  was  placed  upon  the  commission,  and  not  the  com- 
plainant, to  show  it.  We  think,  on  the  contrary,  that  the  obligation  was  upon 
the  complainant.  Now,  although  the  books,  it  is  said,  do  not  show  how  much 
money  collected  for  depreciation  has  been,  in  fact,  used  to  increase  the  capital 
of  the  complainant  upon  which  dividends  were  paid  to  stockholders,  yet  still, 
even  if  the  books  do  not  show  accurately,  or  even  at  all,  what  disposition  was 
made  of  these  moneys,  at  any  rate  the  officers  of  the  complainant  must  be  able 
to  make  up  some  reasonable  approximation  of  the  amount,  even  if  it  be  im- 
possible to  state  it  with  entire  accuracy,  and  this  duty  rests  with  the  cotnplain- 
ant,  in  order  that  it  may  discharge  the  duty  devolving  upon  it  to  prove  that  the 
rates  were  not  unreasonably  high  under  Order  No.  488,  or,  in  other  words,  that 
they  were  unreasonably  low  under  Order  No.  552.  It  may  be  that  the  sum,  if 
any,  thus  used  was  not  enough  to  affect  the  claim  that  the  rates  under  discus- 
sion' were  unreasonably  low.  The  evidence  is  insufficient  to  show  clearly  that 
which  complainant  is  under  obligation  to  show.  (Knoxvllle  r.  Water  Co.,  212 
U.  S.,  1 ;  Willcox  v.  Consolidated  Gas  Co.  of  New  York,  212  U.  S.,  19. )  We  are 
not  considering  a  case  where  there  are  surplus  earnings  after  providing  for  a 
depreciation  fund,  and  the  surplus  is  invested  in  extensions  and  additions.  We 
can  deal  with  such  a  case  when  it  arises. 

I  call  your  attention  to  that  decision. 

Commissioner  Anderson.  Who  wrote  that  opinion? 

Mr.  Thorne.  Mr.  Justice  Peckham.  The  reading  of  that  is  simply 
for  the  purpose  to  show  you  that  the  Supreme  Court  is  still  retain- 
ing that  question  unsettled  and  has  reserved  it  for  future  considera- 
tion. The  only  decision  citing  this  of  any  significance  is  Garden  City 
v.  Garden  City  Telephone  Light  &  Manufacturing  Co.  (236  Fed.. 
693).  This  decision  takes  the  opposite  position  from  what  I  have  just 
stated,  in  the  decision  of  the  commission  and  in  the  attitude  of  those 
railroad  presidents.  As  to  that  decision,  it  is  of  a  Federal  court.  The 
Supreme  Court  has  never  passed  on  that  so  far  as  I  can  find  subse- 
quent to  that  other  decision. 

You  gentlemen  will  remember  that  the  lower  Federal  courts  re- 

Eeatedly  indorsed  the  apportionment  of  value  on  the  revenue  ba>is 
etween  State  and  interstate  traffic  until  it  was  the  consensus  of 
opinion  generally  that  that  was  going  to  be  the  doctrine  of  the  courts 
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but  when  that  point  was  finally  decided  by  the  Supreme  Court  of  the 
United  States  in  the  Minnesota  Rate  case,  it  overruled  practically 
all  the  Federal  court  decisions  on  that  point. 

I  just  simply  say  that  that  decision  of  the  Federal  court  is  not 
worthy  of  confidence  as  expiessing  the  conclusions  of  the  Supreme 
Court.    The  issue  is  still  held  in  abeyance. 

The  property  investment  account  of  these  carriers  is  entitled  to 
very  little  weight  as  indicating  value.  I  call  your  attention  to  the 
fact,  for  instance,  of  the  Erie  Kailroad  Co.  having  a  larger  property 
account  than  it  has  total  capitalization.  The  Erie  Railroad  system, 
which  includes  the  parent  companies  and  subsidiaries,  in  1917  had  a 
total  capital  obligation  outstanding  of  $464,000,000,  in  round  num- 
bers, and  a  -  property-investment  account  of  $475,000,000  in  round 
numbers. 

Now,  you  gentlemen  are  familiar  with  the  history  of  the  capitaliza- 
tion  of  the  Erie  Railroad  Co.,  and  certainly  no  one  will  claim  that 
that  capitalization  represents  anything  approaching  its  value,  and  yet 
here  you  have  a  property-investment  account  exceeding  the  capitali- 
zation. In  this  set  of  38  sheets,  representing  the  38  systems  in  the 
eastern  district,  25  railroad  systems  out  of  38  show  a  larger  property 
investment  figure  than  the  total  capitalization  figure. 

Commissioner  Anderson.  Mr.  Chairman,  if  Mr.  Thorne  has  fin- 
ished on  that  I  shall  ask  an  opportunity  to  put  two  or  three  questions. 

Senator  Robinson.  Very  well,  sir.  Are  you  finished  on  that,  Mr. 
Thorne? 

Mr.  Thorne.  I  wanted  to  describe  the  situation  in  England.  But 
proceed. 

Commissioner  Anderson.  I  wanted  to  get  your  view,  Mr.  Thorne, 
as  to  whether  in  this  measure  of  war  finance%applicable  to  this  un- 
usual situation,  you  thought  that  that  question  is  adequately  guarded 
in  the  language  which  I  want  to  bring  to  your  attention.  If  I  may 
fay.  as  I  said  to  Senator  Cummins  the  other  day,  I  regard  it  as  a 
matter  of  vital  importance  in  a  permanent  and  sound  public  policy, 
and  would  not  commit  myself  so  far  as  my  commission  has  anything 
to  do  with  it,  in  any  suggestion  I  may  make,  to  the  proposition  of 
capitalizing  the  surplus.  Suppose  we  were  to  add  to  the  end  of  the 
bill  as  now  printed,  whicli  does  involve  the  possible  use  of  surplus 
earnings,  language  to  this  effect : 

That  this  act  is  expressly  declared  to  be  emergency  legislation  enacted  to 
meet  conditions  growing  out  of  war,  and  nothing  herein  is  to  be  construed  as 
expressing  or  prejudicing  the  future  policy  of  the  Federal  Government,  con- 
cerning the  ownership,  control,  or  regulation  of  carriers,  or  the  method  or 
basis  of  the  capitalization  thereof. 

Suppose  you  added  that  language;  suppose  we  also  consider  in 
connection  with  that  what  I  suppose  would  not  be  questioned,  that 
during  the  period  of  war  control  it  is  not  reasonably  to  be  expected 
that  there  will  be  any  considerable  investment  of  money  in  luxuries 
or  ornamental  additions  of  the  same  kind  that  are  referred  to  par- 
ticularly in  President  Ripley's  testimony;  and  suppose  also  that  in 
order  to  keep  all  the  monev  derived  from  the  standard  return  as 
liquid  and  as  used  as  possible,  you  do  permit  any  surplus  derived 
from  that  standard  return  to  be  used  for  additions  and  improvements, 
do  you  think  such  a  bill  would  prejudice  the  ultimate  sound  decision 
of  that  important  question  by  tne  American  people? 
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Mr.  Thorke.  I  should  think,  leaving  other  passages  in  the  bill  a* 
you  have,  it  would  very  seriously  embarrass  you  or  any  other  nur 
at  any  later  date  in  attempting  before  the  Supreme  Court  or  other 
governmental  ^tribunal  to  claim  that  these  additions  or  beitenn.:.ti 
out  of  surplus  should  not  be  capitalized,  because  vou  have  there  r*v 
ognized  in  two  sections  the  policy,  and  while  that  last  clause  wo1:!  i 
make  it  not  controlling,  yet  the  significance  of  the  passages  wo:  .i 
still  be  very  strong.  And  you  have  specifically  stated  that  you  art 
going  to  allow  the  return  to  the  carrier  on  the  value  of  all  impruu 
ments  built  out  of  surplus  at  a  rate  to  be  determined  by  the  !*»:- 
dent.  You  have  also  in  another  paragraph  guaranteed  them  their  n«i 
operating  revenues. 

The  suggestion  that  I  have  to  make  is  that  if  you  guarantee  lv 
stockholders  and  bondholders  their  annual  dividends  and  interer. 
that  they  have  been  receiving  in  the  past,  including  the  capitalize 
tion,  clear  up  to  December  31, 1917,  they  ought  to  be  content 

Then,  if  you  provide  that  the  additional  surplus  shall  be  dmde*l. 
one-half  going  to  the  company  for  improvements  on  its  property  aii«i 
one-half  going  to  the  Government  for  additions  and  betterments  <»& 
other  railroad  property  or  as  a  reserve  for  protecting  its  guaranty. 
I  think  it  is  a  more  equitable  distribution  of  the  surplus. 

The  functions  of  a  surplus— what  are  they  ?  Mr.  Rea  has  confirmed 
the  statements  of  the  commission.  I  am  going  to  read  to  you  what 
Mr.  Rea  stated,  and  then  I  want  to  ask  you  if  you  have  not  specifically 
taken  care  of  practically  all,  if  not  all,  of  the  functions  of  a  surplc? 
There  is  certainly  some  duplication. 

Mr.  Rea  testified  as  follows: 

Mr.  Thorne.  Mr.  Rea,  in  your  original  testimony,  several  matteis  wen*  c  *  ■ 
into  somewhat  at  length.  I  see  no  occasion  for  going  through  all  of  Uw^e  •  •/■ 
jects  again.     You  reaffirm"  what  you  testified  to,  at  this  time.  I  presume? 

Mr.  Rea.  I  do. 

Mr.  Thorne.  There  are  one  or  two  subjects  that  I  want  to  mil  oat  l>ri»* 
from  the  record.  I  think  we  can  save  time  if  the  answers  you  give  art*  *jk 
stantially  in  accordance  with  what  I  understand  to  be  the  record — thriv'-*."*- 
I  do  not  want  to  consume  time  in  discussing  them — as  to  whut  is  the  pun*-* 
of  a  surplus.  I  would  like  to  read  to  you  a  passage  from  a  decision,  and  ;  ^ 
you  whether,  in  your  judgment,  this  fairly  expresses  it : 

"  We  think  that  a  railroad  in  ordinary  years  should  be  iK-nnirtefl  ti»  «n«»w  ? 
substantial  surplus  over  and  above  the  payment  of  a  reasonable  dh !•!«•' 
This  is  necessary  to  provide  for  interest  on  capital  invested  in  Improvenn-u.- 
which  will  not  yield  an  immediate  return,  to  take  care  of  the  eleuwit  «■" 
obsolescense,  and  to  tide  over  years  of  depression." 

Does  that  fairly  express  the  legitimate  object  of  a  surplus? 

Mr.  Rea.  I  think  it  does. 

Senator  Pomerene.  From  what  were  you  reading? 

Mr.  Thorne.  I  was  reading  from  a  decision  of  the  Interstate  (\»i** 
merce  Commission  in  the  advance  rate  case  of  1910.  I  am  rea«lif£ 
now  another  passage  from  one  of  the  decisions  of  the  commissi1  •; 
wherein  it  gives  Mr.  Ripley's  testimony,  because  I  want  to  eltrif} 
that  in  your  minds.  I  am  reading  to  Mr.  Rea  an  extract  from  in- 
decision of  the  commission  in  which  it  referred  to  Mr.  Ripley's  U>Vr 
mony,  and  Mr.  Rea  confirmed  it  later.  Here  is  a  quotation  from  il* 
testimony  of  Mr.  Ripley.    I  read  it  to  Mr.  Rea : 

Mr.  Thobne.  There  is  one  other  passage  here  with  reference  to  the  t^tlnwtu 

of  Mr.  Ripley :  w 

"  He  thought  that  the  stock  of  the  Santa  Fe  should  pay  6  per  cent  In  orter 

to  make  it  reasonably  attractive  and  keep  up  the  credit  of  Uie  road*  and  tfc*t 


GOVERNMENT  CONTROL  AND  OPERATION    OP  RAILROADS.       959 

another  6  per  cent  should  go  into  improvements  of  a  nonrevenue-producing  char- 
acter, such  as  track  elevation,  passenger  stations,  and  safety  appliances,  which 
should  not  be  capitalized.  Mr.  Ripley's  statement  was  made  upon  the  assump- 
tion that  the  stock  of  the  Santa  Fe  road  represented  investment." 

Do  you  agree  with  that  position? 

Mr.  Rea.  Substantially. 

Mr.  Thorne.  Just  one  more  question,  and  I  am  through  with  that  subject : 

"A  railroad  is  justified  no  doubt  in  maintaining  a  surplus  which  will  insure 
dividends  to  its  stockholders  during  lean  years;  and  it  may  accumulate  through 
the  years  funds  to  meet  obsolesence  in  plant,  unless  this  charge  is  taken  care  of 
in  maintenance.  The  one  other  legitimate  end  for  which  a  surplus  may  in 
reason  be  accumulated  is  to  supply  facilities  in  the  nature  of  "luxuries  which 
can  not  be  made  to  yield  adequate  return  upon  the  capital  invested." 

You  agree  substantially  with  that? 

Mr.  Rea.  Except  as  to  the  first  proposition.  Does  that  refer  to  annual  sur- 
plus or  accumulated  surplus? 

Mr.  Thorne.  I  will  read  the  sentence  again : 

"A  railroad  is  justified  no  doubt  in  maintaining  a  surplus  which  will  insure 
ciividends  to  its  stockholders  duriifg  lean  years ;  and  it  may  accumulate  through 
the  years  funds  to  meet  obsolescense  in  plant,  unless  this  charge  is  taken  care 
of  in  maintenance." 

Mr.  Rea.  Yes;  that  is  substantially  correct,  too. 

Here  yon  have  the  Government  requiring  certain  nonrevenue- 
producing  improvements.  You  are  going  to  have  to  build  tracks, 
to  maintain  tracks  to  cantonments  and  other  purposes,  that  may  not 
produce  revenue.  There  is  a  provision  in  the  bill  whereby  those  mat- 
ters may  be  properly  adjusted  as  between  the  company  and  the  car- 
rier and  the  Government.  You  have  a  requirement  in  the  bill  that 
the  Government  shall  maintain  the  credit  of  the  railroad.  That  is, 
the  Government  agrees  to  secure  the  funds  that  are  necessary  or  to 
see  that  they  are  secured.  That  is  another  purpose  of  the  surplus. 
Also  you  have  under  provisions  of  the  bill  the  Government  agreeing 
to  take  care  of  them  during  these  lean  years,  giving  them  adequate 
money  to  pay  their  dividends  and  interest  that  they  have  paid  in  the 
past.  That  is  another  specific  purpose  of  the  surplus  which  you  are 
taking  care  of  in  other  portions  of  the  bill. 

Now,  I  say  if  in  addition  to  that  you  give  them  the  surplus  which 
was  formerly  used  for  that  purpose  you  are  squarely  duplicating. 

Commissioner  Anderson .  I  suppose  you  have  in  mind,  and  I  am 
trying  to  get  your  view  on  this  bill  as  a  war  measure  only,  the  prop- 
osition of  the  bill  is  to  give  all  roads  the  average  operating  in- 
come for  three  years,  which  is  something  like  a  hundred  millions  less 
than  for  the  past  two  years,  that  to  be  diminished  by  war  taxes,  and 
that  will  leave,  except  only  in  the  case  of  very  prosperous  roads,  no 
very  large  margin;  it  is  true,  as  to  certain  very  prosperous  rail- 
roads, it  will  leave  a  margin  large  enough  to  be  cause  for  very  serious 
consideration. 

Now,  those  roads,  if  they  were  to  remain  in  their  own  private  con- 
trol, could  increase  dividends  and  distribute  some  substantial  part  of 
that  revenue.  They  are  cut  off  from  that  by  the  provisions  of  section 
5.  There  can  be  no  increase  of  dividends  except  with  the  assent  of 
the  Government.  Does  not  that  make  as  a  war  measure,  where  it  is 
absolutely  important,  I  might  say  essential,  to  keep  all  that  money  in 
circulation  a  different  situation,  so  that  the  Government  may  with- 
out prejudice  to  the  ultimate  sound  decision  of  that  very,  very  impor- 
tant question  permit  that  part  of  the  standard  return  to  be  deemed 
in  the  nature  of  deferred  dividend  or  a  foregone  dividend,  to  use  a 
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phrase  which  I  have  fought  very  many  times?  That  is  a  difficult 
question,  and  a  question  which  I  should  like  to  have  it  appear  on  the 
record  as  it  appeared  the  other  day  in  my  response  to  Senator  Cum- 
mins's  question,  when  I  was  then  in  the  chair  you  now  occupy — a 
question  which  has  given  me  the  most  serious  trouble  of  any,  barring 
perhaps  one,  in  the  entire  measure  which  I  had  the  honor  to  suggest 
to  the  committee.  I  want  to  be  sure  that  I  get  your  full  mind  on  this 
as  a  war  measure,  and  whether  or  not  we  are,  if  this  bill  should  be 
adopted,  in  any  way  prejudicing  the  public  interests  on  that  vitally 
.important  question. 

Mr.  Thorne.  In  the  first  place,  I  will  undertake  to  show  you  that 
it  will  not  apply  to  just  a  few  roads.  In  the  second  place,  I  think 
by  leaving  the  bill  as  it  stands  you  are,  notwithstanding  any  reser- 
vations in  any  supplementary  clause,  rendering  a  precedent  from  the 
legislative  department  of  the  Government  which  will  be  practically 
disastrous  to  the  whole  subject.  In  the  third  place,  you  are  embar- 
rassing the  ability  of  the  Government  to  meet  its  guaranty,  and  in 
the  fourth  place,  you  are  making  a  fixed,  rigid,  inelastic  guaranty 
which  the  company  is  bound  to  receive  regardless  of  the  service  that 
it  performs. 

I  believe,  if  I  may  be  permitted  to  proceed  and  illustrate  tho*e 
different  facts,  a  clear  construction  of  our  position  will  be  obtained 
by  yourself. 

In  the  first  place,  as  to  the  number  of  roads  that  it  will  affect. 
Take  the  eastern  district,  where  we  have  system  figures.  The  Bes- 
semer &  Lake  Erie  earned,  after  paying  all  its  taxes,  operating  ex- 
penses, and  interest,  29.23  per  cent  on  its  capital  stock  in  1917%  over 
35  per  cent  on  its  capital  stock  in  1916.  While  that  company  during 
the  war  is  not  able  to  pay  a  larger  dividend,  there  is  nothing  in  the 
act  whatsoever  that  prevents  that  company  at  the  close  of  the  war 
distributing  that  accumulated  surplus  in  the  shape  of  extra  dividends. 

The  Central  Railroad  of  New  Jersey  in  1917  earned  19.31  per  cent 
on  its  capital  stock,  in  1916  over  20  per  cent.  The  Delaware  &  Hud- 
son in  1917  earned  practically  9£  per  cent,  in  1916  over  124  per  cent. 
The  Delaware,  Lackawanna  &  Western  earned  over  22  per  cent  in 
1917  and  in  1916  over  19.J  per  cent.  The  Lehigh  Valley  earned  in 
1917  about  Hi  and  in  1916  12J  per  cent.  The  New  York  Central 
system  in  1917  earned  15  per  cent  and  in  1916  over  18  per  cent-  The 
Norfolk  &  Western  earned  over  14|  per  cent  in  1917  and  over  144  per 
cent  in  1916.  The  Pennsylvania  system  earned  over  11  per  cent  in 
1917  and  over  13  per  cent  in  1916.  The  Eeading  system  earned  over 
13J  per  cent  in  1917  and  over  144  per  cent  in  1916.  The  Chesapeake 
&  Ohio  earned  10.96  per  cent  in  1916  and  over  12£  per  cent  in  1917. 
The  Buffalo,  Rochester  &  Pittsburgh  earned  over  10i ;  the  Lehisrh  & 
New  England  earned  over  13£  and  the  Hocking  Valley  over  19i : 
the  Lehigh  &  Hudson  River  earned  over  28  per  cent  in  1917. 

These  roads  as  a  whole  handle  over  72  per  cent  of  the  traffic  of 
the  eastern  district.  In  that  income  you  have  revenue  derived  from 
outside  investments,  and  that  has  been  the  chief  objection  heretofore 
advanced  to  any  showing  of  net  income  to  capital  stock,  that  you 
have  included  income  derived  from  outside  sources.  But  we  have 
completely  met  that  objection  in  this  case  as  follows:  We  have  de- 
ducted from  all  of  that  income  all  revenues  derived  from  outside 
sources.    Some  of  the  capitalization  may  have  been  issued  for  the 
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purchase  of  those  outside  securities,  but  we  are  giving  them  the 
benefit  of  the  doubt.    For  the  three-year  average  they  earned  over 

10  per  cent  on  all  of  their  capital  stock,  water  and  all,  Erie,  Wabash, 
Pennsylvania,  and  everything  else. 

Senator  Watson.  You  mean  the  roads  the  names  of  which  you 
gave  us  a  moment  ago? 

Mr.  Thorne.  Yes,  sir;  and  if  you  take  1917  alone,  they  earned  over 

11  per  cent;  in  1916  they  earned  over  13  per  cent  and  in  1915  over 
5.8  per  cent.  Contrast  that,  gentlemen,  with  what  happened  in  Great 
Britain. 

Commissioner  Anderson.  Now,  to  interrupt  you  there,  if  I  may, 
with  one  more  question,  and  then,  Mr.  Chairman,  I  think  I  have  com- 
pleted. Suppose  you  aid  not  have  any  stated  return,  as  provided  in 
section  1,  which  is  a  mere  power  to  trade,  but  expected  to  be  acted 
on,  of  course;  and  suppose  you  remitted  all  these  carriers  to  the 
Court  of  Claims  on  their  constitutional  rights ;  is  it  probable,  in  your 
\iew  as  a  lawyer,  that  the  Government  would  come  out  any  better 
than  the  standard  return  ? 

Mr.  Thorne.  My  answer  to  that  is  substantially  what  I  gave  be- 
fore. I  think  that  just  compensation  depends  on  what  you  are  get- 
ting and  what  you  are  paying.  We  are  giving  these  people  as  :i  con- 
sideration for  the  use  of  their  property  not  only  so  man}'  dollars 
annually,  but  we  are  guaranteeing  them  all  the  credit  that  is  possible. 
We  are  guaranteeing  them  money  for  the  purpose  of  building  all 
necessary  betterments  and  improvements.  We  are  guaranteeing  to 
them  all  of  their  interest  and  dividends  in  a  most  perilous  time,  the 
most  hazardous  time  since  the  Civil  War. 

I  say  that  that  is  some  consideration  worth  remembering;  and 
when  we  also  add  this  other  feature,  that  they  can  have  a  larger  sur- 
plus in  spite  of  the  fact  that  we  are  taking  care  of  all  of  the  pur- 
poses of  the  surplus,  we  are  going  to  let  them  have  additional  sur- 
plus to  put  into  their  property,  if  they  earn  it,  we  are  very  liberal. 

Mark  the  difference,  gentlemen,  between  the  United  States  and 
England. 

Commissioner  Anderson.  Let  me  ask  you  just  one  question  there. 
I  do  not  think  you  quite  answered  my  last  question.  No  man  in  the 
United  States  is  probably  more  conversant  with  the  court  decisions  in 
this  field  than  you  j  and  we  are  coming  now  up  against  the  proposition 
of  offering  a  trading  basis  which  may  keep  the  carriers  out  of  the 
courts  or  let  them  go  into  the  courts.  It  is  not,  putting  it  in  other 
words,  a  question  of  what  is  essentially  just  if  we  were  making  a 
permanent  public  policy,  taking  into  account  both  the  past  and  the 
future;  it  is  a  question  of  what  trade  you  can  make  rather  than  a 
lawsuit.  Is  there  any  probability  that  the  United  States  would  come 
out  better  in  court  than  it  would  come  out  trading  under  section  1  ? 

That  is  the  problem  that  I  have  been  struggling  with  for  six  weeks 
and  on  which  I  wanted  your  opinion  very  much. 

Mr.  Thorne.  My  opinion,  Mr.  Anderson,  is  of  very  little  signifi- 
cance on  that.  It  is  a  prophecy,  a  guess  as  to  the  future.  I  would 
say  in  the  light  of  these  admissions  of  the  railroad  presidents,  if  they 
never  expected  that  to  be  capitalized  in  the  light  of  the  decisions  of 
the  commissions  and  the  courts,  that  we  would  most  certainly  get  out 
better. 
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If  it  is  your  desire  to  avoid  a  lawsuit,  it  would  be  all  right  to  give 
the  railroads  all  they  want,  do  away  with  the  Interstate  Commerce 
Commission,  deny  tfie  shipper  the  rights  to  a  hearing,  and  give  the 
railroads  all  they  have  made  in  the  three  most  prosperous  years  in 
their  historv,  when  many  industries  of  the  country  will  go  to  the 
wall,  and  when  everybody  is  shivering  in  their  boots  for  fear  it  will 
hit  them.  I  saj'  that  it  is  an  outrage  on  the  American  people  to 
permit  such  a  guaranty  as  that  to  go  on  the  statute  books. 

Frequently  references  have  been  made  to  the  situation  in  England: 
that  England  did  do  that  very  thing;  that  England  guaranteed  the 
net  income  of  a  recent  year.  Now,  let  us  see  whether  that  be  true,  and 
what  is  the  analogy.  There  are  certain  distinguished  features  in 
Great  Britain  and  in  the  United  States. 

Senator  Pomerene  (interposing).  Before  you  go  to  that,  I  would 
like  to  ask  you  a  question  to  get  your  view.  You  nave  indicated  that 
you  would  prefer  to  have  these  cases  all  go  to  the  courts.  The  pri- 
mary purpose  for  taking  over  these  roads  was,  of  course,  to  facilitate 
transportation ;  a  secondary  purpose  was  to  stabilize  these  securities 
because  many  of  the  financial  institutions  of  the  country  had  large 
amounts  of  these  securities  which  were  held  by  them  at  considerably 
above  par,  we  will  say,  and  in  the  last  five  or  six  months  they  have 
very  substantially  depreciated  in  value.  Now,  these  securities  at  the 
time  were  earning  substantial  dividends,  as  you  have  indicated,  and 
there  is  considerable  added  to  surplus.  Suppose  these  roads  were 
compelled  to  resort  to  the  courts  in  order  to  have  their  compensation 
determined.  In  your  judgment,  what  eifect  would  that  course  have 
upon  these  securities  now  held  in  these  banks  and  by  savings  institu- 
tions, and  what  effect  would  it  have  upon  the  financial  condition  of 
the  country  at  large  ? 

Mr.  Thorn e.  I  would  say  that  if  the  railroads  felt  that  there  was 
a  strong  probability  of  this  Congress  giving  them  this  fancy  return 
that  I  have  been  reading,  giving  them  the  equivalent  of  a  Govern- 
ment bond  while  the  war  lasts  of  over  10  per  cent  on  their  railroad 
stock,  that  they  would  put  up  a  bitter  fight  possibly  to  get  it,  simply 
because  they  thought  it  a  possibility,  and  that  might  cause  some  dis- 
turbance on  the  market  for  a  short  time.  It  would  not  embarrass 
any  insurance  company  or  any  great  trust  company  or  banks  that 
were  holding  their  securities,  if  you  make  the  guaranty  that  1  suggest. 

They  are  holding  the  securities,  I  am  assuming,  for  investment 
purposes.  If  you  guarantee  them  their  interest  and  dividends,  there 
is  no  occasion  for  anv  decline  in  their  revenues  that  thev  receive  from 
those  securities. 

Take  a  concrete  example :  Suppose  you  held  Santa  Fe  stock  earn- 
ing 6  per  cent  dividends  annuallv.  You  can  buy  it  in  the  market 
now,  say,  at  84  or  85.  It  has  probably  been  not  over  107  or  around 
there  for  a  good  while.  You  would  be  content  if  you  knew  that  dur- 
ing the  next  few  years  of  war  you  were  guaranteed  by  the  Govern- 
ment an  annual  6  per  cent  dividend.  You  would  not  demand  a  H 
per  cent  return  on  that  stock. 

Take  the  Union  Pacific.  It  paid  a  dividend  last  year  of  10  per 
cent.  You  can  buy  that  at  about  110,  we  will  say.  A  10  per  cent 
Government  bond  on  Union  Pacific  stock  at  150  is  good.  You  are 
getting  there  between  6£  and  7  per  cent  return  on  a  Government  booil 
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The  guaranteeing  of  the  net  operating  income  will  have  no  appre- 
ciable effect  upon  the  safetv  of  the  bondholders  in  the  properties  I 
have  read  to  you.  You  will  not  increase  the  bond  interest  rate,  and 
nonoby  is  proposing  to  do  so.  Even  the  bill  does  not  contemplate 
that.  Those  bondholders  would  be  guaranteed,  and  that  represents 
two-thirds  of  the  capitalization  of  these  railroads,  and  that  is  the 
class  of  securities  largely  held  in  your  trust  companies  and  security 
companies  and  banks;  those  people,  if  they  had  instead  of  a  rail- 
road back  of  it  the  Government  Dack  of  it,  assuring  them  of  their 
annual  interest  rate,  would  certainly  feel  safe  and  content;  and  I 
venture  the  assertion  that  stockholders  and  bondholders  as  a  whole, 
if  you  except  these  people  away  up  at  the  top  that  are  fighting  for 
every  dollar  they  can  get,  the  bondholders  and  stockholders  as  a  class 
will  be  content  with  the  guaranty  of  the  Government  for  this  interest 
and  dividend  return. 

Now  I  would  like  to  show  you  what  was  done  in  England,  if  I 
may.  England  has  frequently  been  cited  as  a  precedent  by  news- 
papers and  others  as  justifying  a  guaranty  of  net  income,  and  it  may 
have  occurred  to  you  that  there  is  some  precedent  of  that  nature. 
There  is  this  distinguishing  feature:  The  surplus  in  England  only 
approximates  one-half  of  1  per  cent,  and  that  is  not  only  the  average 
on  all,  but  it  is  the  typical  surplus,  two  entirely  different  things. 
The  average  may  be  the  result  of  wide  variations. 

I  have  before  me  here  the  list  of  railroads  handling  86  per  cent  of 
the  traffic  in  Great  Britain.    I  will  read  them,  a  very  short  list,  here : 

Great  Central,  rate  of  return  in  1913,  2.77. 

Senator  Kellogg.  Have  you  got  them  all  there? 

Mr.  Thorn  e.  Yes. 

Senator  Kellogg.  I  suggest  you  put  that  in,  so  we  can  see  the  whole 
thing. 

Senator  La  Follett.  I  would  like  to  hear  them  read. 

Senator  Kellogg.  I  have  no  objection  to  them  being  rend,  but  I 
just  suggest  that  they  be  put  in. 

Mr.  Tiiorne.  I  will  be  glad  to,  sir.  The  Great  Eastern,  3.38 ;  Great 
Northern,  3.86 ;  Great  Western,  5.87 ;  Lancashire  &  Yorkshire,  3.74 ; 
London  &  Northwestern,  5.62. 

Senator  Poindexter.  What  is  that  for  ? 

Mr.  Tiiorne.  1913,  the  year  that  was  taken,  though  modified  by 
fi  reduction. 

Senator  Robinson.  What  is  the  return  on  the  stock? 

Mr.  Tiiorne.  That  is  the  ratio  of  the  return.  Perhaps  it  would 
be  better  to  read  the  per  cent  of  dividends  compared  with  the  rate 
of  return  and  then  you  would  get  that  relationship. 

Senator  Romnson.  That  is  what  I  would  like  to  have. 

Mr.  Tiiorne.  On  the  Great  Central  the  rate  of  dividends— that  is, 
on  all  capitalization,  the  way  they  express  it;  they  have  several 
classes  of  securities — 2.77;  rate  of  return  of  not  income,  2.77.  Great 
Eastern,  rate  of  dividend,  3.34 ;  rate  of  return,  3.38.  Great  Northern, 
rate  of  dividend,  3.72 ;  rate  of  return,  3.8f>. 

Now,  hereafter,  the  first  1  read  is  the  dividend  rate,  and  the  other 
is  the  ratio  of  the  net  income  to  the  total  capitalization.  They  do 
not  have  what  vou  call  a  property  investment  there  in  their  tables. 
Great  Western,"  5.61,  5.87;  Lancashire  &  Yorkshire,  3.69,  3.74;  Lon- 
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don  &  Northwestern,  5.50,  5.62;  London  &  Southwestern,  3.81,  3.S): 
London,  Brighton  &  South  Coast,  5.12,  5.13;  Midland,  2.94,  3.u7; 
North  Eastern,  5.69,  6.23;  North  Staffordshire,  4.18,  4.28;  South- 
eastern &  Chatham  Railway  Companies  Managing  Committee,  Lon- 
don, Chatham,  and  Dover,  1.72, 1.73 ;  Sontheastern,  3.88,  3.87.  Total 
4.08  and  4.23.  Caledonian,  2.72,  2.74 ;  Glasgow  &  Southwestern,  3th:. 
2.92;  North  British,  3.08,  3.19;  Great  Northern  of  Ireland,  5.21, 5iS: 
Great  Southern  &  Western,  4.47,  4.96 ;  total,  United  Kingdom,  3,91. 
4.04.    The  other  total  was  for  England  and  Wales. 

(The  statement  referred  to  is  here  printed  in  full,  as  follows:) 
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Senator  Watson.  Do  you  know  what  the  capitalization  per  mile 
was  of  those  roads? 

Mr.  Thorn e.  I  desire  to  discuss  that  briefly.  The  statement  has 
been  made  that  the  capitalization  in  England  is  something  like 
$272,000  a  mile,  while  in  our  country  it  is  somewhere  around  $50,000 
or  $60*000  a  mile.  That  comparison  entirely  ignores  the  fact  that 
there  are  many  more  miles  of  double  track,  three  tracks,  and  foor 
tracks  in  Great  Britain  than  in  the  United.  States.  The  capitali- 
zation per  mile,  all  tracks,  in  Great  Britain  is  134  per  cent  greater 
than  in  the  United  States. 

The  comparison  also  overlooks  the  fact  that  the  number  of  train 
miles  in  Great  Britain  averages  237  per  cent  greater  than  in  the 
United  States. 

In  other  words,  the  number  of  train  miles  per  mile  of  line  in  Great 
Britain  is  over  three  times  the  average  in  the  United  States. 

It  also  overlooks  the  fact  that  grade  crossings  have  been  practically 
eliminated  in  Great  Britain.  It  also  overlooks  the  fact  that  the  ter- 
minals are  ver^  much  more  expensive  in  Great  Britain  than  here,  the 
great  cities  being  in  such  close  proximity  to  each  other. 

Senator  Watson.  The  rate  you  gave  us  was  since  1913,  you  say? 

Mr.  Tiiorne.  The  rate  I  was  giving  was  for  1913. 

Senator  Watson.  And  the  Government  then  had  control  ? 

Mr.  Tiiorne.  That  was  private  operation. 

Senator  Watson.  That  is  what  I  wanted  to  ask. 

Mr.  Tiiorne.  Under  the  plan  of  taking  over  the  roads  in  England, 
there  have  been  one  or  two  misstatements  made  of  slight  character  by 
the  railway  officials 

Senator  Gore  (interposing).  Before  you  pass  from  this  capitali- 
zation, would  not  their  plan  of  capitalizing  the  surplus,  not  using 
surplus  for  capital  purposes,  would  not  that  enhance  their  capitali- 
zation and  show  up  in  the  amount,  whereas  it  would  not  show  up 
here  ? 

Mr.  Thorne.  Yes.  Nobody  suggests  or  desires  that  all  replace- 
ments should  be  put  into  capital  account.  The  only  suggestion  is  that 
where  replacements  exceed  the  cost  of  the  article  replaced,  the  ex- 
cess should  go  into  capital  unless  it  is  an  expense  that  the  Govern- 
ment has  required,  and  which  the  railroads  legitimately  say,  differing 
from  other  industries,  the  Government  should  help  build. 

The  1913  year  used  in  Great  Britain,  to  which  I  have  just  made 
reference,  was  not  adopted  as  the  standard  as  it  has  been  stated  bv 
parties  on  the  witness  stand  before  you. 

First,  there  was  this  modification  made:  The  amount  by  which  the 
seven  months  of  1914  were  less  than  for  the  similar  period  in  WW. 
should  be  deducted  from  the  1913  period.  Subsequent  to  that,  that 
proviso  was  eliminated,  but  in  lieu  of  it  the  railroads  deducted  from 
what  you  are  here  calling  the  standard  return  one-quarter  of  the 
bonus  going  to  labor.  The  net  reduction  occasioned  by  the  first  modi- 
fication amounted  to  approximately  2|  per  cent  of  their  net  income 
for  1913.  ' 

The  Statist,  which  is  recognized  as  one  of  the  authorities,  state*! 
that  the  reduction  occasioned  by  absorbing  one-quarter  of  the  bonus 
going  to  labor  amounted  to  approximately  2  per  cent,  so  that  yon 
reduce  from  the  1913  figure  the  amount  winch  I  have  just  described 
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Now,  I  have  made  a  comparison  of  1913  in  Great  Britain  with 
former  years. 

Senator  Lewis.  Pardon  me,  Mr.  Chairman,  and  Mr.  Thome.  What 
do  you  mean  to  say  by  "  absorbing."  What  is  the  thing  that  you 
characterized  "  absorbing  the  bonus  as  to  labor  ?  " 

Mr.  Thorne.  I  mean  they  reduced  their  return  guaranteed  to  them 
by  the  amount  which  they  paid  in  bonuses  to  labor. 

Senator  Gore.  Do  you  mean  that  the  Government  paid  a  bonus  to 
labor  and  that  the  railroad  paid  what — 20  per  cent  or  25  per  cent? 

Mr.  Thorne.  Twenty-five  per  cent. 

Senator  Gore.  The  railroad  paid  25  per  cent  of  it  and  the  Govern- 
ment paid  75  per  cent  of  it.    Is  that  true  ? 

Mr.  Thorne.  Yes.    In  1913  the  net  income  as  modified 

Mr.  Thom.  But  it  ought  to  be  stated — I  do  not  know  whether  Mr. 
Thorne  did  state  that;  if  so,  I  did  not  hear — that  in  the  adjustment 
of  that  matter  the  2£  per  cent  was  offset  against  this  absorption  and 
the  flat  basis  of  1913  is  now  the  basis  of  the  guaranty. 

Mr.  Thorne.  You  are  in  error,  Mr.  Thom.  I  have  before  me  a 
compilation  made  by  the  legislative  reference  department,  Congres- 
sional Library.  I  suggested  to  Senator  Kenyon  the  wisdom  of  having 
an  authoritative  compilation  as  to  just  what  happened  in  Great 
Britain,  and  this  document  that  I  hold  in  my  hand  has  been  prepared 
by  that  department,  giving  the  authorities,  making  specific  references 
to  the  official  documents. 

Senator  Poindexter.  Is  there  any  objection  to  putting  that  into 
the  record  ? 

Mr.  Thorne.  I  will  be  very  glad  to. 

The  Chairman.  Without  objection,  it  will  be  put  in. 

Mr.  Thorne.  I  found  other  compilations  on  the  subject,  but  they 
contained  a  great  deal  of  extraneous  matter. 

Senator  Robinson.  That  has  already  been  printed.  I  call  the  at- 
tention of  the  committee  to  the  fact  that  it  has  already  gone  into  the 
record. 

The  Chairman.  Then  there  is  no  necessity  of  printing  it  again. 

Mr.  Thom.  My  authority  for  my  statement  will  be  round  in  the 
publication  made  to  this  committee  by  the  Carnegie  Endowment  for 
International  Peace,  and  the  subject  is  treated  on  pages  86  and  87  of 
that  document. 

Mr.  Thorne.  That  is  prepared  by  Mr.  Parmlee,  who  is  director  of 
the  Bureau  of  Railway  Economics,  which  is  maintained  by  American 
railroads,  and  is  a  very  able  document.  I  think  as  a  whole  it  is  very 
valuable. 

I  now  read  this  statement,  which  not  only  makes  a  digest  of  it  but 
also  gives  the  official  references  to  authoritative  documents  in  sup- 
port of  it.    [Reading :] 

On  February  13,  1915,  as  a  result  of  demands  for  higher  wages,  based  on  the 
increased  cost  of  food,  it  was  agreed  between  the  railway  companies,  the  Gov- 
ernment, and  the  railway  men  that  a  special  war  bonus  should  be  granted  to 
the  most  important  classes  of  railway  men,  amounting  to  2s.  a  week  for  men 
whose  weekly  wage  was  30s.  or  more  and  3s.  for  those  whose  wage  was  less. 
The  question  who  was  to  bear  the  financial  burden  of  this  bonus  was  for  a 
time  in  doubt.  But  in  March  it  was  known  that  the  Government  and  the  com- 
panies had  reached  an  understanding  which  involved  an  amendment  of  the 
original  agreement  for  compensation,  and  the  terms  of  this  amendment  were 
announced  in  the  Board  of  Trade  Journal  of  April  22,  among  the  orders  In 
council  and  Government  notices  affecting  trade,  as  follows. 

43202—18 62 
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Then  follows  the  announcement,  the  last  paragraph  of  which  makes 
reference  to  the  bonus,  as  follows : 

It  has  now  been  agreed  that  this  reduction  shall  not  in  future  be  made,  but 
that  25  per  cent  of  the  war  bonus  granted  to  railway  employees  who  come 
within  the  railway-conciliation  scheme  shall  be  borne  by  the  companies  and 
not  by  the  Government. 

That  is  the  first  seven  months  in  1914. 

"  The  method  by  which  the  companies'  agreement  to  pay  one- fourth 
of  this  first  war  bonus  was  put  into  effect  under  the  arrangement 
between  the  companies  and  the  Government  was  by  excluding  that 
amount  from  the  working  expenses  of  the  railways  for  the  purposes 
of  that  arrangement.1  The  remaining  three-fourths  of  the  bonus 
were  included  in  the  companies'  statements  of  working  expenses 
It  thus  became  necessary  that  gross  receipts  be  correspondingly  in- 
creased in  order  that  net  receipts  be  kept  up  to  the  guaranteed  level. 
The  Government  made  no  special  grants  to  the  companies  for  the 
purpose  of  paying  the  bonus.2  The  obligation,  if  assumed,  to  pay 
the  honus  was  not  a  direct  obligation  either  to  the  men  or  to  the  com- 
panies, but  worked  out  indirectly  as  part  of  the  Government's  respon- 
sibility as  guarantor  of  the  companies'  net  receipts.  The  with- 
drawal of  the  proviso"  (that  is,  the  seven  months'  modification) 
"simplified  the  general  arrangement  between  the*  Government  and 
the  companies.  Thereafter  the  sum  which  the  Government  guar- 
anteed the  companies  as  net  receipts  was  to  be  equal  to  their  aggre- 
?ate  net  receipts  in  1913,  subject  to  a  deduction  amounting  to  one- 
ourth  of  the  first  war  bonus.'     [Reading :] 

From  time  to  time  increases  were  made  in  the  war  bonus;  but  of  these 
the  Government  bore  the  full  financial  burden.  In  order  that  the  amount 
for  which  The  companies  were  responsible  mi^ht  remain  fixed  the  proportion  ot 
the  bonus  paid  by  them  had  to  be  decreased  as  the  amount  of  the  bonus  in- 
creased. Thus  in  October.  1915,  when  the  bonus  was  doubled,  the  proportion 
of  it  which  the  companies  had  to  pay  was  cut  in  half;  that  is  to  say,  they 
were  responsible  for  12$  per  cent  of  the  increased  bonus.*  A  further  doubling 
of  the  bonus  reduced  the  proportion  to  6i  per  cent.4  When  in  April,  1917,  the 
bonus  was  increased  by  one-half,"  the  proportion  was  correspondingly  reduced 
to  4i  per  cent. 

In  answer  to  a  question  put  to  him  in  the  House  of  Commons  while  the 
amendment  to  the  Government  agreement  with  the  companies  was  under  con- 
sideration, Mr.  Runciman,  president  of  the  Board  of  Trade,  declared  that 
"the  net  effect  of  the  proposed  variation  in  the  original  agreement  which  fe 
now  under  discussion  is  not  to  increase  the  scale  of  compensation  paid  by 
the  Government." "  That  is  to  say,  the  deduction  of  2|  per  cent  from  the  net 
receipts  of  the  companies  in  1913  required  by  the  "  proviso  "  before  the  amen«i- 
ment  was  to  be  approximately  equal  to  the  deduction  of  one-fourth  of  the  first 
war  bonus  from  the  net  receipts  of  the  companies  in  1913  required  by  the 
amendment  itself.T  It  has,  however,  been  estimated  by  the  Statist*  that 
the  amendment  results  in  a  slight  advantage  to  the  companies,  since  2}  per  cent 
of  the  net  receipts  for  1913  amounts  approximately  to  £1,300.000,  while  one- 
fourth  of  the  first  war  bonus  amounts  only  to  about  £1,000,000. 

I  have  taken  the  1913  figure,  with  this  modification  of  £1.000,000. 
securing  w  total  net  income  of  £51,131,000. 

1  Mr.  Pre ty man,  parliamentary  secretary  to  the  board  of  trade,  in  the  Home  of  Cob 
mons,  Oct.  21.  1915,  74  H.  C.  Deb.,  p.  1978. 

■  Mr.  Roberts,  parliamentary  secretary  to  the  board  of  trade,  in  the  House  of  Cos 
mons,  Feb.  21,  1917,  90  H.  C.  Deb.,  p.  1836-1837. 

•Railway  News,   Feb.   6,   1915,   p.   219. 

*  Mr.  Roberts,  in  the  House  of  Commons,  Feb.  21,  1917,  90  H.  C.  Deb.,  p.  1339. 
"Railway  News,  Apr.   14,  1917. 

•Mar.  4,   1915,  70  H.  C.  Deb.,  p.  952. 
'Railway  News,  Feb.  5,  1916,  p.  219. 

•  Apr.  17,  1915,  p.  85. 
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Senator  Gore.  I  did  not  catch  your  statement. 

Mr.  Thorne.  I  have  deducted  from  the  net  income  for  1913  the 
£1,000,000  just  referred  to,  which  makes  a  total  net  income  guaranty  of 
£51,131,000.  This  amount  is  7.4  per  cent  jgreater  than  that  of  1912 ; 
it  is  4.99  per  cent  greater  than  1911,  which  is  the  next  largest  net 
income.  In  other  words,  it  was  onlj  approximately  5  per  cent  greater 
than  the  largest  net  income  preceding  tnat  of  1913. 

Contrasting  that  with  the  net  revenues  of  American  railroads  in 
1916  and  1917,  compared  to  prior  years,  showing  how  extraordinarily 
large  the  net  revenues  of  those  two  years  are  compared  to  former 
years,  the  average  for  the  two  years  1917  and  1916  is  21  per  cent 
greater  than  the  next  largest  year. 

Senator  Poindexter.  What  is  that  21  per  cent?  Are  those  per- 
centages you  give  dividends  on  the  stock? 

Mr.  Thorne.  Oh,  no;  none  of  this  is  that,  Senator. 

Senator  Kellogg.  That  is  the  total  amount. 

Mr.  Thorne.  I  have  stated  to  you  that  in  England  the  1913  net 
income  was  approximately  5  per  cent  greater  in  dollars  than  the 
largest  preceding  year. 

Senator  Poindexter.  You  are  making  comparisons,  but  what  did 
the  dividends  amount  to  in  those  years? 

Mr.  Thorne.  In  England  in  1913  it  was  3.91  per  cent,  if  my  figures 
are  correct.  I  have  here  a  sheet  showing  practically  the  same  thing. 
As  I  stated  a  while  ago,  the  net  income  to  total  capitalization  is 
within  one-quarter  to  one-half  of  1  per  cent  of  the  dividends.  The 
ratio  of  the  net  income  to  the  total  capitalization  in  England  was 
in  1913  approximately  3.91  per  cent;  in  1912,  3.55;  and  in  1870,  4.41. 

There  is  practically  a  substantial  decline  from  4.41  in  1870  to  3.91 
per  cent  in  1913  in  Great  Britain,  but  that  distorts  the  comparison 
that  I  was  just  trying  to  make. 

The  net  income  in  Great  Britain  in  1913,  which  was  used  for  deter- 
mining the  standard,  modified  as  I  have  described,  was  only  approxi- 
mately 5  per  cent  greater  than  the  next  largest  year,  -that  of  1911, 
while  in  the  United  States  the  two  years,  1917  and  1916,  which  the 
railroads  are  seeking  to  have  adopted  as  the  standard  of  net  revenues 
of  American  railroads,  were  21  per  cent  greater  than  any  preceding 
year,  the  next  largest  being  1913. 

So  that  the  abnormal  character  of  the  net  receipts  in  the  United 
States  compared  to  preceding  years  is  very  evident. 

Senator  Kellogg.  In  getting  at  those  percentages  of  preceding 
years,  you  took  the  total  income  of  all  railroads? 

Mr.  Thorne.  Certainly. 

Senator  Kellogg.  But  you  did  not  take  into  consideration  the  addi- 
tional capital  that  has  gone  into  railroads? 

Mr.  Thorne.  No.    I  can  give  that  figure  ifyou  care  for  it. 

Senator  Kellogg.  I  do  not  care  for  it.  We  have  it  here  in  the 
figures. 

Mr.  Thorne.  The  ratio  of  net  income  applicable  to  total  capitaliza- 
tion, including  interest  charges,  for  the  eastern  district,  where  they 
say  they  have  suffered  more  because  of  the  congestion,  is  shown  by 
the  railroads  themselves  in  their  own  exhibit.  In  1917,  it  was  6.18 
per  cent ;  in  1916,  6.89  per  cent,  which  is  greater  than  any  preceding 
year  by  close  to  seven-tenths  of  1  per  cent  in  1916.  In  1917  it  was 
6.18.  which  also  exceeds  any  preceding  year. 
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Senator  Gore.  What  is  that  item? 

Mr.  Thorne.  Net  income  to  total  capital  obligations  corresponding 
to  what  I  read  in  England.  As  compared  to  the  English  guaranty  the 
ratio  of  total  net  income,  plus  interest,  total  capital  outstanding  for 
the  last  three  years,  6.52  in  the  eastern  district,  compared  to  the  ratio 
in  England  of  3.91,  in  1913.  In  other  words,  you  are  guaranteeing 
almost  double  the  rate  that  was  guaranteed  in  England. 

Senator  Lewis.  Mr.  Commissioner,  please  let  me  ask  you,  with  the 
chairman's  permission,  whether  in  these  computations,  sir,  you  take 
into  consideration  the  rules  passed  by  the  order  in  council  of  Eng- 
land by  which  munitions  and  articles  which  were  distinctively  for 
war  purposes  were  not  charged  for  at  all,  but  charged  merely  to  the 
Government,  and  as  to  which  there  is  nothing  shown  on  the  book  in 
the  nature  of  a  charge  by  the  roads,  and  no  return  to  the  roads? 

Mr.  Thorne.  Senator,  I  am  not  a  commissioner  now. 

Senator  Lewis.  Were  you  not  commissioner  of  railroads  of  Iowa! 

Mr.  Thorne.  I  resigned  January  1,  1917. 

Senator  Lewis.  The  title  always  clings,  and  I  was  merely  extending 
that  to  you. 

Mr.  Thorne.  I  thank  you  for  the  compliment. 

Senator  Lewis.  The  point  I  have  in  mind  is  this:  If  there  was 
much  freight  carried  for  which  there  was  no  charge,  which  would 
indicate  to  my  mind  that  had  there  been  a  charge  for  that,  under  the 
management  of  the  English  railroads,  they  would  have  shown  still 
more  money. 

Mr.  Thorne.  The  figure  I  was  reading  was  a  year  before  the  war, 
which  was  used  as  a  standard  for  the  war  period.  They  did  not  haul 
the  troops  or  supplies  then,  as  I  understand  it. 

Senator  Lewis.  Truly,  sir.  In  using  this  standard,  sir,  are  you 
also  using  it  as  a  basis  for  the  computation  of  what  we  are  trving  to 
get  at  for  the  years  1915, 1916,  and  1917? 

Mr.  Thorne.  Exactly. 

Senator  Lewis.  That  is  what  I  thought. 

Mr.  Thorne.  The  English  Government  has  adopted  a  different 
policy  as  to  how  to  make  up  the  standard  return,  and  what  is  sug- 

fested  by  the  bill  in  this  respect,  as  suggested  by  Senator  Lewis. 
nstead  of  the  Government  paying  freight  rates  and  passenger  fares 
on  the  movement  of  Government  troops  or  Government  supplies,  they 
give  the  carriers  their  guaranty  and  make  up  the  difference  between 
that  and  what  they  receive  from  commercial  transportation. 

In  the  United  States,  under  the  present  plan,  evidently  it  is  the 
purpose  to  continue  the  payment  of  rates  and  fares  on  Government 
traffic. 

Senator  Cummins.  It  makes  no  difference  about  the  compensation 

paid  the  railroads. 

Mr.  Thorne.  Not  the  slightest.  It  just  simply  makes  the  differ- 
ence in  the  way  it  shall  be  paid. 

Senator  Cummins.  Yes. 

Mr.  Thorne.  The  method  adopted  in  Great  Britain  is  worthy  of 
very  serious  consideration  in  connection  with  your  whole  policy.  If 
the  movement  of  troops  and  munitions  by  the  Government  interferes 
with  other  traffic  it  produces  an  extra  cost  Now,  is  it  fair  to  say  that 
that  extra  cost  should  be  borne  by  the  shippers  or  by  the  people  as « 
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whole,  the  shipper  paying  his  proportionate  share  ?  In  Great  Britain 
they  said  it  was  unjust  to  make  the  shipper  bear  that  burden.  There 
is  much  sound  logic  in  support  of  that  proposition.  If  it  were  true 
that  the  shippers  could  pass  this  advance  in  rates  that  might  be  oc- 
casioned in  order  to  take  care  of  a  possible  deficit  occasioned  by  that 
extra  cost,  if  the  shipper  could  pass  that  on  always  to  the  consumer, 
there  would  not  be  much  objection  to  making  the  shipper  pay  it,  be- 
cause the  cost  would  ultimately  be  paid  by  the  people  as  a  whole.  But, 
gentlemen,  in  actual  practice,  as  the  industry  of  the  country  is  con- 
ducted, that  is  not  the  situation.  Some  shippers  can  pass  it  on  and 
some  can  not  do  so.  You  will  render  a  very  great  hardship,  one  that 
will  actually  be  a  calamity  to  certain  industries,  if  you  force  their 
freight  rates  up  in  order  to  take  care  of  such  costs. 

Let  me  give  you  an  example:  Take  the  oil  industry.*  The  inde- 
pendents are  practically  dependent  wholly  on  rail  transportation; 
not  altogether,  but  practically  so.  The  Standard  has  a  network  of 
pipe  lines  extending  from  Bayonne,  N.  J.,  down  to  the  Gulf  of  Mexico, 
over  into  Texas,  pipe  lines  on  the  coast,  pipe  lines  going  to  St.  Louis, 
Chicago,  Whiting,  Wood  River,  into  half  a  dozen  different  refineries 
in  Ohio  and  Indiana  and  New  York,  and  the  country  is  covered  by  a 
network  of  pipe  lines. 

They  do  move  some  by  rail,  but  if  there  is  an  advance  in  freight 
rates  the  Standard  Oil  Co.  will  only  have  to  absorb  a  portion  of  the 
advance  that  the  independents  will  have  to  absorb.  The  independents 
will  have  to  absorb  it  all,  and  there  was  testimony  of  witnesses  before 
the  commission  to  the  effect  that  an  increase  ot  one-half  a  cent  per 
hundred  pounds  would  mean  the  absorption  of  all  of  the  normal  profit 
in  the  handling  of  petroleum  and  petroleum  products,  and  at  the 
present  time  that  profit  is  less  than  in  ordinary  seasons,  because  of  the 
extreme  increase  in  other  costs. 

Senator  Gore.  I  would  like  to  interject  there,  Mr.  Thome,  if  you 
lo  not  object,  that  the  independent  refineries  have  to  pay  50  cents  more 
for  crude  oil  than  the  Standard,  to  begin  with,  which  makes  the  diffi- 
culty of  competition  more  serious. 

Mr.  Thorne.  There  are  some  manufacturers  and  jobbers  in  other 
ines  of  industry  that  can  pass  it  on  to  the  consumer,  but  you  take  the 
>roducer  of  grain  or  live  stock,  the  price  of  his  commodity  at  the 
joint  of  origin  is  practically  the  price  at  the  market  less  the  freight 
•ate.  You  increase  the  freight  rate  and  you  decrease  the  price  he 
£ets  for  his  product.  He  has  to  absorb  the  increase  in  freight  rates. 
)ther  manufacturers  do  absorb  the  increase,  but  some  do  not.  Many 
>f  the  manufacturers  do  not. 

The  point  I  am  trying  to  drive  home  there  is  that  it  is  going  to  be 
hardship  to  force  those  costs  onto  certain  groups  of  shippers,  instead 
»f  making  the  country  as  a  whole  bear  the  burden. 

Senator  Cummins.  Is  there  not  another  objection  to  it?  When  the 
producer  or  manufacturer  passes  it  on,  even  if  he  can  pass  it  on,  it 
hen  becomes  a  tax  on  consumption  instead  of  a  tax  on  wealth,  very 
irgely? 

Mr.  Thorne.  That  is  correct.  It  would  be  fair  for  the  United 
Hates  Government  to  say  that  during  the  war  there  should  be  no 
eneral  advances  in  freight  rates.  These  extraordinary  conditions 
re  the  result  of  the  war  and  the  activity  of  the  Government,  and  those 
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extra  costs  should  be  borne  by  the  Government,  of  which  the  shippers 
will  bear  their  fair  share. 

In  making  such  a  suggestion  I  have  only  suggested  what  Great 
Britain  has  adopted  as  the  policy  for  the  war.  The  increase  in  wage. 
as  I  read  to  you  a  moment  ago,  1  think,  has  been  in  the  neighborhood 
of  50  per  cent  on  those  people  getting  30  shillings  a  week,  and  three- 
quarters  of  the  increase  in  wage  is  borne  by  the  Government,  Therv 
has  been  no  general  advance  in  freight  rates  to  take  care  of  them 
It  is  a  war  emergency.  There  was  an  advance  of  approximately  4 
per  cent  in  freight  rates  in  1913  in  Great  Britain. 

Senator  Gore.  Four  per  cent? 

Mr.  Thorn e.  Yes,  sir;  a  part  of  which  was  delayed  and  put  in&> 
effect  at  a  later  time,  but  I  helieve  it  was  ordered  in  1913  and  we:.: 
into  effect  about  the  time  the  Interstate  Commerce  Commit' 
allowed  approximately  5  per  cent  in  the  eastern  district  and  advance? 
on  certain  commodities  in  the  West  and  in  the  South. 

Senator  Gore.  Even  a  horizontal  increase  on  rates  on  all  item> »• 
all  roads  in  all  parts  of  the  country  would  not  obviate  the  difficulty 
you  spoke  of  in  regard  to  the  oil  situation  ? 

Mr.  Thorne.  Not  at  all.  That  would  make  a  few  shippers  bear  it 
and  others  not  bear  it. 

Senator  Gore.  Who  made  rates  in  England  before  the  war? 

Mr.  Thorn  e.  The  railway  and  canal  commission  of  England.  1 
will  not  attempt  to  state  authoritatively  the  situation  as  to  the  rela- 
rionship  between  the  companies  and  the  commission.  I  understand 
that  the  companies  there,  as  here,  initiated  rates.  There  is  a  differ- 
ence about  advances.  There  is  a  provision  there  that  an  advance  in  . 
cost  justifies  an  advance  in  the  rate.  In  this  country  it  is  that  the 
rates  shall  be  reasonable.  In  other  words,  an  increase  in  volume  of 
traffic  might  offset  the  increase  in  cost. 

Senator  Gore.  Who  makes  the  rates  now  in  England? 

Mr.  Thorne.  I  understand  that  the  same  commission  has  been 
making  rates,  or  has  been  making  some  changes  now  and  then,  up 
and  down,  but  not  manv.  There  lias  been  no  horizontal  advance  ir 
Jreight  rates. 

Senator  Gore.  Have  they  vested  power  in  a  different  tribunal  <»r 
person  to  fix  the  rates? 

Mr.  Thorne.  No.  The  facts  in  dispute  come  up  between  the  Gov- 
ernment managers  of  the  railroads  and  the  railroad  companies. 
Those  disputes,  instead  of  being  left  to  the  Government  managers, 
are  left  to  the  commission  as  the  appellate  body.  Instead  of  reduc- 
ing the  commission  to  a  subordinate  position  tney  have  made  them 
superior  to  the  managers. 

Senator  Gore.  How  is  that? 

Mr.  Thorne.  Instead  of  making  the  commission  subordinate  t» 
the  managers  they  have  made  them  superior  to  the  managers,  ami 
are  there  the  appellate  tribunal. 

Senator  Gore.  The  commission? 

Mr.  Thorne.  Yes,  sir.  That  is  set  out  in  the  document  that  1  aw 
filing. 

Senator  Gore.  Thev  have  not  vested  the  King  with  that  power! 

Senator  Lewis.  If  1  mav  be  permitted  to  say,  Senator,  I  attempt 
to  study  the  question  in  England  and  came  out  with  more  confuM«»r. 
than  I  Vent  in,  but  my  understanding  is  that  the  procedure  is.  fir* 
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ft  particular  road  will  insist  on  having  an  increase.  It  will  then  sub- 
mit that  to  the  railroad  commissioners  representing  the  railroads  and 
the  Government,  and  then  they  look  into  the  matter  and  call  in  who- 
ever is  a  member  of  the  cabinet  and  a  member  of  the  board  of  trade 
and  the  other  officers  constituting  that  body,  and  then  they  get  to- 
gether and  they  have  an  investigation  and  recommend  a  rate  upon 
the  basis  that  you  have  just  mentioned  of  the  increase  of  costs.  Is 
not  that  the  way  it  is  reached,  sir?  * 

Mr.  Thorne.  I  understand  that  is  set  forth  in  this  document  in 
substance  as  I  have  described,  if  that  will  be  satisfactory. 

Senator  Lewis.  I  just  wanted  to  be  sure  I  was  right. 

Mr.  Thorne.  The  commission  is  the  final  appellate  body,  and  there 
has  been  a  great  deal  of  impatience  and  trouble  between  the  railway 
companies  and  the  managers.  I  would  like  to  read  here  one  state- 
ment about  that. 

"  Referring  to  the  arrangement  between  the  railways  and  the  Gov- 
ernment, the  Engineer  stated *  that '  with  such  vast  business  transac- 
tions as  passed  between  the  two  parties  financial  disputes  must  con- 
tinually arise.  Every  pound  is  more  or  less  scrutinized  by  the  treas- 
urer. *  *  * '  That  if  they  '  only  knew  the  number  of  negotiations 
which  were  already  going  on  between  railroad  companies  and  the 
Government  they  would  realize  that  the  Government  would  quickly 
wish  every  official  connected  with  the  railway  companies  to  be  in- 
terned.' 2  At  least  one  such  controversy  reached  the  acute  stage  where 
a  resort  to  arbitration,  as  provided  for  in  the  regulation  of  forces  act 
of  1871  for  cases  in  which  an  agreement  with  the  Government  could 
not  be  reached,  was  threatened.8  But,  so  far  as  has  been  announced, 
no  actual  appeal  to  the  railway  and  canal  commissioners,  who  would 
be  the  official  arbitrators  in  such  a  case,  has  yet  been  made." 

The  original  provision  about  the  arbitration  was  modified,  leaving 
the  commission  as  I  have  stated,  all  of  which  is  set  forth  in  this  docu- 
ment. 

I  have  also  a  document  prepared  by  the  Interstate  Commerce  Com- 
mission librarian.  It  is  a  monograph  of  about  29  pages,  on  what 
occurred  in  Great  Britain,  and  is  entitled  "British  railways  in  the 
European  war,"  by  Le  Roy  Stafford  Boyd.  The  Interstate  Com- 
merce Commission  is  not  responsible  for  any  statements  made  in  this 
document,  as  they  have  had  no  chance  to  pass  upon  it,  and  they  did 
not  produce  it,  but  with  that  proviso  I  would  like  to  offer  that  for 
your  consideration  as  one  of  the  exhibits. 

(The  document  referred  to  is  as  follows:) 

[Memorandum  to  Commissioner  Aitchlson.] 

British  Railways  in  the  European  War. 

i.  how  government  control  was  assumed. 

Government  control  of  railways  was  assumed  in  accordance  with  an  act  of 
Parliament,  approved  August  17.  1871,  34  and  35  Victoria,  chapter  86,  entitled 
"An  act  for  the  better  regulation  of  the  regular  and  auxiliary  forces  of  the 
Crown,  and  for  other  purposes  relating  thereto,  so  far  as  relates  to  railways." 
(Biggs'  General  Railway  Laws,  15th  ed.?  1830-1898,  pp.  580^581.) 

^eb.  23,  1917,  p.   172. 
■Engineer,  Sept.  22,  1010,  p.  240. 

"Ibid.  The  particular  issue  was  a  sum  of  £100,000  spent  by  the  North  British  Co.  for 
wagon  repair. 
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16.  When  Her  Majesty,  by  order  in  council,  declares  that  an  emergency  has 
arisen  in  which  it  is  expedient  for  the  public  service  that  Her  Majesty's  Govern- 
ment should  have  control  over  the  railroads  in  the  United  Kingdom,  or  any  of 
them,  the  secretary  of  state  may,  by  warrant  under  his  hand,  empower  any 
person  or  persons  named  in  such  warrant  to  take  possession,  in  the  name  or 
on  behalf  of  Her  Majesty,  of  any  railroad  in  the  United  Kingdom,  and  of  the 
plant  belonging  thereto,  or  of  any  part  thereof,  and  may  take  possession  of  any 
plant  without  taking  possession  of  the  .railroad  itself,  and  to  use  the  same  for 
Her  Majesty's  service  at  such  times  and  in  such  manner  as  the  secretary  of 
state  may  direct ;  and  the  directors,  officers,  and  servants  of  any  such  railroad 
shall  obey  the  directions  of  the  secretary  of  state  as  to  the  user  of  such  railroad 
or  plant  as  aforesaid  for  Her  Majesty's  service. 

Any  warrant  granted  by  the  said  secretary  of  state  in  pursunnce  of  this 
section  shall  remain  in  force  for  one  week  only,  but  may  be  renewed  from 
week  to  week  so  long  as,  in  the  opinion  of  the  said  secretary  of  state,  the 
emergency  continues. 

There  shall  be  paid  to  any  person  or  body  of  persons  whose  railroad  or  plant 
may  be  taken  possession  of  in  pursuance  of  this  section,  out  of  moneys  to 
be  provided  by  Parliament,  such  full  compensation  for  any  loss  or  injury  they 
may  have  sustained  by  the  exercise  of  the  powers  of  the  secretary  of  state 
under  this  section  as  may  be  agreed  upon  between  the  said  secretary  of 
state  and  the  said  person  or  body  of  persons,  or,  in  case  of  difference,  may  be 
settled  by  arbitration  in  manner  provided  by  the  lands  clauses  consolidation 
act,  1845. 

Where  any  railroad  or  plant  is  taken  possession  of  in  the  name  or  on  behalf 
of  her  majesty  in  pursuance  of  this  section,  all  contracts  and  engagements 
between  the  person  or  body  of  persons  whose  railroad  is  so  takej  possession 
of  and  the  directors,  officer's,  and  servants  of  such  person  or  body  of  persons, 
or  between  such  person  or  body  of  persons  and  any  other  persons  in  relation 
to  the  working  or  maintenance  of  the  railroad,  or  in  relation  to  the  supply  or 
working  of  the  plant  of  such  railroad,  which  would,  if  such  possession  had 
not  been  taken,  have  been  enforceable  by  or  against  the  said  person  or  bcnly  of 
persons,  shall  during  the  continuance  of  such  possession  be  enforceable  by  or 
against  her  majesty. 

For  the  purposes  of  this  section  "  railroad  "  shall  include  any  tramway, 
whether  worked  by  animal  or  mechanical  power,  or  partly  in  one  way  and 
partly  in  the  other,  and  any  stations,  works,  or  accommodation  belonging  to 
or  required  for  the  working  of  such  railroad  or  tramway. 

"Plant"  shall  include  any  engines,  rolling  stock,  horses,  or  other  aniroa* 
or  mechanical  power,  and  all  things  necessary  for  the  proper  working  of  a 
railroad  or  tramway  which  are  not  included  in  the  word  "  railroad." 

In  pursuance  of  an  order  in  council,  August  4,  1914  (statutory  rules  and 
orders,  No.  1300,  1914),  and  section  16  of  the  act  of  1871,  quoted  entire  above, 
the  secretary  of  state  by  warrant,  dated  August  4,  1914,  empowered  the 
president  of  the  Board  of  Trade  to  take  possession  of  all  railroads  (ex- 
cluding tramways)  and  of  the  plants  belonging  thereto,  in  Great  Britain. 
In  pursuance  of  a  further  order  in  council,  December  22,  1916  (statu- 
tory rules  and  orders,  No.  93,  1917),  the  secretary  of  state  by  warrant  dated 
December  29,  1916,  empowered  the  president  of  the  Board  of  Trade  to  take 
possession  of  all  railroads  in  Ireland  and  of  the  plants  belonging  thereto. 
These  warrants,  which  remained  in  force  for  one  week  only,  have  in  pursuance 
of  the  empowering  sections  been  respectively  renewed  each  week  by  Indorsement 
upon  the  back  of  a  form  especially  prepared  for  the  purpose, 

Great  Britain  declared  war  against  Germany  on  August  4, 1914. 

The  first  movement  for  taking  over  the  railways  was  by  order  in  council 
No.  1300  upon  the  same  date,  as  follows: 

AT  THE  COURT  OF  BUCKINGHAM  PALACE,  THE  4TH  DAT  OF  AUGUST,    1914. 

Present :  The  King's  Most  Excellent  Majesty  in  council. 

Whereas,  by  virtue  of  section  16  of  the  regulation  of  the  forces  act,  1871, 
it  is  lawful  for  the  secretary  of  state,  when  His  Majesty,  by  order  in  council, 
declares  that  an  emergency  has  arisen  in  which  it  is  expedient  for  the  public 
service  that  His  Majesty's  Government  should  have  control  over  the  railroads 
in  Great  Britain,  or  any  of  them,  by  warrant,  under  his  hand,  to  empower  [ar- 
sons to  take  such  action  in  relation  to  any  railroad  in  Great  Britain  as  if 
mentioned  in  that  section : 
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"  Now,  therefore,  His  Majesty,  by  and  with  the  advice  of  his  privy  council, 
is  pleased  to  declare,  and  it  is  hereby  declared,  for  the  purposes  of  the  said 
section  16,  that  an  emergency  has  arisen  in  which  it  is  expedient  for  the 
public  service  that  His  Majesty's  Government  should  have  control  over  the 
railroads  of  Great  Britain. 

Almeric  FrrzRoY. 

(Gt.  Brit.-Manual  of  Emergency  Legislation,  1914,  p.  368.) 

This  was  followed  immediately  by  the  warrant  of  the  secretary  of  state  (be- 
ing in  this  case  the  secretary  of  state  of  home  affairs),  as  follows: 

•'  Whereas,  by  virtue  of  section  16  of  the  regulation  of  the  forces  act,  1871,  it  is 
lawful  for  the  secretary  of  state,  when  His  Majesty,  by  order  in  council,  de- 
dares  that  an  emergency  has  arisen  in  which  it  is  expedient  for  the  public 
-•ervice  that  His  Majesty's  Government  should  have  control  over  the  railroads 
in  the  United  Kingdom,  or  any  of  them,  by  warrant  under  his  hand  to  em- 
power any  person  to  take  possession  in  the  name  or  on  behalf  of  His  Majesty 
rif  any  railroad  in  the  United  Kingdom,  and  of  the  plant  belonging  thereto,  or  of 
any  part  thereof,  and  to  take  possession  of  any  plant  without  taking  possession 
of  the  raliroad  itself,  and  to  use  the  same  for  His  Majesty's  service  at  sucli 
timers  and  in  such  manner  as  the  secretary  of  state  may  direct. 

And  whereas  His  Majesty  by  order  in  council  made  the  4th  day  of  August, 
1914,  has  declared,  for  the  purposes  of  the  said  section,  that  an  emergency  has 
arisen  in  which  it  is  expedient  for  the  public  service  that  His  Majesty's  Gov- 
ernment should  have  control  over  the  railroads  of  Great  Britain. 

Now,  therefore,  in  pursuance  of  the  said  enactment,  I,  Herbert  Henry 
Asquith,  si  secretary  of  state,  hereby  empower  the  president  of  the  Board  of 
Trade  to  take  possession  on  behalf  of  His  Majesty  of  all  the  railroads,  exclud- 
ing tramways,  in  Great  Britain,  and  of  the  plant  belonging  thereto  or  any  part 
thereof  and  to  use  the  same  at  all  times  during  which  this  warrant  or  any  re- 
newal thereof  remains  in  force,  for  the  conveyance  of  any  of  the  naval  or  mili- 
tary iorces  of  His  Majesty,  or  of  any  goods,  stores,  merchandise  required  for 
the  use  of  His  Majesty's  fleet,  or  for  the  use  of  any  of  His  Majesty's  said 
forces,  or  to  use  the  same  for  any  other  purpose,  or  in  any  other  manner  for  or 
in  which  it  is  expedient  to  use  it  for  His  Majesty's  service. 

Fourth  day  of  August,  1914. 

H.  H.  Asquith. 

(Gt  Britain  Manual  of  Emergency  Legislation,  1914,  p.  369.)" 

This  warrant  of  August  4,  1914,  running  for  a  week  only,  as  provided  in  the 
forces  act  of  1871,  has  been  renewed  weekly  by  indorsement  on  a  specially  pre- 
pared blank  form  (Army  Form  A  2030A),  as  follows: 

"  I. ,  a  secretary  of  state,  being  of  opinion  that  the  emergency  continues, 

hereby  renew  this  warrant  for  a  further  period  of  one  week  from  the 

aay  of .    day  of ,  19 — . 

(Signed) . 

(Gt  Britain  Manual  of  Emergency  Legislation,  1914,  p.  370.)" 

By  virtue  of  an  order  in  council,  December  22,  1916  (statutory  rules  and 
orders,  No.  93,  1917).  the  secretary  of  state  by  warrant  dated  December  29, 
1916,  empowered  the  president  of  the  Board  of  Trade  to  take  jwssession  of  all 
railroads  In  Ireland  and  of  the  plants  belonging  thereto.  Copies  of  the  order 
in  council  and  the  warrant  of  the  secretary  of  state  as  relating  to  Ireland  have 
not  been  located,  but  it  is  assumed  that  they  are  identical  in  form  with  those 
I*rtaining  to  taking  over  the  railroads  of  Great  Britain,  viz,  for  England, 
Scotland,  and  Wales,  which  have  been  given  in  full. 

When  war  was  declared  the  war  office  made  the  following  announcement : 

Wab  Office,  August  4,  1914- 
"An  order  in  council  has  been  made  under  section  16  of  the  regulation  of  the 
forces  act,  1871,  declaring  that  it  is  expedient  that  the  Government  should  have 
control  over  the  railroads  in  Great  Britain.  This  control  will  be  exercised 
through  an  executive  committee  composed  of  general  managers  of  railways 
which  has  been  formed  for  some  time  and  has  prepared  plans  with  a  view  to 
facilitating  the  working  of  these  provisions  of  the  act.  Although  the  railway 
facilities  for  other  than  naval  and  military  purposes  may  for  a  time  be  some- 
what restricted,  the  effect  of  the  use  of  the  powers  under  this  act  will  be  to 
coordinate  the  demands  ou  the  railways  of  the  civil  community  with  those 
necessary  to  meet  the  special  requirements  of  the  naval  and  military  authorities. 
More  normal  conditions  will,  in  due  course,  be  restored,  and  it  is  hoped  that  the 
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public  will  recognize  the  necessity  for  the  special  conditions  and  will,  in  tl* 
general  Interest,  accommodate  themselves  to  the  inconveniences  involved. 
(The  Railway  Yearbook,  1915,  p.  16,  London.) 

II.   HOW    ADMINISTERED. 

Since  1859  there  have  been  in  England  certain  volunteer  companies  of  troop* 
In  addition  to  the  regular  standing  army ;  and  among  the  former  have  beeo 
regiments  of  Roval  Engineers,  like  the  regulars  in  the  Royal  Engineers,  wnicb 
have  had  companies  for  a  railway  construction,  etc.  In  1865  there  was  estab- 
lished an  engineer  and  railway  volunteer  staff  corps,  which  made  the  opera- 
tion of  railways  for  military  purposes  a  study.  They  were  purely  voluntary 
and  unofficial,  and  not  for  30  years  was  anything  done  to  establish  any  official 
connection  between  the  military  authorities  and  the  railways.  In  1896  then- 
was  established  a  war  railway  council,  composed  of  high  administrative  officer* 
of  the  army  and  the  railways.  In  the  fall  of  1911  there  were  two  events  thai 
almost  caused  the  Government  to  take  over  the  railroads — the  general  railway 
strike  and  the  Agadir  incident  in  Morocco — which  almost  involved  Germany 
and  France  in  war,  with  Great  Britain  siding  with  Frnace.  These  events  !el 
in  1912  to  the  creation  of  the  railway  executive  committee,  superseding  tl*» 
war  railway  council,  composed  of  the  general  managers  of  the  leading  railway 
lines,  which  was  to  act  as  a  central  organization,  to  give  instructions  and  w 
coordinate  the  activities  of  the  different  railways  in  time  of  war.  Worki&j 
with  it  in  cooperation  was  the  engineer  and  railway  volunteer  staff  corn*, 
above  mentioned.  These  organizations,  year  by  year,  before  the  present  wa: 
worked  out  schemes  for  war-time  operations  in  conjunction  with  the  director 
general  of  military  transport.  In  1912  all  plans  had  been  perfected,  and  every 
railway  manager  had  in  his  safe  a  confidential  sealed  document  detailing  a 
plan  of  mobilization.  So  far  as  the  operation  of  railways  was  concerned 
Great  Britain  was  prepared. 

RAILWAY    EXECUTIVE    COMMITTEE     1914-1917. 

On  behalf  of  the  Government,  under  direction  of  the  Board  of  Trade,  the 
control  of  the  railways  in  Great  Britain  (not  including  Ireland)  was  vested  on 
and  from  August  5,  1914,  in  a  committee  composed  of  the  following  genera! 
managers : 

Mr.  John  Burns,  president  Board  of  Trade,  chairman,  succeeded  by  Rt  Hon 
Walter  Runclman,  president  of  the  Board  of  Trade,  succeeded  by  Sir  Albert 
Stanley,  Metropolitan  District  of  London,  chairman. 

Sir  H.  A.  Walker,  London  &  South  Western  Railway,  acting  chairman. 

Mr.  J.  A.  F.  Aspinwall,  Lancashire  &  Yorkshire  Railway  (a  prisoner  of  w 
in  Germany  from  August  17  to  September  21,  and  during  his  absence  Mr.  A. 
Watson,  superintendent  of  the  line,  acted  in  his  place.  Mr.  Watson  was  snK 
sequently  made  a  permanent  member  of  the  committee). 

Mr.  A.  Watson,  Lancashire  &  Yorkshire  Railway. 

Sir  A.  K.  Butterworth,  North  Eastern  Railway. 

Sir  Robert  Turnbull,  London  &  North  Western  Railway,  succeeded  by  Mr 
Guy  Calthrop,  London  &  North  Western  Railway. 

Mr.  C.  H.  Dent,  Great  Northern  Railway. - 

Mr.  F.  H.  Dent,  South  Eastern  &  Chatham  Railway. 

Sir  Sam  Fay,  Great  Central  Railway. 

Sir  Guy  Granet,  Midland  Railway. 

Mr.  D.  A.  Matheson,  Caledonian  Railway. 

Mr.  F.  Potter,  Great  Western  Railway. 

Mr.  W.  Forbes,  London,  Brighton  &  South  Coast  Railway  (whose  name  »» 
added  a  few  days  after  the  first  list  was  announced). 

Mr.  H.  W.  Thornton.  Great  Eastern  Railway  (an  American,  former  genen 
superintendent  of  the  Long  Island  Railroad  Co.,  added  as  a  temporary  roeml*: 
two  days  after  the  first  announcement,  since  made  a  permanent  member). 

Mr.  Gilbert  S.  Szlumper,  secretary. 

(Railway  Year  Book,  1915,  p.  17;  1917,  p.  16,  London.) 

It  will  be  noted  that  the  original  committee  consisted  of  10  members,  soorn* 
creased  to  13,  not  counting  the  chairman.  The  personnel  of  the  committee  .^ 
remained  practically  unchanged  to  date.  The  official  chairman  of  the  rajiw-y 
executive  committee  is  the  president  of  the  Board  of  Trade,  but  the  real  r* 
siding  officer  is  understood  to  be  the  acting  chairman.  Sir  H.  A.  Walker,  genen 
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manager  of  the  London  &  South  Western  Railway  Co.  Under  this  committee  are 
groups  of  committees  of  railway  experts.  The  war  office  and  the  director  gen- 
eral of  military  transport  are  in  touch  with  the  central  committee.  The  main 
plans  of  war  policy  have,  of  course,  to  be  approved  by  the  Government 

The  Government  at  first  did  not  announce  any  terms  with  the  companies, 
leaving  this  for  another  time.  The  lines  remained  the  property  of  the  com- 
panies. They  retained  management,  subject  to  the  control  of  the  railway  execu- 
tive committee.  Government  control  did  not  mean  Government  ownership. 
The  whole  administration  of  the  railways  went  on  as  before.  The  sole  purpose 
at  first  was  the  movement  of  troops ;  but  as  the  war  developed,  as  economy  be- 
came more  and  more  essential,  the  scope  of  the  railway  executive  committee, 
now  in  supreme  control,  became  greatly  extended. 

Immediately  upon  the  announcement  of  the  personnel  of  the  railway  executive 
committee,  there  was  issued  by  this  committee  the  following  notification,  signed 
by  Sir  H.  A.  Walker,  acting  chairman : 

"  In  view  of  the  announcement  made  that  the  Government  have  taken  over 
the  control  of  the  railways,  it  is  desirable  that  the  public  should  understand 
exactly  what  this  means. 

u  The  control  of  the  railways  lias  been  taken  over  by  the  Government  for  the 
purpose  of  Insuring  that  the  railways,  locomotives,  rolling  stock,  and  staff 
shall  be  used  as  one  complete  unit  in  the  best  interests  of  the  State  for  the 
movement  of  troops,  stores,  and  food  supplies.  The  necessity  for  this  action- 
must  at  once  become  apparent  when  it  is  realized  that  certain  ports,  through 
which  the  bulk  of  our  food  supplies  enter  this  country,  may  be  closed  for  the 
purpose  of  such  food  supplies,  and  in  that  event  the  rolling  stock,  locomotives, 
etc.,  may  have  to  be  diverted  to  other  lines  for  the  purpose  of  serving  other 

ports. 

"The  staff  on  each  railway  will  remain  under  the  same  control  as  hereto- 
fore and  will  receive  their  instructions  through  the  same  channels  as  in  the 

past. 

44  We  are  officially  advised  that  in  order  to  give  due  effect  to  the  instructions 
received  from  the  War  Office  and  Admiralty  for  the  movement  of  troops,  etc.,  it 
may  be  necessary  to  discontinue  at  short  notice  a  portion  of  the  advertised 
service  or  to  close  certain  of  the  lines  against  ordinary  traffic.  Under  these 
circumstances  no  responsibility  can  be  accepted  for  any  delay  or  loss  that  may 
arise."     (Railway  Year  Book,  1915,  p.  16,  London.) 

IBISH  BAILWAT  EXECUTIVE  COMMITTEE. 

As  before  stated,  by  virtue  of  an  order  in  council,  December  22,  1916  (statu- 
tory rules  and  orders,  No.  93,  1917),  the  secretary  of  state  by  warrant  dated 
December  29,  1916,  empowered  the  president  of  the  board  of  trade  to  take 
possession  of  all  the  railroads  in  Ireland  and  of  the  plants  belonging  thereto. 
Accordingly,  in  December,  1916,  the  following  committee  was  appointed  to  ad- 
minsiter  the  railways  of  Ireland  on  behalf  of  the  Government  on  terms  similar 
to  those  applying  in  England,  Scotland,  and  Wales : 

Chairman,  Sir  William  Byrne,  under  secretary  for  Ireland. 

Acting  chairman,  Mr.  E.  A.  Neale,  general  manager  Great  Southern  &  West- 
ern Railway. 

Secretarv,  Mr.  Joseph  Ingram,  secretary  Irish  Railway  clearing  house. 

Other  members :  Mr.  J.  Bagwell,  general  manager  Great  Northern  Railway ; 
Mr.  M.  F.  Keogh,  general  manager  Midland  Great  Western  Railway;  Mr.  J. 
Cowie,  general  manager  Northern  Counties  Committee.  (Railway  Year  Book, 
1917,  p.  17.  London.) 

III.    BASIS   OF    COMPENSATION    TO    THE   RAILWAYS,    AND   PROTECTION    OF   THE    STOCK- 
HOLDERS. 

Under  the  terms  by  which  the  railways  were  taken  over  for  the  war,  the 
Government  guaranteed  to  the  owners  that  their  net  reevnue  for  each  year 
should  be  the  same  as  for  1913,  the  year  before  the  war,  except  when  the  net 
receipts  for  the  first  half  of  1914  were  less  than  the  net  receipts  for  the  first 
half  of  1913,  and  in  that  case  the  sum  payable  was  to  be  reduced  in  the  same 
proportion.  On  April  14,  1915,  this  exception  or  proviso  was  abolished,  in 
view  of  the  railways'  paying  25  per  cent  of  the  war  bonus  given  by  the  Gov- 
ernment to  railway  employees. 
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The  entire  Government  traffic— passenger  and  freight— was  to  be  carried  by 
the  railways  without  any  direct  charge  therefor  or  any  accounts  rendered. 

The  one  weak  side  of  the  agreement  was  that  it  made  no  allowance  to  cover 
increased  interest  payments  on  account  of  new  investments  and  new  capital 
expenditure  since  the  war  began.  This  point  was  afterwards  met  by  an  ar- 
rangement that  the  Government  should  pay  Interest  at  4  per  cent  on  all  new 
capital  invested  since  August  4,  1914,  on  new  lines,  branches,  terminals,  equip- 
ment, or  other  facilities  put  into  use  since  January  1,  1913. 

The  original  tersm  of  remuneration,  as  issued  by  the  Board  of  Trade  on 
Sepetmber  15,  1914,  were  as  follows : 

The  regulation  of  the  forces  act,  1871,  under  which  His  Majesty's  Govern- 
ment have  taken  possession  of  most  of  the  railways  of  Great  Britain,  provides 
that  full  compensation  shall  be  paid  to  the  owners  for  any  loss  or  injury  they 
may  have  sustained  thereby,  the  amount  of  such  compensation  to  be  settled 
by  agreement,  or,  if  necessary,  by  arbitration. 

His  Majesty's  Government  have  agreed  with  the  railway  companies  con- 
cerned that,  subject  to  the  undermentioned  condition,  the  compensation  to  be 
paid  them  shall  be  the  sum  by  which  the  aggregate  net  receipts  of  their  rail- 
ways for  the  period  during  which  the  Government  are  in  possession  of  them 
fall  short  of  the  aggregate  net  receipts  for  the  corresponding  period  of  1913. 
If,  however,  the  net  receipts  of  the  companies  for  the  first  half  of  1914  were 
less  than  the  net  receipts  for  the  first  half  of  1913,  the  sum  payable  is  to  be 
reduced  in  the  same  proportion. 

This  sum,  together  with  the  net  receipts  of  the  railway  companies  taken 
over,  is  to  be  distributed  amongst  those  companies  in  proportion  to  the  net 
receipts  of  each  company  during  the  period  with  which  comparison  is  made. 

The  compensation  to  be  paid  under  this  arrangement  will  cover  all  special 
services,  such  as  those  in  connection  with  Military  and  Naval  Transport  ren- 
dered to  the  Government  by  the  railway  companies  concerned,  and  it  will 
therefore  be  unnecessary  to  make  any  payments  in  respect  of  such  transport 
on  the  railawys  taken  over.  (Railway  Year  Book,  1915,  p.  16;  1917,  p.  16. 
London.) 

On  April  14,  1915,  as  above  stated,  the  Board  of  Trade  issued  its  revised 
terms  of  remuneration  relative  to  net  receipts  for  the  first  half  of  1914  as  com- 
pared with  the  first  half  of  1913,  as  follows,  the  language  employed  being  a 
commentary  upon  the  order : 

On  April  14,  1915,  the  Board  of  Trade  announced  that  an  alteration  had  been 
made  in  the  agreement  between  His  Majesty's  Government  and  the  railway 
companies  whose  undertakings  have  been  taken  possession  of  under  the  regula- 
tion of  forces  act,  1871. 

Under  the  original  agreement  the  sum  to  be  paid  in  compensation  to  the 
companies  concerned  was  the  sum  by  which  the  aggregate  net  receipts  of  their 
railways  for  the  period  during  which  the  Government  were  in  possession  of  them 
fell  short  of  the  aggregate  net  receipts  for  the  corresponding  period  of  1913. 
subject,  however,  to  a  proportionate  reduction  if  the  net  receipts  of  the  com- 
panies for  the  first  half  of  1914  were  less  than  the  net  receipts  for  the  first 
half  of  1913. 

According  to  the  new  arrangement  this  reduction  will  not  in  future  be  made, 
but  25  per  cent  of  the  war  bonus  granted  to  railway  employees  who  come 
within  the  Railway  Conciliation  Scheme  is  borne  by  the  railway  companies, 
and  not  by  the  Government.     (Railway  Year  Book,  1916,  p.  21;  1917,  p.  16. 

London.) 

In  the  Railway  Age-Gazette  of  August  11,  1916  (p.  244),  Mr.  Julius  H.  Parnie 
lee,  statistician  of  the  Bureau  of  Railway  Economics,  Washington,  D.  C.  writing 
of  war  payments  to  British  railways,  says : 

"  The  fiscal  year  of  the  British  railways  closes  on  March  31.  Returns  for  the 
first  fiscal  year  under  the  war  agreement,  ending  March  31,  1915,  have  recently 
been  made  public  in  a  Government  white  paper.  From  August  4,  1914.  to 
March  31,  1915,  a  period  of  about  seven  months,  the  Government  advanced  the 
railways  £6,851,957,  or  about  $33,350,000,  to  offset  the  reduction  of  their  net 
revenues.  These  advances  were  made  monthly  to  the  railway  executive  com- 
mittee for  distribution  among  the  individual  railways.  This  amount  is  sunjevi 
to  an  adjustment  after  an  audit  of  the  yearly  accounts  of  the  railways  by  a 
chartered  Government  accountant. 

M  It  is  difficult,  on  this  side  of  the  Atlantic,  to  analyze  the  bargain  between  Uk* 
British  Government  and  the  railways  without  having  more  detailed  informa- 
tion regarding  railway  operations  in  England  than  has  thus  far  been  vouch- 
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safed.  Since  the  war  began  the  English  railway  reports  have  been  shorn  of 
practically  all  details  regarding  traffic  handled,  receipts,  and  expenses,  and  it  is 
next  to  hopeless  to  attempt  an  analysis  of  the  situation  from  the  American 
point  of  view.  At  first  sight,  $33,000,000  does  not  appear  a  heavy  charge  to  the 
Government  for  the  services  of  the  British  railways  during  the  early  months 
of  the  war.  This  feeling  is  amply  borne  out  by  the  comments  of  various  Eng- 
lish journals  regarding  the  situation.  *  *  *  The  market  values  of  standard 
British  railway  stocks  have  greatly  fallen  off."     *     *     * 

rv.  effkct  on  wages  and  labob. 

At  the  outbreak  of  the  war  the  railways  and  their  empolyees  were  engaged 
in  a  wage  controversy.  A  scheme  of  conciliation  drafted  by  a  royal  commission 
had  come  into  effect  In  1912,  to  continue  until  November  6,  1914,  but  either  side 
could  terminate  the  agreement  by  a  year's  notice.  The  employees  gave  notice  in 
November,  1913,  that  they  would  withdraw,  as  they  wanted  the  conditions 
revised.  A  temporary  arrangement  was  made  in  October,  1914,  by  which  the 
agreement  was  continued,  subject  to  a  six  weeks'  notice  by  either  side.  The 
employees  were  convinced  that  since  the  Government  was  virtually  in  control 
of  the  lines  that  their  wage  demands  would  be  met.  The  rapid  increase  in  the 
cost  of  living  made  it  obvious  that  something  must  be  done.  The  railways  felt 
that,  even  if  the  Government  paid  the  increased  demands,  after  the  war  was 
over  that  the  increased  wages  would  be  a  burden  to  the  lines. 

On  February  13,  1915,  terms  of  settlement  were  arranged.  A  weekly  bonus 
was  to  be  paid  to  all  employees  of  18  years  of  age  and  upward  engaged  in  rail- 
way operation.  All  those  whose  standard  rate  of  wages  was  under  30  shillings 
a  week  were  to  receive  a  weekly  bonus  of  3  shillings,  and  those  earning  30  shill- 
ings or  more  were  to  be  paid  2  shillings  per  week.  The  payment  of  this  bonus 
was  to  be  divided,  one-fourth  by  the  railway  companies  and  three-fourths  by  the 
Government.  A  modification  of  an  original  agreement  by  which  the  Govern- 
ment was  to  pay  all  of  the  bonus  was  consequently  made.  This  agreement  was 
afterwards  revised  in  1915,  by  which  all  employees  of  18  years  of  age  aim 
upward  would  receive  a  bonus  of  5  shillings  per  week,  and  those  under  18  years 
of  age  would  receive  2  shillings  6  pence  per  week.  The  understanding  was  that 
this  wage  agreement  would  not  be  altered  during  the  war.  The  National  Union 
of  Railway  Men  and  the  Associated  Society  of  Locomotive  Engineers  and  Fire- 
men agreed  to  this  formally. 

The  increased  cost  of  living,  however,  made  further  wage  increases  necessary. 
In  September,  1916,  a  second  bonus  of  5  additional  shillings  was  added  to  the 
wage  increases  as  above,  and  in  April,  1917,  the  war  bonus  was  increased  to 
15  shillings  per  week  for  employees  over  18  years  and  7  shillings  6  pence  per 
week  under  18  years. 

It  Is  estimated  that  the  total  expenditure,  additional,  on  account  of  the  in- 
crease will  be  £23,000,000.  The  whole  of  these  later  increases  are  to  be  borne 
by  the  Government. 

In  December,  1915,  Mr.  Bonar  Law,  speaking  officially  in  the  House  of 
Commons,  stated  that  the  Government  agreement  with  the  railway  companies, 
notwithstanding  the  grant  of  the  war  bonus,  had  *'  involved  no  financial  loss,  but 
probably  some  gain." 

A  few  months  after  war  was  declared  66,000  railway  employees  out  of  a 
total  of  643,135  joined  the  colors.  At  the  end  of  1916  this  number  had  Increased 
to  150,000  close  to  50  per  cent  of  the  employees  of  military  age.  The  shortage 
of  railway  labor  became  very  serious. 

The  railway  executive  committee  supplemented  the  army  pay  of  their  em- 
ployees in  the  military  service  so  that  their  families  at  home  could  maintain 
themselves.  Occupants  of  railway  company  houses  were  not  disturbed,  and  a 
reduced  rate  for  coal  was  given  them,  and  the  positions  of  railway  employees 
in  the  service  of  their  country  were  guaranteed  to  them  at  the  end  of  the  war. 
Army  pay  of  such  employees  was  augmented  to  four-fifths  of  their  old  railway 
salaries. 

The  scarcity  of  male  labor  compelled  the  railways  to  employ  women  in  many 
positions  almost  at  the  beginning  of  the  war.  The  experiment  was  a  great 
success.  The  labor  unions  asked  that  the  employment  of  women  would  not 
prejudice  railway  labor  after  the  war  as  against  the  employment  of  men  or 
the  reemployment  of  men  who  had  gone  to  war.  The  pay  of  women  in  grades 
In  which  they  were  not  engaged  In  August,  1914,  was  fixed  at  the  minimum  pay 
of  the  grade.    At  first  women  were  not  granted  a  war  bonus,  but  In  November, 
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1916,  it  was  arranged  that  women  of  18  years  of  age  and  upward  should  be 
given  a  bonus  of  3  shillings  a  week  and  those  under  18  a  bonus  of  1  shilling  6 
pence  a  week.  This  amount  was  later  increased  to  5  shillings  6  pence  for  th* 
first  class,  and  2  shillings  9  pence  for  the  second. 

It  is  believed  that  any  attempt  to  revert  to  a  prewar  wage  scale  will  bring  od 
a  war  with  the  labor  unions.  The  railways  claim  that  theycan  not  maintain 
the  present  wage  scale  with  the  15  shilling  weekly  bonus  after  the  war. 

As  to  the  women  employees,  the  railways  have  promised  to  take  their  old 
male  employees  back  into  the  same  positions  they  occupied  before  the  war. 
But  many  of  the  men  will  never  return.  Women  have  been  found  efficient  ami 
will  undoubtedly  be  retained.  But  this  will  doubtless  cause  some  strife.  Tht 
changed  conditions  after  the  war,  demanding  the  employment  of  thousands  of 
men  to  restore  destroyed  towns  and  cities  and  the  general  waste  of  war  to  be 
repaired  in  various  lines,  will  occasion  a  greater  demand  for  labor  than  ever 
before. 

V.   EFFECT   ON    RATES   AND   SERVICE. 

Rates. — A  careful  examination  fails  to  disclose  that  freight  rates  have  been 
advanced  in  the  United  Kingdom  during  the  war.  There  has  been  more  uni- 
formity in  rates,  and  rebating  has  ceased. 

In  January,  1917,  passenger  rates  were  Increased  50  per  cent.  The  rise  in 
passenger  rates  is  said  to  have  been  for  the  purpose  of  discouraging  travel,  and 
not  to  increase  revenues.  The  Government  appealed  to  the  people  not  to  travel 
except  when  absolutely  necessary.  It  was  urged  that  travel  for  pleasure  was 
unpatriotic.  Soldiers  on  leave  from  the  front  are  given  preference  in  passenzpr 
congestion.  The  increase  in  passenger  fares  does  not  apply  to  workmen's 
tickets,  season  tickets,  traders'  tickets,  or  zone  tickets,  nor  to  local  traffic  io 
towns;  nor  does  the  increase  apply  to  tickets  issued  to  relatives  desiring  to 
visit  wounded  soldiers  or  sailors  in  hospitals. 

Service, — British  railways  were  built  for  commercial  purposes,  while  the  Or 
man  railways  were  constructed  for  war  purposes,  as  shown  by  uniform  gausv. 
heavy  trucks  for  carrying  large  guns,  lines  built  entirely  for  eventual  military 
uses,  the  German  general  staff  in  direct  control  of  the  lines,  etc.  War  wa> 
declared  against  Germany  on  August  4,  1914,  yet  without  any  interruption  of 
rail  and  water  traffic  the  British  Army  landed  in  France  a  few  days  there- 
after and  was  marching  into  Belgium  before  the  Germans  realized  where  they 
had  landed  or  what  their  numbers  were. 

Competition  among  the  railways  ceased. 

Interline  settlements  ceased.  Hundreds  of  clerks  had  been  employed  at  th»- 
railway  clearing  house  at  London,  dissecting  payments  covering  the  vnri»>u< 
lines.    They  were  no  longer  needed. 

Canvassing  by  agents  for  securing  freight  shipments  ceased. 

Publicity  departments  of  the  railways,  costing  thousands  of  dollars  annually, 
were  closed. 

Weekly  traffic  returns  of  the  various  railways  were  no  longer  compiled  *r 
published.  Directors'  reports  were  published  in  small  quantities,  and  only  sup- 
plied upon  request. 

Tickets  to  a  common  destination  on  competing  lines  could  be  used  on  any  line 

Restaurant  and  sleeping-car  services  were  cut  down  or  suspended  altogether 

Excursion  and  week-end  tickets  were  ordered  suspended  when  necessary. 

Passenger  trains  were  reduced  in  number. 

Train  speed  was  greatly  reduced,  Increasing  the  number  of  trains  upon  the 
tracks  thereby  and  avoiding  long  waits  upon  sidings,  every  train  being  toi* 
on  the  move  at  a  reduced  speed. 

War  stations  closed  and  some  branch  lines  abandoned. 

Preshlpment  of  personal  baggage  was  discontinued,  and  passengers  requite: 
to  take  as  little  baggage  as  possible.  Later,  passenger  baggage  was  limited  i«» 
100  pound*,  and  no  excess  baggage  free  as  formerly. 

Pooling  of  freight  cars  on  January  2,  1917,  a  great  economy.  Formerly 
empty  cars  had  to  be  returned  to  the  company  to  which  they  belonged,  and  n»* 
they  are  loaded  again  and  sent  in  any  direction.  At  first  the  pool  did  not  include 
the  600,000  to  700,000  privately  owned  cars,  a  distinct  feature  of  British  rail- 
ways. 

From  January,  1917,  the  sender  or  shipper  of  packages  or  parcels  by  I**- 
Fenger  train  was  required  to  prepay  all  charges,  thus  at  one  sweep  wiping  out 
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the  cumbrous  system  of  bills  and  accounts  for  small-goods  traffic  on  passenger 
trains  corresponding  to  the  American  express  system.  Reformers  are  insist- 
ing that  this  shall  also  be  done  for  small  traffic  by  freight  trains.  It  was  also 
decided  that  claims  for  loss  and  damage  should  be  dealt  with  by  the  company 
on  which  the  claim  was  made,  without  any  division  between  the  lines  over  which 
the  traffic  had  moved. 

The  saving  in  print  paper  was  so  great  that  one  railway  company  placed  on 
the  market  tons  of  paper  at  a  time  when  it  was  scarcest. 

In  the  early  stages  of  the  war  ammunition  and  supplies  were  carried  to  the 
fighting  front  by  motor  cars,  but  this  has  in  a  measure  been  superseded  by 
tearing  up  certain  lines  in  England  and  rebuilding  the  lines  in  France. 

It  is  believed  that  a  new  era  in  railway  management  has  begun,  and  that  it 
will  be  Impossible  to  revert  to  prewar  conditions.  According  to  some  writers  it 
would  not  be  desirable.  It  is  believed  that  there  will  be  greater  unity  of  admin- 
istration after  the  war,  and  that  cooperation  has  proven  better  than  cutthroat 
competition.  It  is  believed  that  the  railway  executive  committee  is  almost 
certain  to  develop  Into  a  permanent  organization,  a  supreme  court  of  appeal 
among  the  railways.  Such  a  plan,  it  is  believed,  will  promote  efficiency  and 
economy  and  prevent  extravagant  and  excessive  competition.  The  railway  men, 
however,  believe  that  they  will  have  to  face  many  difficult  problems  after  the 
war.  including  the  likelihood  that  many  of  the  present  regulatory  measures  will 
be  retained. 

One  illustration  may  be  made  among  the  many  of  the  salutary  effect  of  regu- 
lation. On  July  4,  1917,  the  controller  of  coal  mines  promulgated  a  scheme  for 
the  transportation  and  distribution  of  coal.  England,  Scotland,  and  Wales 
were  divided  into  20  districts  or  areas,  and  each  had  to  take  its  coal  supply 
from  certain  fixed  districts  of  production.  It  is  estimated  that  this  plan  would 
effect  a  saving  in  transportation  of  not  less  than  700,000,000  ton-miles  annually. 
The  scheme  is  based  on  four  main  issues : 

1.  The  consumption  of  coal  should  take  place  as  near  the  producing  point  as 
possible. 

2.  That  in  view  of  the  superior  facilities  offered  by  the  main  traffic  lines  the 
movement  of  traffic  should  follow  these  routes  wherever  possible. 

3.  That  the  movement  of  coal  should,  as  far  as  possible,  be  in  well-defined 
directions — north  to  south,  north  to  southeast,  north  to  southwest,  and  east  to 
west. 

4.  That  an  area  producing  less  coal  than  suffices  for  its  own  need  should  not 
send  any  portion  of  its  output  to  other  areas.  That  an  area  producing  more 
coal  than  It  requires  for  consumption  within  the  area  itself  should  only  dis- 
tribute to  adjacent  or  convenient  areas. 

This  scheme  did  not  affect  water-borne  coal,  anthracite,  or  coke  of  any 
description. 

VI.    STATISTICS. 

Since  the  beginning  of  the  war  the  British  Government,  through  its  board  of 
trade,  has  issued  but  one  report  on  railways,  being  a  two-page  report  for  the 
year  1914.  A  footnote  to  this  report  states  that  no  further  reports  will  be 
Issued.  Unofficial  figures  annually  are  given  in  the  Railway  Yearbook,  pub- 
lished in  London,  which  are  not  given  here. 

Official  figures,  191$  and  1914. 
[Great  Britain— Railway  Returns,  1914.    London.    2  p.] 


Mileage,  all  track 

Authorized  capital 

Paid-up  capital 

Of  which  was  added  during  year 
Total  engine-miles 

Total  receipts 

Expenditure 

Net  income 


1013 


55,405 

£1,142,552,000 

£1.334,011,000 

£198,721,000 

628,324,000 


£139,451,000 
87,320,000 


52,131,000 


1914 


55,668 

i  £1,477,557,000 

£1.341,222,000 

£199.203,000 

621,239,000 


*  £139,098,000 
88,173,000 


50,925,000 


1  Including  nominal  additions  to  the  amount  of  £29,315,000  which  were  excluded  from  the  total  for  1913. 
•  Included  the  estimated  amount  receivable  by  the  companies,  under  agreement  with  the  Government, 
in  respect  of  the  control  of  British  railways  during  the  period  from  Aug.  5  to  Dec.  31, 1914. 
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Note. — The  most  comprehensive  publication  upon  the  subject  is  one  recently 
prepared  by  Mr.  Julius  H.  Parmelee,  statistician  of  the  Bureau  of  Railway 
Economics,  under  date  of  December  12,  1917,  being  a  monograph  on  British 
railways  during  the  war,  upon  which  he  has  spent  two  years.  It  was  gotten  up 
for  publication  by  the  Carnegie  Institution  of  Washington,  D.  C,  and  will  shortly 
be  published.  This  monograph  was  not  consulted  in  preparing  this  paper,  which 
was  completed  before  the  monograph  was  issued. 


APPENDIX  I. 

FUNCTIONS    OF   THE   BRITISH    RAILWAY    GOVERNMENTAL  REGULATING   BODIES    DUMSG 

THE  GREAT  WAR. 

1.  The  body  in  England  that  more  nearly  corresponds  with  the  Interstate 
Commerce  Commission  is  the  board  of  trade,  railway  department  It  is  an 
administrative  body  only,  with  no  judicial  functions.  The  board  of  trade  as  8 
whole  corresponds  very  much  with  our  Department  of  Commerce.  The  presi- 
dent of  the  board  of  trade,  having  many  departments  under  him,  is  a  member  of 
the  British  cabinet,  and  during  the  war  is  chairman  of  the  railway  executive 
committee  which  is  directing  the  operations  of  all  the  railways  In  the  United 
Kingdom. 

So  in  the  present  crisis  the  board  of  trade,  through  its  president  as  chairman 
of  the  railway  executive  committee,  composed  of  13  general  managers  of  British 
railways,  occupies  a  very  conspicuous  position  in  the  railway  world. 

As  to  the  actual  war-time  work  of  the  board  of  trade  during  the  war,  we  can 
only  judge  by  the  great  efficiency  in  moving  troops  and  supplies  without  disar- 
ranging other  railway  traffic  in  the  United  Kingdom.  As  to  any  reports  of 
the  board  of  trade  during  the  war  outlining  in  general  or  in  detail  anything 
relating  to  transportation  since  the  outbreak  of  the  war,  there  is  absolutely 
nothing,  save  a  1-page  report  made  for  the  year  1914,  which  shows  only  mile- 
age, capitalization,  locomotive  ton-mileage,  revenue  receipts  and  expenses, 
with  a  footnote  to  the  effect  that  the  board  would  publish  nothing  more  during 
the  war.  As  the  British  Board  of  Trade,  especially  its  railway  department, 
has  always  been  very  active  it  Is  assumed  that  its  activities  have  continued. 

This  much  may  be  said,  however,  that  the  railway  executive  committee,  com- 
posed of  13  general  managers  of  British  railways,  is  operating  the  railways  effi- 
ciently as  one  system.  The  president  of  the  board  of  trade  Is  the  only  Govern- 
ment official  on  this  committee.  He  doubtless  takes  his  orders  from  the  military 
and  naval  departments,  or  is  influenced  by  them.  According  to  law  and  orders 
he  does  not  have  to  do  so,  as  he  was  directed  by  the  secretary  of  state  for  the 
home  department,  according  to  the  forces  act  of  1871,  section  16,  to  take  over 
and  run  the  railways.  He  could  have  done  this  without  cooperating  with  the 
railway  executive  committee  already  in  existence,  or  by  the  creation  of  a  new 
committee.  He  could  have  placed  the  control  entirely  within  the  board  of  trade 
without  going  on  the  outside  for  assistance. 

It  is  generally  understood,  however,  that  the  leading  figure  in  war  railway 
control  in  England  is  Sir  H.  A.  Walker,  acting  chairman  of  the  railway  execu- 
tive committee,  who  Is  general  manager  of  the  London  &  South  Western  Railway. 
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It  is  stated  that  the  board  of  trade  has  organized  a  few  committees  of  experts 
to  take  over  certain  duties  or  to  advise  with  the  railway  executive  committee 
as  to  proper  methods  to  pursue.  But  it  is  not  shown  what  these  duties  are 
nor  the  names  of  such  committees  are  not  available.  Generally  speaking,  there 
has  been  no  great  change,  if  any,  in  the  prewar  personnel  or  scheme  of  interior 
administration  of  the  railways  or  the  board  of  trade,  nor  of  the  operation  of 
the  railways,  except  as  outlined  briefly  under  the  head  of  "  Rates  and  service  " 
at  page  18  hereof. 

2.  As  stated,  the  board  of  trade  is  an  administrative  body,  and  can  be  com- 
pared with  the  Interstate  Commerce  Commission  in  that  respect  only.  But  in 
England  the  judicial  powers  exercised  by  the  Interstate  Commerce  Commission 
as  to  rates  are  vested  In  a  railway  and  canal  commission,  composed  of  five  mem- 
bers holding  office  for  life,  at  a  salary  of  $15,000  each.  Two  members  are  nomi- 
nated by  the  board  of  trade,  one  of  whom  must  be  a  lawyer  The  other  three 
are  judges  of  superior  courts  of  England,  Scotland,  and  Ireland,  and  no  member 
who  is  a  judge  sits  outside  of  his  own  jurisdiction.  The  court  is  a  traveling 
court,  and  thus  never  has  more  than  three  members  present,  two  of  whom  can 
render  decisions.  If  it  sits  in  Scotland,  the  English  and  Irish  judge  members 
are  not  present,  etc. 

Its  chief  jurisdiction  is  over  rate  and  service  questions.  A  few  cases  can  come 
on  appeal  of  administrative  questions  from  the  board  of  trade. 

The  operations  of  the  railway  and  canal  commissioners  since  the  war  began 
can  not  be  determined  with  accuracy.  I  can  only  say  that  before  the  war  began 
we  received  the  bound  decisions  of  this  court  regularly,  and  they  stopped  coming 
at  the  end  of  1914.  The  bound  decisions  cover  two  or  three  years  in  each  volume. 
Judging  from  the  statements  seen  in  print  that  rates  have  been  equalized  in 
England  since  the  war  began,  and  rebating  has  been  stopped,  it  is  quite  safe 
to  say  that  the  railway  and  canal  commissioners  have  not  been  very  active  dur- 
ing the  war,  although  this  is  a  mere  guess. 

One  thing  is  patent,  however.  The  railways  of  the  United  Kingdom  have 
legally  been  turned  over  to  the  board  of  trade,  a  Government  institution.  The? 
board  of  trade  could  have  operated  them  under  that  department,  but  chose 
rather  to  call  in  the  assistance  of  the  general  managers  of  the  leading  British 
railways.  There  is  undoubtedly  great  Government  pressure  brought  to  bear 
upon  the  general  managers,  known  as  the  railway  executive  committee,  through 
its  chairman,  the  president  of  the  board  of  trade,  who  is  a  cabinet  minister. 
But  the  leading  feature  is  that  the  railways  are  controlled  by  a  Government 
department  already  in  existence  when  the  war  began,  and  which  by  existing  law 
was  well  fitted  for  the  purpose. 
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PRIORITY   IN  ENGLAND. 

While  Judge  Lovett  and  the  War  Industries  Board  are  determining  what  is 
to  be  done  in  this  country  regarding  priority,  it  may  be  well  to  present  to  busi- 
ness men  a  statement  of  what  has  been  done  in  England  toward  solving  this 
problem  as  it  exists  there. 

BRITISH    PRIORITY   DEPARTMENT. 

The  priority  department  Is  under  the  Ministry  of  Munitions  of  War  and  has 
been  gradually  developed  from  an  informal  committee  that  was  constituted  In 
September,  1915,  over  one  year  after  the  war  started.    Before  that  time  ques- 
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16.  When  Her  Majesty,  by  order  in  council,  declares  that  an  emergency  has 
arisen  in  which  it  is  expedient  for  the  public  service  that  Her  Majesty's  Govern- 
ment should  have  control  over  the  railroads  in  the  United  Kingdom,  or  any  of 
them,  the  secretary  of  state  may,  by  warrant  under  his  hand,  empower  any 
person  or  persons  named  in  such  warrant  to  take  possession,  In  the  name  or 
on  behalf  of  Her  Majesty,  of  any  railroad  in  the  United  Kingdom,  and  of  the 
plant  belonging  thereto,  or  of  any  part  thereof,  and  may  take  possession  of  any 
plant  without  taking  possession  of  the  .railroad  itself,  and  to  use  the  same  for 
Her  Majesty's  service  at  such  times  and  in  such  manner  as  the  secretary  of 
state  may  direct;  and  the  directors,  officers,  and  servants  of  any  such  railroad 
shall  obey  the  directions  of  the  secretary  of  state  as  to  the  user  of  such  railroad 
or  plant  as  aforesaid  for  Her  Majesty's  service. 

Any  warrant  granted  by  the  said  secretary  of  state  in  pursuance  of  this 
section  shall  remain  in  force  for  one  week  only,  but  may  be  renewed  from 
week  to  week  so  long  as,  in  the  opinion  of  the  said  secretary  of  state,  the 
emergency  continues. 

There  shall  be  paid  to  any  person  or  body  of  persons  whose  railroad  or  plant 
may  be  taken  possession  of  in  pursuance  of  this  section,  out  of  moneys  to 
be  provided  by  Parliament,  such  full  compensation  for  any  loss  or  Injury  they 
may  have  sustained  by  the  exercise  of  the  powers  of  the  secretary  of  state 
under  this  section  as  may  be  agreed  upon  between  the  said  secretary  of 
state  and  the  said  person  or  body  of  persons,  or,  In  case  of  difference,  may  be 
settled  by  arbitration  in  manner  provided  by  the  lands  clauses  consolidation 
act,  1845. 

Where  any  railroad  or  plant  is  taken  possession  of  in  the  name  or  on  behalf 
of  her  majesty  in  pursuance  of  this  section,  all  contracts  and  engagements 
between  the  person  or  body  of  persons  whose  railroad  Is  so  takej  possession 
of  and  the  directors,  officer's,  and  servants  of  such  person  or  body  of  persons, 
or  between  such  person  or  body  of  persons  and  any  other  persons  in  relation 
to  the  working  or  maintenance  of  the  railroad,  or  in  relation  to  the  supply  or 
working  of  the  plant  of  such  railroad,  which  would,  if  such  possession  had 
not  been  taken,  have  been  enforceable  by  or  against  the  said  person  or  body  of 
persons,  shall  during  the  continuance  of  such  possession  be  enforceable  by  or 
against  her  majesty. 

For  the  purposes  of  this  section  "  railroad  "  shall  include  any  tramway, 
whether  worked  by  animal  or  mechanical  power,  or  partly  in  one  way  and 
partly  in  the  other,  and  any  stations,  works,  or  accommodation  belonging  to 
or  required  for  the  working  of  such  railroad  or  tramway. 

"Plant"  shall  include  any  engines,  rolling  stock,  horses,  or  other  animal 
or  mechanical  power,  and  all  things  necessary  for  the  proper  working  of  o 
railroad  or  tramway  which  are  not  included  in  the  word  "  railroad." 

In  pursuance  of  an  order  In  council,  August  4,  1914  (statutory  rules  and 
orders,  No.  1300,  1914),  and  section  16  of  the  act  of  1871,  quoted  entire  above, 
the  secretary  of  state  by  warrant,  dated  August  4,  1914,  empowered  the 
president  of  the  Board  of  Trade  to  take  possession  of  all  railroads  (ex- 
cluding tramways)  and  of  the  plants  belonging  thereto,  In  Great  Britain. 
In  pursuance  of  a  further  order  in  council,  December  22,  1916  (statu- 
tory rules  and  orders,  No.  93,  1917),  the  secretary  of  state  by  warrant,  dated 
December  29,  1916,  empowered  the  president  of  the  Board  of  Trade  to  take 
possession  of  all  railroads  in  Ireland  and  of  the  plants  belonging  thereto 
These  warrants,  which  remained  in  force  for  one  week  only,  have  In  pursuance 
of  the  empowering  sections  been  respectively  renewed  each  week  by  indorsement 
upon  the  back  of  a  form  especially  prepared  for  the  purpose. 

Great  Britain  declared  war  against  Germany  on  August  4, 1914. 

The  first  movement  for  taking  over  the  railways  was  by  order  In  council 
No.  1300  upon  the  same  date,  as  follows: 

AT  THE  COURT  OF  BUCKINGHAM  PALACE,  THE  4TH  DAY  OF  AUGUST,   1914. 

Present :  The  King's  Most  Excellent  Majesty  in  council. 

Whereas,  by  virtue  of  section  16  of  the  regulation  of  the  forces  act,  1871. 
it  is  lawful  for  the  secretary  of  state,  when  His  Majesty,  by  order  in  counciL 
declares  that  an  emergency  has  arisen  in  which  it  is  expedient  for  the  public 
service  that  His  Majesty's  Government  should  have  control  over  the  railroad* 
In  Great  Britain,  or  any  of  them,  by  warrant,  under  his  hand,  to  empower  per- 
sons to  take  such  action  In  relation  to  any  railroad  In  Great  Britain  as  it 
mentioned  in  that  section : 
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"Now,  therefore,  His  Majesty,  by  and  with  the  advice  of  his  privy  council, 
is  pleased  to  declare,  and  it  is  hereby  declared,  for  the  purposes  of  the  said 
section  16,  that  an  emergency  has  arisen  in  which  it  is  expedient  for  the 
public  service  that  His  Majesty's  Government  should  have  control  over  the 
railroads  of  Great  Britain. 

Almeric  FitzRoy. 

(Gt.  Brit.-Manual  of  Emergency  Legislation,  1914,  p.  368.) 
This  was  followed  immediately  by  the  warrant  of  the  secretary  of  state  (be- 
ing in  this  case  the  secretary  of  state  of  home  affairs),  as  follows: 

"  Whereas,  by  virtue  of  section  16  of  the  regulation  of  the  forces  act,  1871,  it  is 
lawful  for  the  secretary  of  state,  when  His  Majesty,  by  order  in  council,  de- 
clares that  an  emergency  has  arisen  in  which  it  is  expedient  for  the  public 
service  that  His  Majesty's  Government  should  have  control  over  the  railroads 
in  the  United  Kingdom,  or  any  of  them,  by  warrant  under  his  hand  to  em- 
IK)wer  any  person  to  take  possession  in  the  name  or  on  behalf  of  His  Majesty 
of  any  railroad  in  the  United  Kingdom,  and  of  the  plant  belonging  thereto,  or  of 
any  part  thereof,  and  to  take  possession  of  any  plant  without  taking  possession 
of  the  raliroad  itself,  and  to  use  the  same  for  His  Majesty's  service  at  such 
times  and  in  such  manner  as  the  secretary  of  state  may  direct. 

And  whereas  His  Majesty  by  order  in  council  made  the  4th  day  of  August, 
1914,  hns  declared,  for  the  purposes  of  the  said  section,  that  an  emergency  has 
arisen  in  which  it  Is  expedient  for  the  public  service  that  His  Majesty's  Gov- 
ernment should  have  control  over  the  railroads  of  Great  Britain. 

Now,  therefore,  in  pursuance  of  the  said  enactment,  I,  Herbert  Henry 
Asquith,  a  secretary  of  state,  hereby  empower  the  president  of  the  Board  of 
Trade  to  take  possession  on  behalf  of  His  Majesty  of  all  the  railroads,  exclud- 
ing tramways,  in  Great  Britain,  and  of  the  plant  belonging  thereto  or  any  part 
thereof  and  to  use  the  same  at  all  times  during  which  this  warrant  or  any  re- 
newal thereof  remains  in  force,  for  the  conveyance  of  any  of  the  naval  or  mili- 
tary iorces  of  His  Majesty,  or  of  any  goods,  stores,  merchandise  required  for 
the  use  of  His  Majesty's  fleet,  or  for  the  use  of  any  of  His  Majesty's  said 
forces,  or  to  use  the  same  for  any  other  purpose,  or  in  any  other  manner  for  or 
in  which  It  Is  expedient  to  use  it  for  His  Majesty's  service. 

Fourth  day  of  August,  1914. 

H.  H.  Asquith. 

((it.  Britain  Manual  of  Emergency  Legislation,  1914,  p.  369.)" 

This  warrant  of  August  4,  1914,  running  for  a  week  only,  as  provided  in  the 
forces  act  of  1871,  has  been  renewed  weekly  by  indorsement  on  a  specially  pre- 
pared blank  form  (Army  Form  A  2030A),  as  follows: 

•*  I. ,  a  secretary  of  state,  being  of  opinion  that  the  emergency  continues, 

icreby  renew  this  warrant  for  a  further  period  of  one  week  from  the  

lay  of .    day  of ,  19 — . 

(Signed) . 

(Gt.  Britain  Manual  of  Emergency  Legislation,  1914,  p.  370.)" 

By  virtue  of  an  order  in  council,  December  22,  1916  (statutory  rules  and 
•rders,  No.  93,  1917),  the  secretary  of  state  by  warrant,  dated  December  29, 
916,  empowered  the  president  of  the  Board  of  Trade  to  take  possession  of  all 
ailroi.ds  in  Ireland  and  of  the  plants  belonging  thereto.  Copies  of  the  order 
n  council  and  the  warrant  of  the  secretary  of  state  as  relating  to  Ireland  have 
tot  been  located,  but  it  is  assumed  that  they  are  identical  in  form  with  those 
•ertaining  to  taking  over  the  railroads  of  Great  Britain,  viz,  for  England, 
loot  land,  and  Wales,  which  have  been  given  in  full. 

When  war  was  declared  the  war  office  made  the  following  announcement  : 

War  Office,  August  Jh  191%. 
"An  order  in  council  has  been  made  under  section  16  of  the  regulation  of  the 
>rces  act,  1871,  declaring  that  it  is  expedient  that  the  Government  should  have 
ontrol  over  the  railroads  in  Great  Britain.  This  control  will  be  exercised 
i  rough  an  executive  committee  composed  of  general  managers  of  railways 
hich  has  been  formed  for  some  time  and  has  prepared  plans  with  a  view  to 
icilitating  the  working  of  these  provisions  of  the  act.  Although  the  railway 
Acilities  for  other  than  naval  and  military  purposes  may  for  a  time  be  sonie- 
•hat  restricted,  the  effect  of  the  use  of  the  powers  under  this  act  will  be  to 
ordinate  the  demands  ou  the  railways  of  the  civil  community  with  those 
ecessiiry  to  meet  the  special  requirements  of  the  naval  and  military  authorities, 
[ore  normal  conditions  will,  in  due  course,  be  restored,  and  it  is  hoped  that  the 
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Leather  trades  and  manufacture. 

Boot,  shoe,  and  clog  manufacture. 

Coke,  manufacture  of. 

Rubber  trades  and  manufacture. 

Waterproofing  of  fabrics  of  paper. 

Electricity,  gas,  and  water  services. 

Stone,  marble,  granite,  and  slate  quarrying,  cutting  and  polishing. 

Bookbinding. 

0RDEB8  NOT  COMPULSORY. 

Tne  manufacturer  Is  not  compelled  to  accept  work  from  the  Government, 
and  when  a  manufacturer  accompanies  an  order  to  another  manufacturer,  with 
a  certificate  which  would  entitle  this  order,  if  accepted,  to  priority,  the  manu- 
facturer to  whom  the  order  is  tendered  need  not  accept  the  order  unless  be 
desires  to  sell.  There  is,  however,  strong  Indirect  pressure  to  accept  priority 
orders,  Because  a  priority  order  gives  assurance  that  steel  and  other  scarce  raw 
materials  may  be  secured ;  the  transportation  will  be  affected ;  and  also  that 
a  plant  engaged  upon  priority  work  will  have  an  adequate  supply  of  labor. 

ORDERS  BEGABDINO  MATERIALS 

The  priority  committee  issues  orders  from  time  to  time  that  no  scarce  mate- 
rial shall  be  used  except  on  class  A  work  or  class  A  and  B  work.  For  example,  an 
orde*r  has  been  issued  that  copper,  whether  wrought  or  unwrought,  should  be 
used  only  for  work  on  class  A  or  B,  and  at  one  time  an  order  was  issued  that 
spelter  should  not  be  used  except  in  class  A  work,  or  for  the  purpose  of  neces- 
sary repairs  or  renewals  involving  the  use  of  not  exceeding  1  hundredweight  of 
spelter. 

REPORTS  OF  SUPPLIES. 

The  steel  controller  receives  weekly  reports  from  rolling  mills  giving  the 
schedule  of  rollings,  actual  rollings,  the  shipments,  and,  of  great  importance, 
a  statement  of  reasons  for  retarded  output.  The  reports  require  the  name  of 
each  customer  and  of  the  priority  class  in  which  the  order  is  entered.  The 
priority  committee  thus  has  actual  control  over  all  work  done  In  the  steel 
business.  Reports  are  required  of  all  stocks  in  Great  Britain  of  certain  listed 
scarce  material,  and  from  time  to  time  the  minister  of  munitions  takes  ob- 
session of  all  stocks  of  certain  character.  This  has  been  done  with  regard  tn 
brass,  brass  scrap,  copper  and  copper  ore,  etc. 

SUGGESTIONS  TO  MANUFACTURERS. 

The  priority  branch  of  the  ministry  of  munitions  of  war  issues  such  no- 
tices as : 

"  Please  note  that  no  corrugated  sheeting  is  available  for  general  or  export 
purposes.  It  can  only  be  obtained  for  direct  war  work.  It  is,  therefore,  only 
a  waste  of  time  to  apply  for  permission  for  other  purposes.  Steel,  brass,  and 
copper  also  can  be  supplied  only  for  war  work,  or  for  maintaining  essential 
national  industries." 

From  time  to  time  the  priority  branch  requests  of  the  manufacturer  a  list 
of  all  of  his  orders,  giving  customer's  name  and  full  particulars,  including 
what  proportion  of  the  work  remains  to  be  done.  As  Indicating  the  existing 
attitude  toward  class  0  work,  it  is  stated  class  C  contracts  need  not  be  piven 
In  detail,  but  their  number  and  total  value  should  be  stated. 

The  following  request  is  of  interest :  "  In  order  that  it  may  be  possible  t« 
ascertain  roughly  whether  you  have  so  many  orders  in  hand  in  class  A  that 
you  are  not  able  to  make  progress  with  orders  of  classes  B  or  C,  you  are 
requested  to  indicate  approximately  the  number  of  orders  on  your  books  n-t 
begun  or  not  yet  completed,  but  to  give  an  indication  In  some  other  form  m<*t 
convenient  to  you  which  would  render  it  possible  to  form  an  estimate  of  your 
ability,  with  the  labor,  plant,  and  the  materials  available,  to  execute  at  the 
present  time  B  and  O  classes." 

COAL  DISTRIBUTION. 

The  comptroller  of  coal  mines  of  the  board  of  trade  has  recently  Issued  an 
order  that,  effective  at  6  p.  m.  September  8,  1917,  all  coal  contracts  are  to  be 
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abrogated.    Thereafter  each  coal-producing  district  may  sell   coal  only  for 
delivery  in  certain  stipulated  areas.    It  Is  stated  that  this  is  done — 

1.  "  That  consumption  of  coal  should  take  place  as  near  the  producing  point 
as  possible." 

2.  "That  in  view  of  the  supply  facilities  afforded  by  the  main  trunk  lines, 
the  movement  of  traffic  should  follow  these  routes  wherever  possible." 

3.  "  That  the  movement  of  coal  should,  as  far  as  possible,  be  in  well-defined 
directions;  viz,  north  to  south,  north  to  southwest,  north  to  southeast,  east 
to  west." 

4.  "That  an  area  producing  less  coal  than  suffices  for  its  own  need  should 
not  send  any  portion  of  its  coal  to  other  areas.  That  an  area  producing  more 
coal  than  it  requires  for  the  consumption  within  the  area  itself  should  dis- 
tribute the  balance  to  adjacent  or  convenient  areas." 

The  comptroller  of  coal  mines  estimates  that  this  arrangement  will  effect  a 
saving  of  700,000,000  ton-miles  in  the  transportation  of  coal  by  the  railways. 

The  annexed  cut  is  a  copy  of  the  official  map  indicating  the  effect  of  this 
restriction  on  coal  sales. 

0 

GENERAL  PURPOSES   OF  PRIORITY. 

The  above  illustrations  indicate  that  the  priority  branch  of  the  Ministry 
of  Munitions  has  for  its  function  to  bring  about  harmonious  action  between 
the  conflicting  demands  of  the  different  departments  of  the  Ministry  of  Muni- 
tions, of  the  Admiralty,  the  War  Office  and  other  Government  offices,  the  rail- 
roads, the  mines,  and  other  quasi  public  service  and  approved  industry. 

All  these  different  public  interests  are  in  more  or  less  active  competition 
among  themselves  for  their  share  of  raw  material,  manufacturing  capacity, 
and  labor  of  the  country.  The  priority  committee  has  been  created  in  recog- 
nition of  the  fact  that  the  decision  between  these  several  interests  can  not  be 
left  in  war  time  to  the  uncontrolled  operation  of  prices. 

The  work  of  the  priority  committee  has  been  the  consideration  of  definite 
concrete  problems.  Recently  a  small  committee  has  been  formed  to  meet  occa- 
sionally and  formulate  general  principles.  This  procedure  first  to  meet  con- 
ditions and  then  develop  comprehensive  principles  is  noteworthy. 

Committee  on  Cooperation  with  the  Council  of  Naiional  Defense, 
Waddill  Catchings,  Chairman. 
Attest : 

Elliott  H.  Goodwin, 

General  Secretary, 

(The  illustration  referred  to  is  hereto  appended.) 

Senator  Kellogg.  Did  I  understand  you  to  suggest  a  basis  of 
guaranty  of  the  average  dividends^  was  it,  or  dividends  for  some  year, 
or  the  average  dividends  for  a  period  of  years  ? 

Mr.  Thorne.  I  suggest  the  regular  dividend  for  the  last  year. 

Senator  Kellogg.  Yes.  The  regular  dividend  for  the  last  year 
and  one-half  of  the  surplus  to  be  allowed  the  carriers  for  the  im- 
provement of  property,  and  the  other  half  to  be  retained  by  the 
Government  to  use  with  less  fortunate  railroads,  or  as  the  Govern- 
ment should  see  fit. 

Mr.  Thorne.  And  as  a  reserve  for  paying  the  guaranties. 

Senator  Kellogg.  Is  that  substantially  what  you  recommend  as 
the  basis  of  this  bill  ? 

Mr.  Thorne.  Yes;  except  that  there  should  be  no  return  on  im- 
provements built  out  of  that  surplus. 

Senator  Kellogg.  You  mean  during  the  future  in  the  war? 

Mr.  Thorne.  Yes. 

Senator  Kellogg.  You  would  consider  that  half  retained  by  the 
Government  as  Government  money  to  do  as  it  pleased  with?  If  it 
used  it  with  another  railroad,  it  would  be  practically  using  its  own 
money  with  another  railroad  ? 
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Mr.  Thorne.  Except  that  I  would  qualify  it,  in  a  measure,  that  it 
should  be  applied  to  improvements  of  railroad  property  or  as  a  re- 
serve to  take  care  of  the  railroad  guaranty. 

Senator  Kellogg.  As  I  take  it  from  your  statement,  there  are  a 
large  number  of  improvements  of  the  railroads  that  might  be  termed 
nonincome-producing  improvements,  betterments  that  must  be  made 
from  time  to  time,  that  do  not  produce  an  income  ? 

Mr.  Thorne.  Yes,  sir. 

Senator  Kellogg.  That  might  be  illustrated,  I  suppose,  by  the 
svstem  that  you  were  talking  about,  the  Pennsylvania  system.  It's 
l^ew  York  station,  I  suppose,  was  practically  a  nonincome-producing 
institution. 

Mr.  Thorne.  Very  largely. 

Senator  Kellogg.  And  the  elevation  of  its  tracks  in  the  last  10 
years  between  here  and  New  York  has  probably  not  produced  any 
income? 

Mr.  Thorne.  I  would  say  that  there  has  been  a  great  deal  of  money 
spent  by  the  Pennsylvania  in  nonrevenue-producing  improvements, 
and,  on  the  other  hand,  they  have  spent  a  great  deal  of  money  out  of 
the  revenue  for  revenue-producing  purposes. 

Senator  Kellogg.  All  over  the  country  there  are  all  sorts  of  im- 
provements that  a  railroad  company  must  make  that  are  either 
not  revenue  producing,  or  would  not  produce  revenue  in  proportion 
to  the  investment,  I  suppose.    Is  that  true? 

Mr.  Thorne.  Particularly,  that  is  one  of  the  principal  purposes 
of  the  surplus  to  take  care  of  that  character  of  improvement. 

Senator  Kellogg.  I  take  it  that  you  think  there  should  be  allowed 
to  the  railroads  a  reasonable  surplus  to  take  care  of  such  improve- 
ments, which  should  not  thereafter  be  capitalized? 

Mr.  Thorne.  Yes,  sir. 

Senator  Kellogg.  Suppose  the  company  has  been  in  the  habit  of 
using  other  surplus  to  a  certain  extent  for  betterments  and  im- 
provements, which  might  produce  a  revenue,  or  which  would  produce 
a  revenue.  Do  you  consider  that  good  railroad  economics,  provided 
those  improvements  are  not  capitalized  ? 

Mr.  Thorne.  Yes.  I  do  not  think  that  we  would  have  control 
over  surplus  for  outside  investments. 

Senator  Kellogg.  Then  I  take  it  that  even  during  the  war  you 
think  there  is  a  surplus  which  should  be  allowed  the  railroads,  to 
be  used  for  betterments  and  improvements  ? 

Mr.  Thorne.  I  would  say  this,  that  it  is  not  necessary  under  the 
provisions  of  the  bill  if  the  Government  agrees  to  build  them  out 
of  capital  upon  which  they  may  or  may  not  require  a  return.  If  the 
Government  requires  the  railroad  to  build  a  nonrevenue  producing 
improvement,  it  would  be  unjust  for  the  Government  tc  require  % 
return  on  that,  and  I  think  that  that  is  provided  in  the  bill  very  fully. 

Senator  Kellogg.  Suppose  there  is  a  railroad  which  has  had  a 
surplus  during  the  last  three  years,  if  that  period  should  be  taken 
as  the  period,  but  instead  of  paying  dividends  it  has  invested  its 
surplus  in  betterments  and  improvements.  You  would  consider 
it  fair  to  allow  that  railroad  the  same  income,  although  it  had 
not  paid  dividends? 

Mr.  Thorne.  I  think  that  it  ought  to  be  provided  a  surplus  over 
a  reasonable  dividend.     I  would  make  that  simply  the  maximum, 
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Senator.  I  have  a  suggestion  of  more  concrete  form  that  will  get 
out  all  those  details.  My  suggestion,  or  our  suggestion,  I  am  not 
the  author  of  it  any  more  than  several  other  people  who  partici- 
pated in  the  consideration  of  it,  is  that  the  bill  should  apply  with 
this  as  a  maximum,  as  stated  in  my  preliminary  statement,  that  for 
companies  earning,  say,  or  paying  a  dividend,  either  way,  of  5 
per  cent  or  more  on  their  capital  stock,  that  their  net  railway  oper- 
ating income  should  be  decreased  by  the  amount  applicable  to  the 
interest  charges  on  all  securities  outstanding  December  81.  1917. 

Senator  Kellogg.  In  speaking  of  the  English  railways  you  spoke 
of  the  train  miles.  Of  course  I  suppose  their  figures  are  not  exactly 
comparable  with  ours,  because  their  trains  are  very  much  smaller. 

Mr.  Thornb.  I  think  that  is  correct. 

Senator  Kellogg.  And  it  is  a  fact,  is  it  not,  that  in  Great  Britain 
they  have  capitalized  their  railroads,  and  they  have  capitalized  the 
improvements  generally  ? 

Mr.  Thornb.  I  think  they  have  capitalized  improvements. 

Senator  Kellogg.  And  that  is  one  of  the  reasons  of  their  quite 
large  capitalization  ? 

Mr.  Thorne.  That  is  one  factor. 

Senator  Kellogg.  I  think  the  capitalization  of  the  American  rail- 
roads, as  compared  with  thickly  settled  European  countries,  is  very 
much  Smaller.  They  are  all  given  in  a  document  here,  but  I  do  not 
remember  them.  You  spoke,  in  answer  to  a  question  by  Senator 
Pomerene,  about  throwing  these  all  into  a  court.  I  suppose,  of 
course,  some  proceeding  should  be  adopted  whereby  current  interest 
on  bonds  from  time  to  time  should  be  paid. 

Mr.  Thorne.  I  would  see  no  objection  to  that. 

Senator  Kellogg.  That  should  not  be  tied  up  by  a  long  inquiry  ? 

Mr.  Thorne.  No,  sir. 

Senator  Kellogg.  And  railroad  stocks  that  have  paid  regular  divi- 
dends for  years,  those  dividends  should  be  paid.  They  should  not  be 
tied  up  by  a  long  inquiry. 

Mr.  Thorne.  I  would  say  this,  that  if  the  provision  of  the  bill  for 
the  payment  of  90  per  cent  of  the  dividends,  or  90  per  cent  of  the 
standard  return,  were  adopted,  that  it  might  not  take  care  of  the  divi- 
dends. If  the  railroads  ielt  that  the  compensation  was  just,  rather 
than  prolong  the  investigation,  in  order  to  pay  their  dividends,  they 
would  be  apt  to  take  the  dividends  and  interest ;  but  if  you  guaran- 
teed their  dividends  as  well  as  their  interest,  regardless  of  what  the 
courts  might  say,  there  would  be  a  temptation  for  them  to  throw  it 
all  into  the  courts.    I  do  not  think,  however,  that  even  that  wil] 

Srejudice  the  owner  of  the  stocks  and  bonds  when  he  knew  that  the 
fovernment  was  going  to  pay  the  dividends  and  interest  in  full,  so 
that  if  you  adopt  your  suggestion  the  return  would  be  very  stable, 
and  I  do  not  want  you  to  understand,  Senator,  as  I  am  afraid  one  or 
the  gentlemen  on  the  committee  did  understand,  that  I  am  advocating 
throwing  this  into  the  courts.  I  am  not  advocating  throwing  this 
into  court. 
Senator  Kellogg.  I  did  not  understand  that. 
Mr.  Thorne.  I  merely  suggested  it,  that  if  you  pay  all  of  the  rich, 
prosperous  roads,  that  will  get  very  large  returns,  and  throw  the  bal- 
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ance  into  court,  throw  the  poorer  roads,  those  that  profit  less,  into 
court,  it  would  be  unjust. 

Senator  Kellogg.  In  answer  to  some  one,  I  do  not  remember  who, 
you  said  you  would  continue  the  Interstate  Commerce  Commission's 
control  over  rates? 

Mr.  Thorne.  Yes. 
a  Senator  Kellogg.  What  have  you  to  say  about  the  State  commis- 
sions? 

Mr.  Thorne.  I  personally  believe  that  we  should  not  try  to  change 
the  Constitution  under  the  war  power  any  more  than  is  absolutely  nec- 
essary, and  it  might  be  well  to  leave  the  present  legal  status  just  as  it  is 
under  the  act  to  regulate  commerce.  I  do  not  believe  that  any  harm 
will  come  to  anybody,  and  I  would  not  seriously  object  if  you  would 
except  from  the  commission's  regulation  over  rates  the  charges  on 
the  Government  movement  of  troops  and  munitions,  supplies,  etc., 
only  making  the  commission's  jurisdiction  extend  over  commercial 
traffic.  Then  I  am  quite  certain  there  could  be  very  little  possible 
interference  between  the  States  and  the  Government. 

Senator  Kellogg.  But  you  would  not  let  the  Government  fix  abso- 
lutely the  rates  on  materials  going  to  factories  to  manufacture  Gov- 
ernment supplies,  would  you? 

Mr.  Thorne.  That  would  be  a  commercial  movement. 

Senator  Kellogg.  Everything  except  that  which  the  Government 
directly  ships? 

Mr.  Thorne.  Yes,  sir. 

Senator  Kellogg.  As  the  owner  of  the  goods  that  are  shipped  in 
passenger  trains,  and  the  soldiers? 

Mr.  Thorne.  Yes,  sir. 

Senator  Kellogg.  You  would  have  the  Interstate  Commerce  Com- 
mission fix  the  rates  as  to  that  ? 

Mr.  Thorne.  Yes,  sir. 

Senator  Kellogg.  Did  I  understand  you  that  you  would  continue 
the  State  commissions'  present  jurisdiction  over  intrastate  rates  and 
other  administrative  matters  over  which  they  now  have  control? 

Mr.  Thorne.  Yes,  sir. 

Senator  Kellogg.  It  has  been  objected  here  by,  I  think,  Mr.  Mc- 
Adoo  and  perhaps  Commissioner  Anderson  that  that  would  inter- 
fere with  the  Government's  operation  of  the  railroads.  Suppose  the 
provision  should,  in  substance,  provide  that  all  laws  of  the  States 
and  of  the  Federal  Government  in  relation  to  the  control  of  rates 
and  the  liability  of  carriers  to  shippers,  employees,  and  othei^wise,  and 
all  their  rights,  such  as  condemnation  rights,  should  continue  during 
the  war,  provided  that  the  same  should  not  interfere  with  the  Gov- 
ernment's direct  operation,  would  that  exception  be  too  broad ;  would 
that  exception  give  them  control  over  rates  if  they  wished  to. 

Mr.  Thorne.  Of  course,  as  to  the  phraseology  that  has  just  been 
submitted  by  you,  I  would  not  like  to  answer  it  definitely  until  I  had 
had  a  chance  to  consider  it,  but  at  first  it  appears  to  me  that  that 
would  be  adequate. 

Senator  Kellogg.  That  is  all  I  desire  to  ask  at  this  time. 

Senator  Cummins.  Have  you  finished  with  your  direct  statement, 
Mr.  Thorne? 

Mr.  Thorne.  May  I  refer  back  to  the  necessity  for  opportunity  for 
investigation  ?    Senator  Kellogg  has  brought  it  up  in  his  questions. 
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The  investigation  and  determination  of  cases  before  a  disinterested 
tribunal.  In  the  hearings  before  the  commission  that  tribunal  has 
gradually  developed  well-settled  policies  and  methods  of  procedure 
that  enable  the  parties  interested  to  have  a  hearing.  Under  the  pro- 
visions of  this  bill  if  there  is  a  dispute  between  the  railroad  and  the 
Government  on  the  compensation  going  from  the  Government  to  the 
railroad  you  provide  for  an  arbitration  board  of  the  highest  type  of 
men,  and  then,  of  course,  under  the  statutes  and  Constitution  there 
is  a  possible  appeal  to  the  courts. 

Becently  the  director  general  has  provided  for  a  wage  board  that 
will  take  care  of  questions  of  compensation  going  from  the  railroads 
to  the  laborers.  Now,  with  reference  to  compensation  going  from  the 
shippers  to  the  railroads,  we  believe  that  there  is  equal  justice  in 
asking  for  an  opportunity  to  be  heard — to  have  their  hearings  in 
regular  order — as  in  the  past.  The  greatest  danger  of  leaving  it  to  a 
one-man  power  is  that  he  does  not  have  built  up  well-settled  customs 
and  rules ;  he  is  not  acquainted  with  the  proposition,  as  the  commis- 
sion is. 

Let  me  give  you  one  concrete  illustration  of  how  necessary  it  is  for 
an  examination  over  a  substantial  period  of  time  before  reaching  any 
conclusion. 

In  the  fall,  I  believe  of  1916 — what  date  was  the  Adamson  law 
passed  ? 

Senator  Gore.  September  8, 1916, 1  believe. 

Mr.  Thorne.  The  Adamson  law  was  passed  In  the  winter  or 
spring,  about  March  21, 1917,  it  was  sustained  by  the  Supreme  Court, 
^ow,  it  was  widely  stated  over  the  United  States  that  that  was  going 
to  cause  an  increase  in  expenses  to  the  railroads  in  the  neighborhood 
of  $100,000,000  or  so,  and  it  was  used  as  a  justification  for  a  15  per 
cent  advance  in  freight  rates.  In  fact,  it  was  the  principal  justifica- 
tion used  before  the  public.  In  addition  to  that,  when  it  came  to  be 
tried  before  the  commission  there  were  innumerable  advances  in  the 
cost  of  supplies  and  labor. 

About  March  22  the  railway  executives  rushed  down  to  the  Inter- 
state Commerce  Commission  and  demanded  an  immediate  advance  in 
their  freight  rates.  Mr.  Kea,  of  the  Pennsylvania,  and  Mr.  Holdon, 
of  the  Burlington,  were  probably  the  leading  officials  for  the  eastern 
and  western  groups  of  carriers,  respectively.  When  those  gentlemen 
came  to  Washington  the  reports  for  February  were  just  coming  in. 
They  showed  an  enormous  slump  in  net  income.  Immediately  they 
asked  for  an  advance,  without  any  investigation,  and  I  believe  if 
the  facts  which  I  am  now  going  to  recite  to  you  had  been  presented 
in  executive  session  or  in  public  before  Director  General  McAdoo  or 
before  any  man  on  the  committee  who  has  not  been  in  these  cases  in 
the  past  that  that  advance  would  have  been  immediately  granted, 
because  of  that  wage  advance  and  because  of  the  increased  cost  of 
labor  and  supplies. 

The  facts  were  so  compelling  that  they  could  not  refrain  from  per- 
mitting the  advance.  We  asKed  for  a  chance  to  investigate,  to  be 
heard.  Some  shippers  protested;  many,  many  city  councils  and 
many  chambers  of  commerce  protested  that  the  advances  ought  to 
be  granted,  without  any  hearing.  We  asked  for  an  opportunity  to 
be  heard  upon  our  request  to  be  heard.  Such  a  hearing  was  granted. 
The  commission  decided  to  conduct  a  short  investigation. 
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Before  the  hearings  were  closed  I  asked  our  accountants  to  make  a 
check  of  the  net  income  for  one  representative  carrier,  the  Pennsyl- 
vania system.  This  system  is  the  largest  in  the  world.  It  handles 
25  per  cent  of  the  traffic,  approximately,  between  the  Mississippi 
River  and  the  Atlantic  coast  north  of  the  Potomac  and  the  Ohio 
Rivers. 

When  that  sheet  was  laid  before  me  one  morning — and  it  is  the 
second  sheet  of  the  document  that  is  now  before  you  gentlemen— I 
noticed  that  in  February,  1917,  the  net  income  of  the  Pennsylvania 
Railroad  dropped  to  less  than  one-fourth  of  what  it  was  in  January, 
less  than  one-fourth  of  what  it  was  in  February  of  the  preceding 
year,  and  I  noticed  that  the  next  month  it  jumped  to  over  six  times 
what  it  was  in  February.  Substantially  the  same  relationship,  to  a 
more  or  less  extent,  applies  on  the  Philadelphia,  Baltimore  &  Wash- 
ington, the  Pennsylvania  Co.,  the  Pittsburgh,  Cincinnati,  Chicago 
&  St.  Louis,  and  for  the  Pennsylvania  system  as  a  whole.  Now,  I 
did  not  cover  all  the  little  subsidiaries,  but  we  covered  the  railroads 
belonging  to  the  system  sufficiently  to  embrace  92.79  per  cent  of  the 
traffic  of  the  Pennsylvania  system,  and  for  the  system  as  a  whole  the 
net  income  for  February  was  practically  one-tenth  of  what  it  was 
during  the  preceding  month,  or  the  same  month  of  the  preceding 
year,  or  the  subsequent  month. 

Then  I  looked  back  over  prior  years  to  see  if  that  had  ever  occurred 
before.  I  found  it  occurred  in  just  two  instances.  In  1913,  March, 
there  was  a  decline  of  something  like  one-third  of  what  it  was  the 
preceding  month,  and  then  in  April  it  went  to  a  deficit  on  one  road 
only,  the  P.,  C,  C.  &  St.  L.  That  did  not  occur  on  the  other  parts 
of  the  system  and  it  did  not  occur  for  the  system  as  a  whole. 

Looking  at  their  stockholders'  reports,  1  round  that  that  particular 
month  was  the  month  when  the  heavy  floods  occurred  in  Ohio,  Indi- 
ana, and  down  in  that  region  where  the  P.,  C,  C.  &  St.  L.  operates. 

Senator  Pomerene.  What  year  did  you  say? 

Mr.  Thorne.  1913.  Extracts  from  the  stockholders'  reports  are 
copied  there  on  the  page  in  the  footnotes. 

(The  exhibit  described  above  is  as  follows:) 

National  Shippers'  Conference. 
[Exhibit  No.  9,  sheet  No.  1.] 

Mr.  Patterson,  general  solicitor  for  the  Pensylvania  Railroad,  criticized  oar 
exhibit  showing  the  railway  operating  Income,  above  all  operating  expense 
and  taxes,  for  the  month  of  April  on  the  grounds  that  we  included  the  Northern 
Central  Railway  in  1916  and  1917  and  it  was  omitted  from  the  Pennsylvania 
for  prior  years.  On  July  1,  1914,  the  Pennsylvania  Railroad  took  over  the 
lines  of  the  Northarn  Central  Railway.  Consequently  Mr.  Patterson's  objection 
is  correct  to  tha  extent  that  the  figures  should  be  added  for  prior  years.  Bnt 
to  show  the  absolutely  insignificant  effect  on  the  results  we  have  here  pre- 
sented revised  figures  of  the  Pennsylvania  system  including  the  Northern  Cen- 
tral  Railway.     These  will  be  found  on  the  second  sheet  of  this  statement. 

Further,  relative  to  the  Northern  Central  purchase  by  the  Pennsylvania,  we 
call  attention  to  the  following  significant  facts: 

On  November  2,  1910,  the  stockholders  voted  to  lease  the  road  to  the  Penn- 
sylvania Railroad  Co.  for  999  years  from  January  1,  1911,  the  holders  of  tb* 
$19,342  550  stock  to  receive  a  stock  dividend  of  40  per  cent,  also  10  per  cent  in 
cash  from  treasury  assets  and  a  guaranty  of  8  per  cent  on  all  the  stock  durint 
the  lease.  However,  several  suits  brought  by  minority  stockholders  prevented 
the  lease  from  being  entered   into  until  July  1,  1914.     The  stockholders  in 
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August,  1914,  received  in  addition  to  the  extra  dividends  called  for  by  the 
lease  named  above  a  cash  payment  at  the  rate  of  8  per  cent  yearly  (28  per 
cent)  on  the  40  per  cent  stock  dividend  for  the  three  and  a  half  years  between 
January  1,  1911,  and  July  1.  1914,  representing  accrued  rental  under  the  lease. 
Annual  rental  calls  for  8  per  c.?nt  dividends  on  the  capital  stock,  interest  on 
bonds,  and  a  further  sum  of  $5,000.  payable  January  15  and  July  15.  The 
Pennsylvania,  owning  the  majority  of  the  stock  of  the  Northern  Central,  gets 
back  more  than  half  the  amount  paid  iu  dividends  to  the  Northern  Central  as 
rentals. 

But  »*ven  assuming  that  it  was  a  bona  fide  transaction  with  an  entirely 
distinct  corporation  and  not  this  intercorporate  payment  which  we  have  just 
stated,  even  then  we  find  that  the  Pennsylvania  system  had  a  railway  operat- 
ing income  abova  all  operating  expenses  and  taxes  in  April,  1917,  which  was 
greater  than  for  any  preceding  year  In  their  history,  except  1916.  On  the 
adjoining  statement  we  have  also  added  up  the  figures  for  the  Pennsylvania 
s.isleni  for  each  monrh.  Ii  will  be  noted  that  the  railway  operating  income 
above  expenses  and  taxes  for  the  Pennsylvania  system  covered  by  the  exhibit 
is  greater  in  March  than  for  the  corresponding  month  of  any  previous  year, 
excepting  only  that  of  1910.  and  it  is  greater  for  the  month  of  January  than 
for  any  preceding  year,  except  1916.  The  month  of  February  Is  the  only  one  of 
the  four  months  that  failed  to  make  this  splendid  showing. 

We  have  not  had  time  to  cover  the  entire  system,  but  the  accompanying 
statement  show3  the  figures  covering  92.79  per  cent  of  the  tonnage  and  74.38 
per  cent  of  the  mileage  of  the  system  as  shown  in  the  carriers'  exhibit  pre- 
pared by  the  Bureau  of  Railway  Economics  for  this  case. 
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Senator  Pomerene.  The  floods  were  not  in  February. 

Mr.  Thorne.  I  read  the  months  as  March  and  April,  sir. 

Senator  Pomerene.  Oh,  I  beg  your  pardon. 

Mr.  Thorne.  The  note  itself  is  in  the  footnote  there.  The  same 
thing  occurred  in  one  other  period,  in  1914.  Here  again  we  find  the 
net  income  dropping  all  of  a  sudden  in  one  month  to  one-third  or 
one-half  of  what  it  was  the  same  month  of  the  preceding  year  or 
the  succeeding  month  of  the  same  year.  My  curiosity  was  aroused. 
It  did  not  occur  on  one  subsidiary,  as  it  did  on  the  P.  C.  C.  &  St  L. 
when  the  flood  occurred,  but  it  occurred  on  every  subsidiary. 

The  decline  was  sudden  in  1917,  which  is  not  typical  at  all  of  the 
-situation,  as  subsequent  months  demonstrated.  It  occurred  just  at 
the  time  the  railroads  rushed  down  to  Washington  and  demanded  an 
immediate  advance  without  investigation.  The  sudden  decline,  ap- 
parently a  calamity  in  the  net  income  in  1914,  occurred  the  same 
month. 

Then  I  looked  up  the  record  in  the  Five  Per  Cent  case,  and  I  dis- 
covered that  that  decline — those  returns  were  coming  in  at  just  the 
very  time  the  railroads  demanded  an  immediate  submission  of  the 
Five  Per  Cent  case,  and  they  did  not  want  to  give  me  even  20  days 
to  prepare  a  brief.  Finally,  as  a  concession,  the  commission  granted 
it.  I  do  not  want  to  accuse  the  carriers  of  being  crooked,  though 
it  is  an  amazing  coincidence.  Various  factors  may  have  legitimately 
caused  that;  a  congestion  in  traffic  may  have  occurred  in  just  the 
same  month  on  the  same  railroads  at  the  particular  time  that  the 
advanced-rate  cases  were  being  submitted  or  advances  demanded. 

In  addition  to  that  the  decline  may  have  been  facilitated.  It  is 
possible  to  increase  expenses  in  various  ways,  in  accounting,  and  in 
the  tying  up  of  traffic,  delay  of  trains,  etc. 

I  do  not  want  to  accuse  these  gentlemen  of  that,  but  I  want  to 
say  this :  That  the  congestion  did  occur  and.  further,  that  they  did 
pack  the  increase  in  wage  that  occurred  in  January  into  the  Febru- 
ary figures.  They  did  that  open  and  above  board.  There  was  not 
any  deceit  about  it.  The  important  fact  that  that  exhibit  demon- 
strates is  the  necessity  to  consider  more  than  a  short  period,  and, 
secondly,  that  the  railway  attorneys  and  officials,  honest  and  op- 
right  and  noble  as  they  are,  failed  to  tell  the  commission  that  those 
figures  were  not  representative  or  typical.  Sudden  declines  and 
increases  in  net  are  constantly  occurring. 

Senator  Pomerene.  Let  me  ask  you  there :  Did  you  call  the  com- 
mission's attention  to  the  fact  that  those  were  not  typical? 

Mr.  Thorne.  I  did  call  it  to  their  attention  when  it  came  to  the 
argument  of  the  case,  but  if  we  had  been  forced  to  a  submission  in 
March  I  could  not  have  done  it. 

Senator  Pomerene.  Did  the  commission  pass  upon  that  question 
and  ascertain  whether  or  not  those  declines  were  typical? 

Mr.  Thorne.  Yes ;  they  held  that  it  was  not 

Senator  Pomerene.  Did  they  give  any  reason  for  that  peculiar 
coincidence  happening? 

Mr.  Thorne.  No,  sir.  I  do  not  accuse  them  of  juggling  their  fig- 
ures. When  their  accounts  are  under  their  control  and  there  is  a 
possibility  of  readjusting  them,  of  course  those  possibilities  exist. 
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Senator  Pomehene.  These  accounts  are  at  all  times  subject  to  ex- 
amination by  the  experts  of  the  Interstate  Commerce  Commission, 
are  they  not? 

Mr.  Thorne.  Yes. 

Senator  Pomebene.  There  would  hardly  be  any  reason,  then,  why 
they  would  purposely  do  a  thing  of  that  kind. 

Mr.  Thorne.  There  are  so  many  things,  Senator,  that  even  the 
experts  that  go  to  examine  statistics  can  not  determine.  Suppose 
you  suddenly  increase  the  renewals  during  the  period  of  several 
months.    That  would  cause  a  decline.    It  may  all  be  honest. 

Mr.  Thom.  What  do  you  intend  to  charge  them  with? 

Mr.  Thorne.  Not  stating  to  the  commission  that  they  failed  to  be 
representative  of  tendencies. 

Mr.  Thom.  That  is  your  charge  ? 

Mr.  Thorne.  Yes,  sir;  the  situation  is  very  clearly  shown  in 
another  exhibit,  which  shows  the  danger  to  ex  parte  hearings  and 
hearings  or  conclusions  reached  without  an  opportunity  to  let  the 
other  side  be  heard  or  give  the  other  side  a  chance  to  investigate.  If 
we  had  been  forced  to  trial  the  last  of  March,  it  would  have  been 
unquestioned  defeat. 

The  exhibit  that  I  speak  of  I  do  not  have  copies  of,  but  this  shows 
the  variation  month  by  month.  For  instance,  because  a  certain 
month  is  low  does  not  demonstrate  that  an  advance  should  be 
granted.  I  have  in  front  of  me  the  figures  for  the  month  of  July, 
1916.  I  have  for  all  the  months  of  the  year,  for  that  matter,  but  I 
will  take  a  few  examples.  The  year  1916  was  26  per  cent  greater 
than  the  next  preceding  year.  The  year  1915  was  12£  per  cent 
greater  than  1914.  Before  that  there  was  a  decline  of  1  per  cent; 
before  that  a  decline  of  3  per  cent ;  before  that  an  increase  of  8  per 
cent;  before  that  an  increase  of  less  than  1  per  cent;  before  that  a 
decline  of  approximately  7  per  cent;  before  that  an  increase  of  16 
per  cent;  before  that  a  decline  of  10  per  cent;  before  that  an  increase 
of  77  per  cent;  before  that  a  decline  of  approximately  2  per  cent; 
before  that  an  increase  of  26  per  cent;  before  that  a  decrease  of 
10  per  cent;  before  that  an  increase  of  13  per  cent;  before  that  a 
decline  of  3  per  cent ;  before  that  an  increase  of  30  per  cent ;  before 
that  an  increase  of  9  per  cent;  before  that  an  increase  of  22  per 
cent;  before  that  an  increase  of  4  per  cent;  and  before  that  an 
increase  of  22  per  cent. 

The  Chairman.  How  long  a  time  are  you  taking  to  compute  those 
percentages  ?     They  represent  what  length  of  time  ? 

Mr.  Thorne.  The  table  covers  the  months  of  1917  and  1916  com- 
pared to  the  corresponding  months  of  previous  years  back  to  1896. 

Senator  Kellogg.  You  have  no  reason  to  believe  those  figures  were 
juggled,  have  you? 

Mr.  Thorne.  No;  not  at  all. 

Senator  Kellogg.  They  show  large  increases  and  decreases. 

Mr.  Thorne.  Certainly;  wide  variations. 

Senator  Gore.  That  is  the  point,  as  I  understand  it,  that  the  dif- 
ferentiation from  the  average  must  not  be  considered  as  conclusive? 

Senator  Kellogg.  What  reason  have  you  to  consider  that  the  fig- 
ures in  1917  were  juggled? 
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Mr.  Thorne.  I  am  not  claiming  that  they  were  juggled.  I  am 
saying  that  it  was  not  representative  of  tendencies,  and  it  was  so 
forcibly  demonstrated  in  the  1911  Advance  case  that  the  commission 
made  the  following  statement  in  regard  to  such  showings: 

It  is  urged  that  the  seven  months  beginning  April  1,  1910,  do  not  show  as 
favorable  net  results  as  the  corresponding  period  In  1909  after  all  allowanci 
has  been  made  for  increase  of  wages,  but  if  an  examination  of  the  figures 
presented  in  this  proceeding  demonstrates  anything  it  is  that  no  reliable  infer- 
ence can  be  drawn  even  from  a  single  year,  much  less  from  a  few  months. 

That  being  true,  if  an  advance  in  wage  is  granted  now,  it  is  no 
justification  for  an  advance  in  rates  until  you  nave  found  the  effect 
of  tendency  over  a  substantial  period  of  time,  just  like  we  did  last 
spring,  and  until  you  determine  the  policy  of  the  Government, 
whether  you  are  going  to  force  a  few  shippers  to  bear  the  burden  of 
an  expense  occasioned  by  war  conditions,  a  policy  that  is  directly 
contrary  to  that  which  the  British  Government  has  seen  fit  to  adopt 

The  Chairman.  Mr.  Thorne,  how  do  the  standard  rates  granted 
both  by  the  Interstate  Commerce  Commission  and  the  several  State 
commissions  compare  now  with  previous  years,  the  tariff  that  i* 
allowed  on  standard  commodities?  How  do  the  rates  allowed  the 
railroads  now  compare  with  a  period  of  preceding  years? 

Mr.  Thorne.  Do  you  mean  the  relationship  between  State-made 
rates  and  interstate  rates,  or  do  you  mean  the  level  as  a  whole  on  all 
traffic? 

The  Chairman.  The  level  as  a  whole  on  all  traffic. 

Mr.  Thorne.  Compared  to  the  year  1890  or  1888,  when  the  Intel 
state  Commerce  Commission  commenced  work,  the  average  revenue 
per  ton-mile  last  year  is  approximately  25  per  cent  lower.  That 
is  frequently  used  in  justification  or  in  support  of  the  claim  that 
the  commission  has  forced  reductions  in  rates.  That  claim  is  not 
true,  as  I  will  demonstrate  in  a  few  words. 

Practically  all  of  that  decline  occurred  between  1887  and  189$% 
when  the  commission  had  no  power  to  fix  maximum  rates.  There 
was  a  decline  between  those  two  years  that  I  have  named  of  about 
25  per  cent.  During  that  period  the  increase  in  net  revenues  of 
American  railroads  amounted  to  approximately  $100,000,000.  Since 
1899  the  average  revenue  per  ton-mile  has  remained  practically  the 
same,  varying  up  and  down.  Now,  I  believe  it  is  probably  two- 
tenths  of  a  mill  less  than  it  was  a  year  or  so  ago,  or  three-tenths  of  a 
mill.  The  figure  for  1915  or  1916  was  higher  than  in  1889.  In  the 
eastern  district,  as  a  whole,  the  average  revenue  per  ton-mile  now  is 
higher  than  it  was  in  1900. 

Senator  Kellogg.  Did  I  understand  you  over  the  whole  country  it 
is  substantially  the  same  as  in  1900? 

Mr.  Thorne.  1899.  The  revenue  per  ton-mile  must  be  taken  with 
some  degree  of  care  as  a  test  of  rates.  For  instance,  the  length  of 
haul  may  increase  and  thereby  reduce  the  average,  or  a  larger  amount 
of  heavy  commodities  may  be  handled,  thereby  reducing  it,  but  the 
situation  here  in  the  country  as  a  whole  and  in  the  eastern  district 
has  remained  substantially  constant  so  that  that  is  a  fair  index  of  the 
level  of  rates  as  a  whole.  During  the  last  period,  from  1899  to  1917, 
during  those  18  years,  wherein  the  average  level  has  remained  sub- 
stantially constant,  the  railroads'  net  revenues  have  increased,  if  I 
remember  correctly,  $800,000,000;  from  1890  to  1899  their  net  in- 
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crease  was  about  $100,000,000  and  the  freight  revenues  declined  25 
per  cent,  indicating  that  the  railroads  shared  with  the  public  in  the 
revolution  in  the  industry  that  was  occurring,  but  since  1899  the 
railroads  have  absorbed/  instead  of  $100,000,000,  something  like 
$800,000,000,  and  their  freight-rate  level  has  remained  substantially 
constant. 

Senator  Gore.  What  is  that,  7£  mills  ? 

Mr.  Thorne.  A  little  bit  less  than  that.  I  think  in  connection 
with  that  that  we  should  consider  the  increase  in  capital  account  and 
the  increase  in  property  account,  all  of  which  is  reflected  in  the 
figures  that  I  have  previously  recited  to  you. 

Senator  Kellogg.  Right  there,  if  I  may,  what  has  enabled  them 
to  do  that?  Is  it  an  increase  of  tonnage,  an  increase  in  size  of  motive 
power  and  size  of  trains  and  tons  per  train-mile,  and  so  forth? 

Mr.  Thorne.  Yes,  sir;  substantially  that. 

Senator  Kellogg.  That  is,  they  have  been  enabled  to  increase  their 
net  revenue  by  those  factors. 

Mr.  Thorne.  Yes ;  they  have  increased  rates,  too. 

Senator  Kellogg.  But  the  increase  in  rates  since  1900  has  not  been 
much,  as  a  whole. 

Mr.  Thorne.  Well,  on  class  traffic  about  15  per  cent  between  Chi- 
cago and  New  York. 

Senator  Kellogg.  In  some  places  that  is  true. 

Mr.  Thorne.  In  all  the  eastern  traffic,  where  half  the  traffic  is 
hauled. 

Senator  Kellogg.  About  the  only  thing  in  the  country  that  has 
not  enormously  increased  is  transportation.  The  price  of  commodi- 
ties which  railroads  buy  and  the  price  of  labor  can  not  keep  on 
going  up  and  the  present  rates  maintained,  can  they?  There  has  got 
to  be  a  stop  some  time. 

Mr.  Thorne.  May  I  answer  that  in  my  own  way? 

Senator  Kellogg.  Yes;  certainly. 

Mr.  Thorne.  The  15  per  cent  that  I  stated  to  you  was  too  modest. 
On  the  eastern  traffic  it  has  been  much  more  than  that,  5  per  cent, 
15  per  cent,  and  then  other  advances. 

Senator  Kellogg.  That  has  not  extended  all  over  the  country? 

Mr.  Thorne.  It  has  extended  throughout  the  entire  East. 

Senator  Kellogg.  But  the  cost  of  commodities  has  gone  up  much 
more  than  that. 

Mr.  Thorne.  Yes;  the  increase  in  the  expenses  occasioned  by  the 
increase  in  the  cost  of  commodities  has  been  more  than  offset  by  the 
increase  in  volume  of  traffic  and  the  improvements  in  operation,  and 
so  forth,  as  is  completely  demonstrated  by  the  figures  I  have  previ- 
ously cited,  showing  that  the  net  above  all  these  expenses  is  higher 
than  ever  before. 

When  I  say,  "  than  ever  before,"  I  mean  within  the  last  20  years. 
Now,  as  to  other  commodities  going  up,  I  think  it  would  be  wise  to 
distinguish  in  our  minds  between  the  price  on  commodities  and  the 
price  on  services.  If  you  make  that  distinction,  I  believe  you  will 
agree  with  me  that,  on  the  whole,  there  has  not  been  a  substantial 
increase  in  the  cost  of  services. 

Senator  Kellogg.  Commissioner  Aitchison,  I  think  it  was,  testi- 
fied here  that  the  cost  of  materials  which  the  railroads  have  to  buy, 
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or  many  articles — he  did  not  say  all — had,  as  I  recollect,  in  the  last 
year  gone  up  about  50  or  60  per  cent. 

Mr.  Thorne.  In  what  period  ? 

Senator  Kellogg.  In  the  last  year. 

Mr.  Thorne.  That  was  based  upon,  I  suppose,  the  investigation 
in  the  Fifteen  Per  Cent  case. 

Senator  Kellogg.  I  do  not  know  what  he  based  it  on.  He  testified 
to  about  that,  as  I  recollect  it. 

Commissioner  Anderson.  I  remember  there  were  some  figures  in 
the  Fifteen  Per  Cent  case,  but  I  would  not  undertake  to  recite  them. 

Mr.  Thorne.  Senator,  in  that  connection,  it  was  testified  in  the 
Fifteen  Per  Cent  case  by  Mr.  Elliott  that  the  prices  in  1916  on  rail- 
way supplies  had  gone  up  60  per  cent,  and  yet  the  astounding  fact 
remains  that  the  total  average  cost  per  ton  mile  had  gone  down  and 
that  the  net  revenue  for  the  railroads  as  a  whole  in  the  United  States 
and  the  ratio  of  that  net  revenue  to  property,  and  the  ratio  of  that  net 
revenue  to  capital,  surpassed  anything  they  had  ever  had  before  in 
their  history,  so  that  we  must  take  that  other  factor  into  considera- 
tion before  reaching  conclusions. 

Senator  Kellogg.  It  is  a  fact,  is  it  not,  that  all  materials,  not  only 
that  the  railroads  but  that  everybody  else  had  to  buy  in  the  last  year 
have  enormously  increased  from  25  to  100  per  cent?  Is  that  not 
true? 

Mr.  Thorne.  There  have  been  many  large  increases,  even  more 
than  100  per  cent. 

Senator  Kellogg.  Pig  iron,  which  was  selling  in  the  fall  of  1916 
at  $18  a  ton,  sold  at  $55  a  ton  last  summer,  and  the  Government  price 
is  now  $33.50  or  $34,  and  a  great  many  other  articles  outside  of  iron 
and  steel  are  in  the  same  proportion. 

Mr.  Thorne.  Yes,  and  there  have  been  other  increases  in  taxes  and 
increases  in  interest  rate  on  obligations,  and  yet,  Senator,  in  spite  of 
all  those  increases  in  expenses  and  taxes,  the  net  remaining  over  and 
above  them  has  also  increased  to  the  extent  I  have  just  described  to 
you. 

As  to  future  increase  in  the  cost  of  labor  and  the  cost  of  supplies 
occasioned  by  the  war,  you  have  the  question  of  policy  that  I  outlined 
a  while  ago.    I  do  not  need  to  repeat  it. 

Commissioner  Anderson.  Mr.  Thorne,  if  I  may  ask  one  question: 
It  is  true,  as  a  broad  economic  proposition  that  a  railroad  subject 
to  the  law  of  increasing  return  nas  been  more  fortunate  and  more 
able  to  meet  the  tremendous  increased  cost  to  which  other  industries 
are  subject  than  almost  any  other  single  large  industry  in  the  country, 
is  it  not  ? 

Mr.  Thorne.  I  think  probably  that  is  correct. 

Commissioner  Anderson.  That  is  the  gist  of  the  fact  that  in  spite 
of  increase  in  cost  of  labor  and  of  many  materials  that  the  increased 
traffic  has  brought  to  them  larger  net  returns  than  they  ever  had  be- 
fore in  their  history.  There  are  minor  factors  but  that  is  the  con- 
trollingf  actor,  is  it  not? 

Mr.  Thorne.  Yes,  sir.  I  was  going  to  make  the  distinction  a 
moment  ago  between  the  services  and  commodities.  You  take  public 
utilities  generally  throughout  the  United  States,  selling  telephone 
service,  gas  service,  electric  light,  heat,  and  power  service,  as  a  gen- 
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eral  thing  there  have  been  no  substantial  increases  in  those  costs  until 
very  recently. 

Commissioner  Anderson.  They  are  going  up  now. 

Mr.  Thorne.  The  fact  is  that  most  of  them  are  kept  down  by  law. 

I  think,  Mr.  Chairman,  I  have  nothing  further. 

The  Chairman.  You  have  completed  your  statement? 

Mr.  Thorne.  I  think  so. 

The  Chairman.  The  hour  of  5  o'clock  having  arrived,  the  commit- 
tee will  stand  adjourned  until  10  o'clock  in  the  morning.  a 

Senator  Cummins.  I  want  to  ask  if  Mr.  Thorne  desires  to-night 
he  may  be  .excused  at  this  timet 

The  Chairman.  Yes;  he  may  be  excused. 

Senator  Kellogg.  I  have  awed  all  the  questions  I  wish  to,  but 
whether  the  other  Senators  have  any  additional  questions  I  do  not 
know. 

The  Chairman.  The  committee  stands  adjourned. 

(Thereupon,  at  5  o'clock  p.  m.,  the  committee  adjourned  until  Wed- 
nesday, January  23, 1918,  at  10  o'clock  a.  m.) 
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WEDNESDAY,  JANUARY  23,  1918. 

United  States  Senate, 
Committee  on  Interstate  Commerce, 

Washington,  D.  G. 

The  committee  met,  pursuant  to  adjournment,  at  10  o'clock  a.  m., 
in  the  hearing  room  of  the  committee  in  the  Capitol  Building,  Sena- 
tor Smith  of  South  Carolina  presiding  as  chairman. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Plumb, 
will  you  take  the  stand. 

Senator  Poindexter.  Before  this  witness  starts  with  his  statement, 
I  should  like  to  make  one  inquiry.  When  Senator  Bristow  left  the 
stand  the  other  day  he  had  not  finished  his  statement.  I  should  like 
to  inquire  when  there  will  be  an  opportunity  for  him  to  go  on. 

The  Chairman.  Just  as  soon  as  we  get  through  with  these  gentle- 
men here  to-day. 

STATEMENT  OF  MB.  GLENN  E.  PLUMB,  BEPEESENTING  THE 
BB0THEBH00D  OF  LOCOMOTIVE  ENGINEERS,  THE  BROTHER- 
HOOD  OF  LOCOMOTIVE  FIREMEN  AND  ENGINEMEN,  THE  OBDEB 
OF  RAILWAY  CONDUCTORS,  AND  THE  BROTHERHOOD  OF  RAIL- 
ROAD TRAINMEN. 

The  Chairman.  Will  you  give  the  committee  your  name  and  ad- 
dress? 

Mr.  Plumb.  My  name  is  Glenn  E.  Plumb;  my  residence  is  Chi- 
cago, 111. 

The  Chairman.  Also  your  official  status. 

Mr.  Plumb.  Mr.  Chairman  and  Senators,  I  appear  here  formally 
representing  the  Brotherhood  of  Locomotive  Engineers,  the  Brother- 
hood of  Locomotive  Firemen  and  Enginemen,  the  Order  of  Railway 
Conductors,  and  the  Brotherhood  of  Railroad  Trainmen.  These  four 
organizations  represent  directly  a  membership  of  approximately 
400,000  employees  of  the  railroads  which  are  now  under  Grovernment 
control,  and  this  is  nearly  25  per  cent  of  the  total  number  of  men 
employed  in  this  industry.  Indirectly,  we  represent  all  employees, 
whether  directly  authorized  to  do  so  or  not.  Tne  economic  results  or 
the  theories  which  we  advocate  will  be  felt  by  all  employees  as  di- 
rectly as  they  will  be  felt  by  our  own  membership^  and,  in  fact,  the 
economic  results  of  these  theories  are  as  of  much  importance  to  the 
entire  public  as  they  are  to  the  employees  in  that  the  employees  will 
receive  no  special  benefit  from  the  application  of  the  theories  which 
we  advocate  other  than  that  they  will  receive  as  a  part  of  the  gen- 
eral public. 

1003 
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The  query  naturally  arises  in  your  minds,  What  interest  can  the 
employees  of  these  railroads  have  that  would  warrant  their  appear- 
ance in  this  investigation  and  advocating  any  theories  whatsoever  re- 
garding the  relation  of  the  Government  to  these  properties? 

I  wish  to  set  forth  clearly  just  what  our  interests  are  so  that  you 
may  understand  why  we  are  here  and  what  induced  us  to  present  the 
theories  thut  we  advocate  to  this  committee  for  your  consideration. 

First?  I  would  have  you  clearly  understand  the  financial  magnitude 
of  the  interests  which  we  represent  directly  and  indirectly.  There 
are  to-day,  as  estimated  by  the  experts  who  have  testified  before  vou, 
1,700,000  men  directly  employed  in  railroad  transportation.  Allow- 
ing an  average  of  three  dependents  to  each  employee,  we  estimate 
that  6,800,000  citizens  are  directly  dependent  for  their  livelihood 
upon  the  operation  of  these  public  highways.  That  is,  about  one- 
sixteenth  of  the  total  population  of  the  United  States  is  more  di- 
rectly interested  in  the  correct  solution  of  these  problems  than  any 
other  question  of  governmental  action  unless  it  be  the  single  problem 
of  successfully  prosecuting  the  war. 

The  general  public  who  are  taxed  to  pay  the  expenses  of  railway 
operation  by  the  imposition  of  rates  and  charges  pay  to  the  l,700,00i> 
employees  a  sum  of  $1,500,000,000,  approximately,  per  annum.  The 
public  paid  during  the  year  1916  as  compensation  for  the  use  of  the 
capital  invested  in  these  railways,  both  interest  on  bonds  and  divi- 
dends on  stock,  $827,000,000.  We  paid  to  the  labor  invested  in 
these  railways  nearly  twice  as  much  as  we  paid  for  the  use  of  the 
capital  and  once  and  a  half  as  much  as  the  total  net  earnings  of 
the  railroads.  If  we  were  to  capitalize  the  amount  paid  to  labor  on 
the  same  basis  as  the  carriers  have  capitalized  the  amount  paid  to 
capital,  you  would  find  that  there  was  a  labor  investment  of  upwards 
of  $30,000,000,000  in  these  properties  as  against  a  capital  investment 
of  $20,000,000,000.  This  explanation  presents  both  the  social  and 
financial  magnitude  of  the  interests  now  appearing  before  you. 

I  wish  now  to  state  the  reasons  why  labor  should  be  heard  in  the 
determination  of  the  policies  which  shall  control  the  governmental 
functions  of  directly  operating  these  properties.  While  these  public 
highways  were  under  the  control  of  private  capital,  operated  through 
corporate  organizations,  the  employees  have  had  to  deal  with  the 
corporate  representatives  when  they  asked  for  an  improvement  of 
working  conditions  or  an  increase  in  the  scale  of  wages. 

Under  past  conditions  rates  and  charges  which  these  corporations 
receive  for  the  use  of  these  public  highways  have  been  fixed  by  law. 
Whenever  the  representatives  of  these  organizations  have  dealt  with 
the  owners  of  the  railways  in  regard  to  wages  they  have  invariably 
been  met  with  the  statement  by  the  owners  that — 

Since  our  rates  are  fixed  by  law  and  we  can  not  increase  our  receipt 
without  legislative  sanction,  and  since  our  outstanding  issues  of  securities,  to 
wit,  our  capitalization,  requires  in  the  way  of  the  payment  of  Interest  and 
dividends  all  that  we  now  earn  over  and  above  operating  expenses,  it  is  im- 
possible for  us  to  increase  your  wages  unless  you  can  help  us  to  procure  an  In- 
crease in  rates. 

When  the  same  owners  of  these  properties  are  dealing  with  the 
Government  in  regard  to  the  fixing  of  rates  or  in  regard  to  the 
amount  of  compensation  which  they  are  entitled  to  receive  for  the 
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services  which  they  render  in  operating  these  highways,  their  posi- 
tion invariably  is — 

The  rates  which  are  now  fixed  by  the  Government  are  not  sufficient  to 
permit  us  to  pay  interest  on  our  bonds  and  a  fair  dividend  upon  our  outstand- 
ing stock  out  of  the  amount  remaining  from  gross  receipts  after  the  payment 
of  operating  expenses.  Either  you  must  increase  our  rates  or  we  must  re- 
duce operating  expenses  by  cutting  down  the  service  we  are  now  rendering  to 
the  public. 

In  the  present  hearing  representatives  of  these  corporations  have 
asserted  before  this  committee  that  they  have  a  legal  right  to  ap- 
propriate to  themselves  as  the  property  of  the  stockholder  all  earn- 
ings under  established  rates  in  excess  of  absolute  operating  expenses 
and  that  the  Government  must  pay  to  the  owners  of  these  properties 
as  the  value  of  the  use  of  the  property  a  sum  fully  equal  to  the  net 
operating  income  and  that  such  net  operating  income  may  not  be 
decreased  in  any  manner  in  increasing  operating  expenses  over  and 
above  the  expenses  as  they  existed  on  the  date  01  taking  over  of  the 
properties. 

In  every  such  negotiation  in  the  past,  whether  between  the  em- 
ployees and  the  owners  of  the  railways  in  regard  to  increased  com- 
pensation or  between  the  Government  and  the  owners  of  the  railways 
in  regard  to  existing  rates  or  the  establishment  of  new  rates,  every 
attempt  of  the  employees  to  improve  their  condition  has  been  ex- 
ploited before  the  American  people  as  a  demand  made  by  the  em- 
ployees for  an  increase  in  rates.  Under  the  new  conditions  imposed 
by  Government  control,  if  the  railroads  are  permitted  to  appropriate 
to  private  profit  the  total  net  operating  revenues  as  they  existed  prior 
to  the  taking  over,  then  again  any  increase  in  operating  expenses 
because  of  an  increase  in  wages,  must  be  borne  entirely  by  the  Gov- 
ernment. And  again  the  public  interest  and  the  interest  of  the  em- 
ployees are  placed  in  direct  opposition,  one  to  the  other. 

This  we  believe  was  entirely  wrong;  that  the  interest  of  the  public 
and  the  interest  of  the  employees  are  coincident  and  that  we  seek  to 
establish. 

A  year  ago  the  brotherhoods,  by  permission  of  the  Interstate  Com- 
merce Commission,  entered  their  appearance  in  the  valuation  pro- 
ceedings then  being  carried  on  by  that  body.  We  had  made  what  we 
considered  a  complete  study  of  the  history  and  legal  principles  gov- 
erning the  relations  of  private  interest  in  railroads  as  public  high- 
ways and  the  public  interest  in  such  instrumentalities.  We  became 
firmly  convinced  that  there  was  a  great  misapprehension  as  to  the 
extent  of  the  private  interests  so  conferred  upon  railroad  corpora- 
tions and  much  doubt  and  obscurity  as  to  the  extent  of  the  public 
interest  which  had  been  retained  by  the  Government  in  these  public 
highways.  We  found  that,  while  gross  receipts  were  definitely 
known  and  ascertainable  to  the  last  penny,  and  that  while  the  operat- 
ing expenses  could  be  ascertained  with  like  exactness,  the  amount  of 
capital  invested  in  the  service  of  the  public,  not  only  was  ascertain- 
able with  the  same  exactness  as  the  other  two  factors,  but  that  the 
entire  methods  of  these  corporations  from  their  inception  down  to 
the  present  time  were  intended  to  prevent  the  obtaining  of  such  in- 
formation. We  believed  that  the  ascertaining  of  this  information 
was  absolutely  essential  to  any  determination  of  the  existence  of 
private  interests  in  these  public  highways  or  the  limitations  imposed 
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thereby  on  the  public  interests  which  had  been  retained  therein.  We 
found  two  cardinal  principles  established  from  the  foundation  of 
the  Government  that  seemed  clearly  to  define  the  extent  of  the  private 
interest  held  in  these  highways  and  the  limitations  which  such 
private  interests  imposed  upon  the  public  interest  out  of  which  the 
private  interests  had  been  carved.  We  are  convinced  that  when 
these  two  principles  are  understood  and  correctly  applied  to  the 
problems  now  in  hand,  it  will  be  found  that  full  justice  can  be  done 
to  the  demands  of  the  employees  without  in  any  way  increasing  the 
burden  of  taxation  placed  upon  the  people  for  the  use  of  these  high- 
ways; that  full  ana  adequate  justice  can  be  done  to  the  agencies 
operating  these  railways,  insuring  them  a  full  and  fair  return  upon 
everything  which  by  right  and  law  belongs  to  them,  and  that  lull 
and  adequate  justice  can  be  done  to  the  public  in  securing  them 
against  unjust  taxation  in  the  form  of  rates  and  charges  which  pro- 
duce an  income  greater  than  may  be  required  to  meet  the  legitimate 
operating  expenses  and  all  legitimate  returns  for  capital,  and  at  the 
same  time  permit  a  legitimate  reduction  of  rates.  A  recognition  and 
application  of  these  principles  which  have  been  established  in  the 
earliest  decisions  relating  to  railways  and  which  have  been  laid  down 
in  legislative  enactments  and  ordained  in  constitutions  will  forever 
prevent  the  levying  of  a  tax  in  rates  and  charges  of  more  than  is 
required  to  meet  all  lawful  expenses  of  operation  and  the  payment 
of  all  legal  returns  and  will  prevent  the  absorption  by  capital  of  any 
amounts  collected  in  excess  of  such  lawful  demands. 
The  first  principle  we  stated  as  follows: 

Railroads  are  public  highways.  They  are  so  in  the  nature  of  things  and 
so  declared  by  the  Supreme  Court  from  the  beginning.  (Citing  only  Olcott 
v.  Supervisors,  83  U.  S.,  678,  and  Smyth  v.  Ames,  169  U  S.f  466,  p.  544.)  They 
are  so  declared  in  nearly  every  State  constitution  that  has  been  adopted  since 
railroads  became  known  to  the  American  public. 

This  constitutional  declaration,  however,  is  merely  the  embodiment 
of  a  principle  which  was  clearly  and  firmly  established  before  such 
constitutions  were  adopted.  From  the  earliest  days  of  history  it  has 
been  deemed  one  of  the  functions  of  the  State  to  preserve  the  rights 
of  way  across  and  over  privately  owned  lands  tor  the  purpose  of 
affording  to  the  subjects  of  the  State  a  free  and  uninterrupted  right 
of  passage.  The  development  of  any  nation  toward  higher  civiliza- 
tion has  always  been  very  correctly  measured  by  the  number,  extent 
and  condition  of  its  public  highways.    Lord  Bacon  said : 

There  be  three  things  which  make  a  nation  great — good  roads,  good  laws,  and 
a  contented  people. 

The  first  of  these  prerequisites  to  national  greatness  is  "Good 
roads."  The  exhibit  introduced  by  Mr.  Thorn  shows  a  total  of 
258,000  miles  of  railroads  in  the  United  States  which  constitute  the 
extent  of  the  public  highways,  the  operation  of  which  has  been  re- 
assumed  by  the  Federal  Government  as  a  direct  governmental  func- 
tion. The  Supreme  Court  very  early  held  in  the  case  of  Alcott  v. 
Supervisors  (83  U.  S.,  678),  thatr— 

Such  a  road  is  a  highway  whether  made  by  the  Government  itself  or  by  the 
agency  of  corporate  bodies  or  even  individuals,  when  they  obtain  their  power 
to  construct  it  from  legislative  grant.  *  *  *  No  matter  who  is  the  agent 
the  function  performed  is  that  of  the  State.  *  *  *  They  (public  highways) 
have  always  been  governmental  affairs  and  it  has  always  been  recognised 
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as  one  of  the  most  important  duties  of  the  State  to  provide  and  care  for 
them.  *  *  *  In  their  very  nature  they  are  public  highways.  *  *  True, 
they  must  be  used  in  a  peculiar  manner  and  under  certain  restrictions,  but  they 
are  facilities  for  passage  and  transportation  afforded  to  the  public,  of  which 
the  public  has  a  right  to  avail  itself.  *  *  *  A  railroad  built  by  a  State 
no  one  claims  would  be  anything  else  than  a  public  highway,  justifying  taxes 
for  its  construction  and  maintenance,  though  it  could  no  more  be  open  to  public 
use  than  is  a  road  built  and  owned  by  a  corporation. 

And  again,  in  Smyth  v.  Ames  (169  U.  S.,  466,  p.  544),  the  court 
said: 

A  railroad  is  a  public  highwuy  and  none  the  less  so  because  constructed  and 
maintained  through  the  agency  of  a  corporation  deriving  its  existence  and 
power  from  the  State.  Such  a  corporation  was  created  for  public  purposes; 
it  performs  a  function  of  the  State.  The  only  difference  to  public  highways 
devoted  to  railroad  purposes  and  public  highways  used  as  streets  lies  in  the 
peculiar  manner  in  which  they  must  be  used.  A  public  highway,  built  by  the 
State  for  railroad  purposes,  would  have  to  be  used  in  the  same  identical  manner 
and  under  the  same  identical  restrictions  as  would  be  imposed  upon  a  public 
highway  built  for  railroad  purposes  by  a  corporation. 

The  railroads,  therefore,  being  public  highways,  their  operation 
being  a  function  of  the  State,  are,  in  the  nature  of  things,  matters 
purely  of  public  concern.  No  individual  could  acquire  a  public 
highway  or  any  right  or  interest  in  the  use  of  a  public  highway, 
differing  in  any  degree  from  the  right  or  interest  which  all  other 
individuals  held  in  the  same  highway  unless  such  right  or  interest 
had  been  granted  to  a  particular  individual  by  legislative  enact- 
ment. There  is  no  such  thing  as  an  inherent  individual  right  in 
the  ownership  or  use  of  a  public  highway.  Only  such  rights  or 
privileges  in  public  highways  can  be  claimed  or  exercised  by  private 
individuals,  as  have  T)een  expressly  granted  by  the  State.  All 
rights  and  privileges  which  do  not  pass  by  the  express  terms  of  the 
grant,  still  remain  a  part  of  the  public  domain,  out  of  which  such 
private  interests  have  been  carved  by  legislative  enactment. 

However,  as  applied  to  railroads,  we  are  not  dealing  with  any 
individual  interest  whatsoever.  At  the  present  time  all  railroads  are 
owned  and  operated  by  corporations;  therefore  the  questions  of 
individual  interests  as  distinguished  from  corporate  interests,  do  not 
arise  in  present-day  conditions.  I  therefore  come  to  the  second 
fundamental  proposition  which  we  have  stated,  as  follows : 

A  raUroad  corporation,  like  other  corporations,  as  against  the  State,  can 
acquire  no  property,  interest  in  property,  rights,  privileges  or  franchises 
other  than  those  expressly  conferred  In  its  charter.  Where  the  privileges  con- 
ferred upon  such  corporation  are  carved  out  of  the  public  domain,  nothing 
passes  in  excess  of  the  express  terms  of  the  grant  and  all  that  is  not  included 
within  the  grant,  still  remains  a  part  of  the  public  domain. 

This  principle  has  been  repeatedly  declared  and  firmly  adhered 
to  by  our  Supreme  Court  ever  since  the  decision  in  the  Dartmouth 
College  case.  In  Knoxville  Water  Company  v.  Knoxville  (200 
U.  S.,  22,  p.  33) ,  the  court  said : 

The  doctrine  is  firmly  established  that  only  that  which  is  granted  in  clear  and 
explicit  terms,  passes  by  a  grant  of  property,  franchises  or  privileges  in  which 
the  Government  or  the  public  has  an  interest. 

Now  it  can  not  be  denied  that  we  do  have  an  interest  in  railroads, 
their  operation  being  a  function  of  the  State;  the  State  has  the 
entire  interest,  and  where  it  has  made  a  grant,  only  that  which  it 
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has  granted  passes  to  the  individual,  and  all  that  is  not  included 
within  the  great  remains  with  the  State. 

And  again,  in  Blair  v.  Chicago  et  al.  (201  U.  S.,  400,  p.  471), 
the  court  declared : 

Concurrent  with  this  principle  and  to  be  considered  when  construing  an 
alleged  grant  of  this  character,  is  the  equally  well  established  rule  which  re- 
quires such  grants  to  be  made  in  plain  terms  in  order  to  convey  private  right* 
in  respect  to  public  property,  and  to  protect  future  control  of  such  privileges 
in  the  public  interest. 

And  again  in  the  same  case  the  court  said : 

The  principle  is  this:  That  all  rights  which  are  asserted  against  the  State 
must  be  clearly  defined,  and  not  raised  by  inference  or  presumption ;  and  if  the 
charter  is  silent  about  a  power  it  does  not  exist. 

From  the  two  fundamental  principles  which  I  have  just  announced, 
if  they  are  to  be  accepted,  it  necessarily  follows  that  any  right  of 
property,  franchise,  or  privilege  which  the  carrier  asserts  against  the 
Government  must  be  clearly  and  fully  expressed  in  the  grant  under 
which  the  right  is  asserted.  If  no  authority  is  expressly  given  w 
the  charter  of  the  corporation  for  the  assertion  of  such  right,  then 
it  can  not  be  successfully  asserted  against  the  Government  or  the 
public  and  the  value  which  would  accrue  to  the  corporation  by  reason 
of  the  successful  assertion  of  such  right?  lacking  express  authority 
therefor,  must  be  a  value  which  was  retained  by  the  Government  on 
behalf  ot  the  public  when  it  made  the  grant. 

Courts  can  not  grant  corporate  franchises,  and  he  who  claims  a 
privilege  must  assert  the  legislative  grant  upon  which  the  privilege 
is  founded.  If  his  assertion  rests  upon  a  court's  judicial  determina- 
tion and  in  that  determination  no  construction  of  the  grant  is  in- 
volved, then  as  against  the  State  no  right  is  vested  in  the  corpora- 
tion by  reason  of  such  judicial  determination. 

I  claim  that  that  principle  controls  such  decisions  as  may  be  called 
to  your  attention.  While  it  is  claimed  that  property  rights  of  rail- 
roads had  been  defined,  yet  if  you  ask  one  who  presents  such  a  deci- 
sion to  you  what  the  provision  of  your  charter  was  before  the  court, 
he  will  have  to  confess  that  there  was  no  charter  provision  before 
the  court  and  that  the  court  did  not,  in  any  decision  which  purports 
to  define  property  rights,  have  before  it  any  charter  limitation  or 
any  constitutional  limitation,  and  that  decision  is  not  a  construction 
of  a  charter  right  or  a  legislative  grant. 

Constitutions  do  not  grant  any  powers  to  corporations ;  they  merely 
guarantee  the  protection  of  the  powers,  rights,  or  privileges  which 
have  been  granted;  and  when  a  carrier  asserts  a  right  or  privilege 
as  coming  within  the  protection  of  the  constitution,  in  order  to 
bring  it  there  the  carrier  must  show  the  express  terms  upon  which 
such  right  or  privilege  is  founded.  Bights  once  granted  and  within 
the  constitutional  protection  can  not  be  taken  away  by  legislative 
enactment  without  making  due  compensation  therefor;  but  any  legis- 
lative action  which  may  be  construel  as  expressly  recognizing  a  priv- 
ilege asserted  against  the  State  can  frequently  be  made  the  oasis  for 
a  further  claim  of  vested  right,  as  being  a  legislative  recognition  of 
a  franchise  asserted  against  the  State  and  therefore  equivalent  to  :\ 
legislative  grant  of  such  franchise. 

In  the  bill  now  pending  before  you  it  is  proposed  to  guarantee  to 
each  and  every  carrier  the  payment  of  an  annual  sum  equivalent  to 
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the  average  annual  net  operating  income  for  the  past  three  years. 
The  language  of  the  bill  perhaps  does  not  expressly  recognize  the 
existing  legal  right  of  the  carrier  to  receive  such  compensation,  but 
it  does  recognize  the  right  of  the  carrier,  and  it  does  in  itself  ex- 
pressly conier  such  a  right  to  receive  such  an  amount  annually  so 
long  as  the  properties  are  operated  by  the  Government  under  the 
provisions  of  this  bill. 

The  representatives  of  the  carriers  have  appeared  before  this  com- 
mittee and  have  vehemently  asserted  that  the  compensation  provided 
in  this  bill  is  not  sufficient,  because  the  carriers  have  a  legal  right  to 
all  of  the  net  earnings,  and  that,  in  so  far  as  this  bill  deprives  them 
of  that  legal  right,  it  is  an  unwarranted  exercise  of  governmental 
power.  If  this  bill  be  enacted  in  its  present  form,  then  it  should 
contain  proper  provisions  that  it  is  a  war  measure  purely,  that  the 
compensation  therein  provided  shall  be  construed  purely  as  a  war 
measure,  and  that  nothing  contained  in  the  entire  bill  shall  be  con- 
strued as  a  legislative  recognition  or  declaration  of  any  corporate  or 
public  interest  in  railroads,  and  providing  for  a  complete  restoration 
of  the  status  quo  ante,  without  permitting  any  provision  of  the  pend- 
ing bill  to  be  used  by  either  the  public  or  private  interests  as  a  prece- 
dent for  the  determination  of  what  those  public  and  private  interests 
might  actually  be  before  the  taking  over  or  upon  the  restoration  of 
the  status  quo  ante. 

In  the  absence  of  such  salutary  safeguards,  we  will  find,  at  the  con- 
clusion of  the  period  of  Government  operation  and  the  beginning 
of  the  period  either  of  private  ownership  and  operation  or  Govern- 
ment ownership  and  operation,  that  there  has  been  such  a  recognition 
of  private  interest  in  these  public  highways  as  will  have  validated 
all  claims  made  by  the  corporations  as  to  the  present  existence  of 
their  private  interests,  and  as  effectually  to  legalize  the  issuance  of 
all  securities  heretofore  omitted,  without  regard  to  the  question  of 
the  actual  investment  made  in  the  public  service,  and  the  carriers 
will  have  reduced  to  their  private  ownership  all  accrued  increment 
in  value  of  land,  labor,  and  materials,  and  all  work  that  has  been  done 
by  the  Interstate  Commerce  Commission  for  the  purpose  of  deter- 
mining the  fair  value  of  the  investments  in  these  properties  will  have 
gone  for  naught. 

We  have  submitted  an  amendment  to'-sections  1,  2,  and  3  of  the 
present  bill  intended  to  prevent  any  legislative  recognition  of  the 
rights,  privileges,  and  franchises  of  the  carriers  in  excess  of  those 
already  granted.  As  I  have  said  before,  all  private  corporate  inter- 
ests in  railroads  must  rest  upon  legislative  grant  or  sanction.  The 
extent  of  these  property  interests  and  franchises  must  be  determined 
from  the  existing  legislative  grants,  but  without  full  investigation 
and  recognition  of  such  grants  there  can  be  no  basis  for  determining 
the  extent  or  value  of  the  grants  now  in  existence  or  the  rights  which 
the  carriers  have  for  demanding  from  the  public  revenues  for  the  use 
of  their  properties. 

We  recognize  that  this  is  an  extraordinary  situation,  calling  for 
extraordinary  relief,  and  that  in  taking  over  the  property  of  the 
railroads  as  a  war  measure  there  is  not  time  to  determine  imme- 
diately just  what  private  interests  exist  in  these  properties,  and  that 
when  the  Government  does  resume  the  exercise  of  these  governmental 
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functions  which  it  has  delegated  to  private  corporate  interests  it 
must  make  due  and  adequate  compensation  for  the  resumption  of 
such  functions. 

We  have  therefore  adopted  the  plan  suggested  by  the  President 
as  an  interim  arrangement  requiring  the  payment  to  the  carriers 
until  a  final  legal  determination  of  the  extent  of  their  rights  can  be 
had  of  a  sum  equivalent  to  the  average  net  operating  earnings  for 
the  past  three  years.  This  might  be  sanctioned  as  an  emergency 
compensation;  it  can  not  be  justified  as  a  permanent  arrangement 
We  have  also  provided  that  before  the  1st  day  of  July,  1918,  each 
and  every  carrier  shall  file  with  the  Interstate  Commerce  Commission 
its  petition  in  the  form  prescribed  by  the  commission  for  the  purpose 
of  ascertaining  the  total  amount  of  money  upon  which  the  corpora- 
tion is  entitled  to  receive  a  return  under  tne  provisions  of  its  charter, 
as  of  the  date  of  January  1,  1918,  and  that  upon  the  ascertainment 
of  that  amount  it  shall  receive  a  sum  equivalent  to  such  a  per  cent  as 
Congress  may  deem  fair  upon  the  amount  so  ascertained,  and  that 
proper  adjustments  shall  then  be  made  to  cover  the  payment  of  tem- 
porary compensation  theretofore  made. 

I  have  drafts  of  that  amendment  which  I  wish  to  submit. 

Senator  Underwood.  Did  you  draft  an  amendment  with  reference 
to  the  final  clause  you  spoke  of  a  while  ago? 

Mr.  Plumb.  I  have  drafted  such  an  amendment,  Mr.  Underwood, 
which  I  presented  to  Mr.  Anderson,  and  he  now  has  it  under  con- 
sideration. 

Senator  Underwood.  Will  you  be  kind  enough  to  present  it  to  the 
committee? 

Mr.  Plumb.  I  shall  be  glad  to  do  so. 

Senator  Robinson.  You  refer  to  the  amendment  he  spoke  of  saving 
the  relative  rights  of  the  public  and  the  corporations  in  these  respec- 
tive roads? 

Senator  Underwood.  I  mean  the  amendment  he  referred  to  a  while 
ago  in  reference  to  the  termination  of  the  power  under  this  bill  when 
the  war 

Senator  Robinson.  I  think  you  have  in  mind  the  same  amendment 
I  have,  although  the  phase  that  impressed  me  seemed  to  be  a  different 
one. 

Mr.  Plumb.  My  proposed  amendment  does  not  provide  for  the 
fixing  on  a  definite  term  at  all,  but  merely  that  when  the  termination 
shall  come  that  the  rights 

Senator  Robinson.  AH  questions  as  to  the  relative  rights  between 
the  public  and  the  corporations  shall  be  reserved  as  to  the  basis? 

Mr.  Plumb.  The  basis  for  the  determination  of  those  rights  must 
be  the  laws  as  they  existed  prior  to  the  passage  of  this  bill,  and  that 
this  bill  shall  not  furnish  the  basis  for  any  rights. 

The  Chairman.  In  other  words,  that  this  shall  be  recognized  as  a 
war  emergency  measure? 

Mr.  Plumb.  Purely  and  simply. 

The  Chairman.  Not  involving  the  principles  during  the  time  of 
peace,  and  shall  exist  when  the  war  shall  terminate? 

Mr.  Plumb.  Exactly. 

Senator  Robinson.  And  should  be  the  precedent  for  permanent 
legislation  ? 
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Mr.  Plumb.  Yes;  just  as  was  done  in  many  of  the  English  war 
measures.  That  provision  was  inserted  that  the  rights  should  be 
determined  upon  the  status  quo  ante  when  the  emergency  had  passed. 

This  amendment  has  in  italic  type  the  additional  matter  which  we 
have  suggested,  and  in  roman  type  the  same  language  that  is  found 
in  sections  1  and  2  of  the  original  bill.  You  are  familiar  with  the 
original  matter,  but  I  want  to  call  attention  to  the  original  matter 
(reading) : 

Amendment  to  Sections  1,  2,  and  3,  H.  R.  8172. 

Section  1.  Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  Assembled,  That  the  President,  having  in 
a  time  of  war  taken  over  the  possession,  use,  and  control  (called  herein  Federal 
control)  of  certain  systems  of  transportation  (called  herein  carriers),  is  hereby 
authorized  to  agree  with  and  to  guarantee  to  any  such  carrier  that  during  the 
period  of  such  Federal  control  it  shall  receive  as  its  just  compensation  an  income 
at  au  annual  rate  to  be  determined  as  hereinafter  provided. 

That  the  carrier  owning  each  and  every  system  of  transportation  now  under 
Federal  control  is  hereby  authorized  and  directed  to  file  its  petition  before  the 
Interstate  Commerce  Commission  before  the  1st  day  of  July,  A.  D.  1918,  for  the 
purpose  of  having  the  Interstate  Commerce  Commission  ascertain  the  total 
amount  of  money  upon  which  said  corporation  is  entitled  to  receive  a  return 
under  the  provisions  of  its  charter  (herein  called  total  amount)  as  of  January 
1,  1018. 

That  upon  the  determination  of  such  total  amount  by  the  Interstate  Com- 
merce Commission,  the  carrier  or  the  United  States,  or  both,  may  appeal  to  the 
Supreme  Court  of  the  United  States  for  a  review  of  the  decision  of  the  Inter- 
state Commerce  Commission. 

That  upon  the  final  determination  of  such  total  amount  by  the  Interstate 
Commerce  Commission  or  the  Supreme  Court,  in  case  an  appeal  is  perfected 
and  prosecuted  to  a  conclusion,  the  United  States  shall  pay  to  said  carrier 

a  sum  equal  to  per  cent  per  annum  upon  the  amount  so  fixed   (herein 

called  the  return  upon  total  amount),  such  amount  to  be  paid  in  two  semiannual 
payments  upon  such  dates  as  the  President  may  direct. 

That  pending  the  final  determination  of  such  amount  the  President  is  hereby 
authorized  to  agree  w!th  and  to  guarantee  to  any  such  carrier  that  shall  file 
its  petition  with  the  Interstate  Commerce  Commission  as  hereinbefore  provided 
that  during  the  period  of  such  Federal  control  and  until  such  total  amount 
shall  have  been  finally  determined,  as  hereinbefore  provided,  such  carrier  shall 
receive  as  its  just  compensation  an  income  at  an  annual  rate  equivalent  as 
nearly  as  may  be  to  its  average  net  railway  operating  !ncome  for  the  three  years 
ending  June  30,  1917  (called  herein  standard  return)  ;  said  net  railway  operat- 
ing income  for  the  purposes  of  this  act  shall,  as  to  carriers  making  returns  to 
the  Interstate  Commerce  Commission,  be  computed  from  such  returns,  exclud- 
ing, however,  deb!ts  and  credits  arising  from  the  accounts,  called  in  the  monthly 
returns  "leased  road  rents  and  miscellaneous  rents,"  provided,  however,  that 
no  Federal  taxes  in  excess  of  taxes  assessed  during  the  year  ending  June  30, 
1917,  shall  be  charged  against  revenue  in  computing  such  standard  return. 

Any  net  railway  operating  income  in  excess  of  such  standard  return  shall  be 
the  property  of  the  United  States;  the  amount  of  such  standard  return  as 
accruing  during  sa'd  period  of  three  years  shall  be  determined  by  the  Inter- 
state Commerce  Commission  and  the  certificate  of  said  commission  as  to  the 
amount  of  said  net  railway  operating  income  shall  for  the  purpose  of  such 
agreement  and  guaranty  be  taken  as  final  and  conclusive. 

Upon  the  final  determination  of  such  total  amount  as  hereinabove  provided 
the  United  States  sliall  be  credited  in  its  account  with  each  carrier,  with  the 
excess,  if  /my,  of  the  sum  of  the  standard  returns  over  the  sum  of  returns  on 
total  amount  that  would  Iiave  accrued  at  that  date,  together  with  6  per  cent 
upon  such  excess,  and  shall  be  debited  with  the  sum  of  the  excess  of  the 
returns  on  total  amount  over  the  sum  of  the  standard  returns  paid  to  such 
carrier  by  the  United  States,  together  with  6  per  cent  upon  such  excess. 

The  Interstate  Commerce  Commission  is  hereby  authorized  to  prescribe  the 
form  of  the  petition  to  be  filed  by  the  carrier  and  the  procedure  thereon  by 
which  such  total  amount  shall  be  determined. 
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Sec.  2l  That  if  do  #ikH  agreement  is  amde  far  the 
return*,  a*  aV/r^  provided,  tbe  Prescient  may  uetm  JmJcje  pay  or  eaaae  to  be 
pe>I  to  ar;y  '-arri^r  that  *hnU  fie  it*  petition  with  the  Interstate  Comment 
Commi**um  a*  al*>re  provided,  while  unler  Federal  cocrroi  «arf  pending  the 
final  determination  of  the  total  amount  m*  above  provided.  an  mmnmm  a* 
ex****\.nz  90  p^r  cer.t  of  «sch  staxxlard  return;  anp  difference  Wtwetn  the 
amount  of  the  *tandard  return  *o  paid  to  *neh  carrier  mmd  ike  total  *mm  g* 
tfte  return*  on  total  amount  tchieh  map  have  accrued  at  the  date  of  the  final 
determination  thereof  *hall  be  adjusted  op  p-oper  debit*  mmd  rredit*  a*  protidet 
im  the  preceding  paragraph  hereof. 

f  Strike  out  all  of  section  3.J 

fXoTE. — Words  in  italic  type  are  new  matter;  words  in  roman  type  are  die 
aaioe  ax  in  the  original  draft.) 

Mr.  Plumb.  Section  3  in  the  original  bill  was  intended  to  provide 
a  forum  and  a  means  of  settling  disputes  between  the  Government 
and  any  corporations  that  failed  to  agree  or  insisted  on  greater 
rights  than  the  bill  recognized* 

Senator  Underwood.  You  do  not  propose  to  adopt  what  is  called 
in  this  bill  the  " standard  return77  as  the  final  basis  of  adjustment, 
but  in  section  2,  where  you  refer  to  the  standard  return,  you  merely 
refer  to  what  was  in  the  folds  of  the  original  bill  as  a  basis  of  tem- 
porary adjustment? 

Mr.  Plumb.  Yes;  I  use  the  "* standard  return r  merely  as  a  tem- 
porary basis  of  compensation  to  bridge  over  the  time  until  the  actual 
oasis  can  have  been  determined,  providing  for  a  due  credit  and  debit 
adjustment  when  that  basis  is  reached. 

Senator  Cummins.  You  intend  that  under  section  1  the  use  of  the 
property,  whatever  it  may  be,  shall  be  finally  determined  ? 

Mr.  Plumb.  Shall  be  finally  determined. 

Senator  Cummins.  Do  you  believe  that  is  a  representative  function 
to  say  that  the  Government  shall  pay  to  the  carrier  a  sum  equal  to 
any  fixed  per  cent,  which  may  be  inserted  in  the  blank  which  you 
have  left? 

Mr.  Plumb.  I  do,  Senator,  because  the  fixing  of  rates  is  now  and 
has  always  been  considered  a  legislative  function,  and  that  function  is 
properly  exercised  if  it  does  not  deprive  the  carrier  of  a  reasonable 
return  upon  something.  Now,  by  the  carriers  that  sometimes  is  said 
to  consist  of  the  value  of  their  property  and  at  other  times  the  cost 
of  reproduction  and  at  other  times  the  amount  of  capitalization  out- 
standing and  at  other  times  investment.  I  contend  that  the  invest- 
ment actually  made  or  the  provisions  of  the  charter  must  furnish  the 
basis  of  that  something  upon  which  the  legislature  has  the  right  to 
fix  a  reasonable  return. 

Senator  Cummins.  I  want  to  get  clearly  your  idea.  Of  course,  the 
fixing  of  the  rates  which  a  private  corporation  receives  for  the  serv- 
ice is  a  regulation  which  is  valid  or  invalid  dependent  upon  its 
reasonableness  or  whether  it  is  confiscatory  or  not,  but  when  the 
Government  takes  the  possession  of  the  property — we  will  not  con- 
cern ourselves  with  what  the  property  may  be  or  what  its  value  may 
be — do  you  claim  the  legislature  can  fix  for  the  use  of  the  property 
an^nnual  percentage  which  the  carrier  must  accept  as  just  com- 
pensation under  the  Constitution? 

Mr.  Plumb.  Yes,  Senator;  because  I  fail  to  distinguish  between 
directly  fixing  a  return  on  capital,  or  whatever  the  base  may  be,  and 
indirectly  fixing  a  return  through  establishing  a  rate.  The  one  is 
equivalent  to  the  other. 
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Senator  Cummins.  There  seems  to  be  some  logic  in  the  argument, 
but  it  is  contrary  to  our  established  beliefs. 

Mr.  Plumb.  The  taking  over  of  the  railroads  for  governmental 
operation  is  contrary  to  all  established  precedent.  We  must  ascer- 
tain the  legal  basis  upon  which  it  can  be  done,  and  when  we  consider 
that  the  operation  of  railroads  is  now  and  always  has  been  a  func- 
tion of  government,  then  it  could  not  be  so  delegated  that  that  func- 
tion could  not  be  reassumed  by  the  Government  when  the  necessity 
arose,  and  all  that  is  required  is  that  there  shall  be  due  compensation 
made  for  the  rights  that  are  reassumed.  In  this  case  we  are  reas- 
suming  merely  the  right  to  operate  the  railroads. 

Senator  Cummins.  That  is  the  very  point,  the  word  "  due  "  intro- 
duces the  whole  difficulty.  Is  it  a  legislative  function  or  a  judicial 
function  to  say  what  is  due,  or  just  compensation,  if  you  take  the 
property  itself,  whatever  it  may  be  ? 

Mr.  Plumb.  I  consider  that  if  you  take  the  use  of  the  property 
compensation  must  be  made  for  that  taking  just  as  completely  as  if 
you  took  the  property,  and  the  determination  of  the  bash  upon  which 
you  take  either  the  use  or  the  property  is  a  judicial  question.  The 
determination  of  the  rate  which  shall  be  allowed  on  that  basis  is  a 
legislative  question,  and  if  the  legislature  asserts  that  rate-making 
power  unlawfully  it  will  be  so  held  by  the  judiciary,  but  if  it  exer- 
cises it  reasonably  why,  then,  the  judiciary  will  uphold  that  exercise 
of  the  legislative  power. 

Senator  Cummins.  Just  one  further  question  so  that  I  may  get  it 
clearly  in  my  mind.  If  the  Government  were  taking  the  property, 
I  mean  the  title,  to  whatever  property  the  corporation  may  have  in 
railroads,  then  the  determination  of  the  value  of  the  property  would 
be  a  judicial  question? 

Mr.  Plumb.  Certainly. 

Senator  Cummins.  The  legislature  could  not  declare  what  its 
value  is? 

Mr.  Plumb.  No. 

Senator  Cummins.  But  if  we  are  taking  the  use  of  the  property, 
the  value  being  ascertained 

Mr.  Plumb.  Judicially. 

Senator  Cummins.  Judicially,  we  can  legislatively  attach  a  rate  of 
return  which,  in  our  judgment,  will  be  an  adequate  or  fair  rate  for 
the  use  of  that  property  during  the  time  we  are  in  possession? 

Mr.  Plumb.  That  is  my  understanding  exactly,  Senator. 

The  Chairman.  Do  you  make  the  distinction  that  the  interest  one 
shall  receive  on  property  is  not  property?  Is  that  the  sense  that  you 
use  the  word  property  ? 

Mr.  Plumb.  That  requires  a  little  further  definition,  Senator. 
The  return  that  one  shall  receive  on  property  devoted  to  a  public  use 
is  a  matter  of  legislative  discretion  which  is  not  included  in  the  re- 
serve power  of  legislation.  The  interest  which  cne  may  receive  on  an 
investment  is  an  entirely  different  matter,  but  an  investment  made  in 
property  devoted  to  £he  public  use,  or  property  devoted  to  the  exer- 
cise of  a  governmental  function,  was  invested  on  condition  that  its 
rate  should  be  reserved,  the  rate  of  return  should  be  reserved,  and 
you  can  call  it  interest  as  between  the  corporation  and  the  Govern- 
ment; it  becomes  interest  between  the  corporation  and  its  security 
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holders,  but,  as  between  the  corporation  and  the  State  which  has 
granted  it  its  franchise,  it  is  not  interest;  it  is  a  return  for  public 
service  under  the  terms  contained  in  the  grant. 

The  Chairman.  Your  contension,  then,  is  that  whatever  allowance 
we  may  make  legislatively  for  the  use  of  the  property  stands  exactly 
upon  the  same  ground  that  the  rate  the  Interstate  Commerce  Coin- 
mission  allows? 

Mr.  Plumb.  The  rates  prescribed  by  law,  whether  by  the  Inter- 
state Commerce  Commission  or  by  State  legislatures  or  State  com- 
missions. 

Senator  Poindexter.  Or  it  might  be  by  the  direct  act  of  Congress? 

Mr.  Plumb.  It  might  be  by  the  direct  act  of  Congress. 

The  Chairman.  We  have  delegated  the  power  to  the  Interstate 
Commerce  Commission. 

Mr.  Plumb.  Yes ;  it  is  delegated  power  in  any  event. 

Senator  Poindexter.  The  rate  of  return  on  these  investments  is 
fixed  indirectly  by  the  rates  that  the  railroad  is  allowed  to  charge  for 
its  transportation,  is^it  not? 

Mr.  Plumb.  It  is. 

Senator  Poindexter.  And  any  court,  in  passing  upon  the  question 
of  the  value  of  these  properties,  would  be  compelled  to  take  into  con- 
sideration, in  determining  what  the  value  was,  the  rates  which  were 
fixed  by  law,  would  it  not? 

Mr.  Plumb.  No,  Senator;  that  is  the  one  assumption  that  can  not 
be  conceded.  The  rate  regulates  the  return,  but  it  has  nothing  to  do 
with  value.  Value,  or  investment,  or  whatever  may  be  the  basis 
for  fixing  the  rate,  will  affect  the  rate,  but  the'  rate  can  not  affect  the 
base. 

Senator  Poindexter.  Suppose  there  was  a  law  fixing  rates  that 
yielded  6  per  cent  return  on  the  investment,  and  the  courts  had  to 
determine  the  value  of  the  investment,  could  they  escape  taking  into 
consideration  the  rate? 

Mr.  Plumb.  They  must  take  into  consideration  the  rate  to  see 
whether  or  not  it  does  permit  a  6  per  cent  return  on  the  investment, 
but  they  can  not  take  the  rate  into  consideration  to  determine  what 
the  investment  is. 

Senator  Poindexter.  That  is  an  entirely  different  question,  the 
amount  of  the  investment,  but  the  value  of  the  property 

Mr.  Plumb.  Now,  the  value  of  the  property,  if  that  is  a  product 
of  investment,  multiplied  by  rate  produces  value. 

Senator  Poindexter.  Consequently,  they  would  have  to  take  into 
consideration  the  rates? 

Mr.  Plumb.  No;  because  the  rate  is  subject  to  legislative  control, 
and  any  value  which  is  reflected  or  produced  by  a  given  rate  does  not 
become  a  vested  interest.  It  is  an  mterest  which  they  are  permitted 
to  enjoy  so  long  as  that  regulation  exists,  but  it  can  not  be  a  limita- 
tion on  the  power  to  regulate  or  be  made  the  basis  of  future  regu- 
lation. 

Senator  Poindexter.  It  seems  to  me  your  argument  rather  demon- 
strates what  you  said  a  moment  ago  as  jto  the  power  of  the  legislature 
to  fix  a  return  to  these  properties  during  governmental  control  not- 
withstanding the  fact  that  they  have  a  right  to  go  into  the  courts  to 
have  he  value  of  the  property  ascertained. 
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Mr.  Plumb.  If  we  recognized  the  right  as  a  vested  property  right 
to  continue  for  1  year,  or  2  years,  or  10  years,  or  forever,  to  enjoy 
(he  revenues  which  existing  rates  produced,  then  there  might  be  the 
basis  for  your  suggestion,  but  if  we  take  the  position  that  the  rates 
now  charged  are  subject  to  legislative  control  and  that  they  can  at 
all  times  be  fixed  so  as  to  produce  a  reasonable  return,  then  there  is 
no  vested  property  right  in  present  revenues,  if  they  be  excessive, 
and  the  investment  basis  can  not  be  determined  on  the  rate  of  return 
which  th  exercise  of  their  privilege  produces  when  applied  to  invest- 
ment. 

Senator  CuM3f  ins.  Is  this  what  you  mean  ?  T&ke  a  given  railroad 
in  the  year  of  its  operation.  The  rate  that  it  enjoys  enables  it  to  pay 
10  per  cent  on  its  investment,  or  any  other  value  which  may  be  at- 
tached to  it.  It  is  about  to  sell  its  railroad,  and  the  question  is: 
What  is  it  worth  ?  And  just  at  that  time  the  Government  changes  the 
rate  and  reduces  it  so  that  it  will  only  pay  5  per  cent  on  the  invest- 
ment. Do  you  mean  that  the  value  of  that  property  would  be  very 
materially  affected  bv  the  change  in  the  rate  which  the  Government 
had  a  right  to  makef 

Mr.  Plumb.  It  undoubtedly  would  be  because  in  the  sale  of  one 
railroad  corporation  to  another,  that  is  merely  a  transfer  of  the 
private  interest  which  the  Government  has  granted  the  first  corpora- 
tion to  a  second  corporation,  and  any  agreement  which  may  be  made 
within  those  two  private  parties  as  to  the  value  of  the  private  interest 
can  not  at  any  time  restrict  or  limit  the  power  of  regulation  which 
the  Government  reserved  when  it  made  its  grant  to  this  corporation. 

Senator  Gore.  Can  you  suggest  some  court  decisions  which  sustain 
the  decision  you  make? 

Mr.  Plumb.  You  mean  in  rate  making? 

Senator  Gore.  Yes;  in  reference  to  rates  on  properties  dedicated 
to  public  use  when  taken  over  by  the  Government  and  operated  by 
the  Government,  private  property  taken  for  public  use? 

Mr.  Plumb.  I  do  not  know  of  any  cases  where  property  has  been 
taken  over  by  the  Government  for  public  use  which  involve  the  rate- 
making  power.  There  are  many  cases  where  the  Government  has 
condemned  private  property  for  public  use,  but  that  is  not  a  situation 
which  could  arise  if  the  Government  were  taking  over  railroads, 
because  railroads  are  now  devoted  to  a  public  use,  and  that  public 
use  could  be  no  greater  when  the  Government  reassumed  the  function 
of  operating  and  owning  these  railroads  than  it  is  under  private 
ownership  and  operation.  The  only  thing  that  the  Government 
would  acquire  or  could  take  back  would  be  the  private  interest  which 
it  had  granted  to  these  corporations  in  property  devoted  to  a  public 
function. 

Senator  Gore.  Then  the  question  would  be  as  to  whether  or  not  the 
compensation  fixed  by  the  Government  was  confiscatory,  would  it 

not? 

Mr.  Plumb.  And  that  would  be  a  judicial  question  which  must  be 
subject  to  judicial  review,  and  I  have  so  provided  in  the  amendment 
which  I  suggest. 

That  brings  me  back  to  the  point  that  I  said  I  wanted  to  com- 
ment on. 

Senator  Cummins.  Take  a  separate  case.  We  have  fixed  the  price 
of  wheat  for  the  present  year  at  $2  a  bushel,  substantially,  reserving, 
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of  course,  the  right  to  fix  it  for  any  other  year  at  any  price  we  may 
think  it  ought  to  bear.  If  a  wheat,  fanner  was  selling  his  farm  it 
could  hardly  be  assumed  that  the  value  of  the  farm  could  be  deter- 
mined by  wheat  at  $2  a  bushel. 

Mr.  Plumb.  Not  unless  the  purchaser  was  very  credulous. 

The  Chairman.  Mr.  Plumb,  I  want  to  get  this  clear  in  my  mind. 
Your  contention  is  that  under  the  power  of  the  Government  the  rail- 
road is  entitled  to  a  reasonable  return  in  serving  the  public  upon  the 
legitimate  capital  investment  for  the  construction  of  the  vehicle  of 
that  service.  Now,  if  upon  the  investigation  provided  in  your 
amendment  the  total  investment  is  such  as  to  show  that  the  return 
received  is  not  reasonable,  it  is  too  large,  that  there  is  no  vested  right 
in  the  company  to  that  return  under  the  term  "a  reasonable  re- 
turn " 

Mr.  Plumb.  None  whatever. 

The  Chairman.  And  therefore  the  fixing  of  a  reasonable  return 
upon  the  capital  thus  ascertained  would  be  a  legislative  function  un- 
der the  very  terms  of  the  charter? 

Mr.  Plumb.  Certainly.  That  is  the  right  which  was  preserved 
when  the  grant  was  made,  and  is  a  restriction  under  which  all  prop- 
erty has  been  acquired  and  all  interests  exercised. 

The  Chairman.  I  want  one  step  further.  Therefore  the  value  of 
the  property  of  the  carrier  is  not  affected  legitimately — I  will  use  the 
term,  "  legitimately  affected  " — by  the  ascertainment  of  what  would 
be  a  reasonable  return  when  the  return  that  has  been  given  hereto- 
fore was  bound  to  be  unreasonable? 

Mr.  Plumb.  No. 

Senator  Kellogg.  Under  your  first  section  here,  do  I  understand 
you  to  claim  that  Congress  can  absolutely  fix  the  rate  of  income  on  a 
railroad  investment? 

Mr.  Plumb.  So  long  as  in  fixing  that  rate  it  allows  a  reasonable 
return.  Whether  or  not  the  action  of  Congress  is  justifiable  is  a 
judicial  question. 

Senator  Kellogg.  Very  well.  Then  the  amount  of  that  rate  of 
interest  is  a  judicial  question  and  not  a  legislative  one? 

Mr.  Plumb.  Yes. 

Senator  Kellogg.  So  that  we  can  not  fix  that  indefinitely  our- 
selves? 

Mr.  Plumb.  You  can  fix  it  always  as  you  do  in  rate  making  but 
subject  to  the  judicial  review. 

Senator  Kellogg.  Then  I  understand  that.  Now,  your  plan  is  to 
give  the  railroads  this  guaranty  as  a  temporary  war  expedient,  sub- 
ject to  review  by  the  courts? 

Mr.  Plumb.  Yes,  sir. 

Senator  Kellogg.  And  they  must  file  their  petitions  before  July  1, 
1918,  as  soon  as  the  total  amount  of  money  upon  which  such  corpora- 
tion  is  entitled  to  receive  such  return  under  the  provisions  of  its 
charter  are  to  be  determined  ? 

Mr.  Plumb.  Yes,  sir. 

Senator  Kellogg.  What  are  the  elements  which  the  commission 
would  take  under  consideration  in  fixing  the  amount  of  the  invest* 
ment? 

Mr.  Plumb.  Well,  I  would  presume  that  the  commission,  having 
power  under  this  bill  to  prescribe  the  form  of  the  petition  and  the 
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procedure,  would  ask  the  petitioner  to  set  out  in  its  petition  all  of 
its  claim  as  to  value,  and  then  it  must  assert  the  legislative  grant 
upon  which  that  claim  is  based.  The  commission  would  then  pass 
upon  the  evidence  tending  to  support  the  amount  of  value  which 
was  ascribed  to  that  claim,  and  would  determine  whether  or  not  the 
legislative  grant  asserted  as  the  basis  of  the  claim  included  any 
property  right  that  could  be  so  valued. 

Senator  Kellogg.  Now,  here  is  a  railroad,  we  will  say,  that  was 
authorized  to  build  a  road  between  various  States,  to  acquire  prop- 
erty, to  operate  the  road,  and  it  comes  before  the  commission  and 
claims  its  property  is  worth,  and  the  investment  is,  $1,000,000. 

Mr.  Plumb.  Yes. 

Senator  Kellogg.  What  elements  are  the  commission  to  take  into 
consideration  in  determining  what  the  value  of  that  is?  Is  it  to  take 
the  value  of  the  physical  property,  the  investment,  or  what  it  will 
earn,  or  what? 

Mr.  Plumb.  Now,  Senator,  I  am  just  coming  to  a  discussion  of  the 
universal  charter  provision.  Of  course,  charters  vary  greatly  and 
vary  between  different  States,  but  there  are  certain  general* prin- 
ciples which  are  common  to  all  charters  in  all  States,  and  I  think 
that  when  I  have  an  opportunity  to  discuss  those  general  prin- 
ciples, I  can  show  you  that  investment,  actual  money  devoted  to  the 
service  of  the  public,  is  the  only  thing  that  can  be  taken  into  consid- 
eration in  fixing  the  carriers'  interest  in  the  property.  If  there  be 
exceptions  to  that  general  rule,  they  must  be  based  on  exceptional 
grants,  and  if  there  be  such  grant,  there  is  no  legislative  action 
that  can  deprive  the  owner  of  such  a  grant  of  that  property  interest. 
It  must  be  taken  into  account  in  determining  what  that  particular 
corporation  is  entitled  to  receive  as  compensation  for  its  property. 

Senator  Underwood.  Let  me  ask  you  this  question  right  there. 
I  concede,  when  you  come  down  to  property  values,  that  a  rate,  for 
instance,  would  not  be  confiscatory  if  it  granted  a  reasonable  return 
on  actual  value.    I  think  that  is  the  position  you  take. 

Mr.  Plumb.  What  do  you  mean  by  actual  value?  Investment 
or  market  value? 

Senator  Underwood.  Well,  for  the  purpose  of  my  question  it 
would  not  make  any  material  difference.  What  I  was  coming  to  was 
this.  Of  course,  it  might  from  one  angle  be  actual  value,  present- 
day  value,  from  another  angle  it  might  be  investment  value,  but 
you  seem  to  limit  in  your  statement  the  question  of  whether  a  rate 
is  confiscatory,  and  under  this  amendment  of  yours  it  seems  to  me 
that  you  intend  that  we  fix  a  rate  on  which  the  basis  of  value  should 
be,  that  it  must  not  be  confiscatory. 

Mr.  Plumb.  That  is  open  to  judicial  construction  just  as  the  estab- 
lishment of  the  rate. 

Senator  Underwood.  Still  if  we  do  fix  a  confiscatory  rate,  you  con- 
cede the  courts  would  reverse  our  finding? 

Mr.  Plumb.  Oh,  certainly. 

Senator  Underwood.  But  if  it  is  not  confiscatory,  but  in  that 
domain  in  which  the  mind  of  Congress  can  operate,  and  the  courts 
would  sustain  it? 

Mr.  Plumb.  Certainly. 
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Senator  Underwood.  That  comes  down  to  the  value  of  prupvru. 
but  there  may  be  other  values  embraced,  and  this  is  what  I  want  u> 
ask  you.  In  some  of  these  charters  there  may  be  charter  rights  that 
are  of  value,  vested  rights,  in  some  of  them  they  may  not  be  vested. 
Is  this  amendment  of  yours  broad  enough  to  include  within  the 
domain  of  the  court  the  determination  of  the  value  of  vested  rights 
if  they  are  vested? 

Mr.  Plumb.  It  was  my  intention  and  it  was  my  understanding 
that  when  we  find  the  total  amount  of  money  upon  which  the  cor- 
poration is  entitled  to  earn  a  return  under  its  charter,  that  includes 
every  provision  in  that  charter  which  is  susceptible  of  proof  as 
having  value. 

Senator  Underwood.  Do  you  think  this  amendment  is  broad 
enough  to  cover  that? 

Mr.  Plumb.  It  is,  in  ray  opinion,  and  any  legislation  which  is  not 
broad  enough  to  cover  that,  that  the  application  of  a  corporation 
whose  charter  was  broader  than  the  legislature  permitted  would  be 
held  unconstitutional. 

Senator  Underwood.  That  is  my  view  of  it.  That  is  the  reason  I 
asked  you  the  ouestion. 

Mr.  Plumb.  This  proposed  amendment  does  not  purport  to  confer 
any  rights  upon  the  carriers  in  excess  of  those  already  expressly 
conferred  by  law,  neither  does  it  purport  to  deprive  them  of  any 
right,  interest,  or  privilege  which  has  already  vested  under  the 
law,  but  permits  each  and  every  carrier  to  assert  before  the  tribunal 
provided  for  that  purpose  all  of  its  rights,  privileges,  and  fran- 
chises which  it  claims,  and  the  value  thereof,  which  can  be  sustained 
by  competent  evidence.  This  amendment  preserves  to  every  carrier 
all  values  of  property,  interests  in  property,  rights,  or  privileges 
which  have  been  conferred  upon  it  by  its  charter  or  the  laws  under 
which  it  operates,  and  therefore  is  in  full  accord  with  the  Constitu- 
tion. If  this  proposed  amendment  should  cause  any  embarrassment 
whatsoever  to  the  carriers,  such  embarrassment  would  arise  only 
because  the  carriers  might  be  unable  to  point  to  the  grant  that  would 
sustain  their  extraordinary  claims  to  all  elements  of  value  which 
appertain  to  their  properties,  and  failing  to  find  a  grant  to  sustain 
their  claim,  it  might,  and  undoubtedly  would,  be  held  that  although 
the  values  existed  as  proven  by  the  evidence  submitted,  still,  lacking 
a  grant  to  convert  such  values  into  private  interest,  it  must  follow 
that  the  values  so  proven  and  not  granted  were  inherent  in  the  public 
interest  which  had  been  retained  in  these  public  highways. 

If  this  proposed  amendment  should  meet  with  your  approval  and 
it  should  be  written  into  the  legislation  to  be  enacted  by  Congress. 
then  the  extent  of  the  corporate  interest  in  every  system  of  trans- 
portation taken  over  by  the  Government  must  be  determined  and 
defined  by  the  terms  of  the  charter  under  which  that  property  is  now 
held  and  operated. 

Of  course,  the  term  "  charter  "  includes  not  only  the  certificate  of 
incorporation,  if  the  corporation  be  organized  under  general  laws, 
and  the  act  of  incorporation,  if  it  be  organized  under  a  special  grant 
of  the  legislature,  but  also  all  laws  relating  to  the  ownership  of  sail 
property  and  the  exercise  of  the  privileges  conferred,  including  all 
limitations  imposed  by  the  constitution  under  which  the  corporation 
is  created  or  exercises  its  functions. 
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With  but  two  or  three  exceptions,  all  corporations  now  operating 
railroads  are  created  under  State  charters,  and  the  limitations  im- 

gosed  upon  the  extent  of  the  privileges  granted  are  to  be  found  in 
tate  constitutions  and  State  enactments. 

It  will  immediately  occur  to  you  that  these  charters  will  not  be 
uniform ;  that  special  charters  will  contain  provisions  different  from 
those  imposed  by  general  laws;  and  that  the  laws  of  the  various 
States  differ  one  from  the  other;  that  some  States  have  granted  ex- 
tremely liberal  charters,  others  have  made  very  limited  grants.  This 
is  undoubtedly  true,  but  it  is  also  true  that  a  company  given  broad 
powers  by  the  State  which  created  it  is  just  as  much  bound  by  the 
limitations  of  another  State  within  which  it  operates  as  would  be 
the  creature  of  that  other  State,  and  that  a  corporation  which  was 
given  its  existence  by  a  State  imposing  strict  limitations  carries 
those  limitations  with  it  wherever  it  goes  for  the  exercise  of  the 
functions  conferred  upon  it.  For  instance,  a  railroad  corporation 
turned  loose  by  the  State  of  New  Jersey  unaer  the  old  regime,  with 
the  broadest  possible  powers  conferred  by  its  charter,  when  it  enters 
the  State  of  Illinois  and  there  operates  a  railroad  subjects  itself  to 
all  of  the  limitations  imposed  upon  railroad  corporations  by  the 
State  of  Illinois  through  its  constitution  and  statutes.  A  corpora- 
tion like  the  Southern  Pacific,  created  under  the  strict  limitations  of 
the  Kentucky  constitution  and  carrying  on  its  business  wholly  with- 
out the  State  of  Kentucky,  carries  those  limitations  with  it  wherever 
it  goes  and  can  not  exercise  in  a  State  which  grants  greater  freedom 
to  its  corporations  any  powers  which  the  State  of  Kentucky  has 
denied  to  it  when  it  was  created. 

Quite  naturally  you  will  ask,  "  What  has  the  Federal  Government 
to  do  with  these  State  corporations  and  State-imposed  limitations? " 
The  answer  is  perfectly  obvious.  Originally  all  sovereign  power 
resided  in  the  States  as  separate  Commonwealths.  By  the  adoption 
of  the  Federal  Constitution  these  separate  Commonwealths  conferred 
upon  the  Federal  Government  all  of  their  sovereign  power  relating 
to  the  interstate  commerce  and  the  establishment  of  post  roads. 
Under  the  delegation  of  the  States'  sovereign  powers  the  Federal 
Government  undoubtedly  could  have  required  corporations  engaged 
in  interstate  commerce  to  be  organized  under  a  Federal  incorporation 
act,  but  up  to  the  present  time  the  Federal  Government  has  not  so 
exercised  this  sovereign  power,  but  has  permitted  corporations  or- 
ganized under  State  governments  to  occupy  the  entire  field  of  inter- 
state transportation.  The  limitations  which  the  State  has  imposed 
upon  railroad  corporations  have  been  imposed  for  the  benefit  of  the 
inhabitants  of  that  State  and  the  public  generally,  wherever  that 
corporation  transacted  its  business.  In  the  Federal  regulation  of 
these  creatures  of  the  various  States  the  United  States  Government 
is  authorized  by  the  State  to  exert  all  of  the  State's  power  oyer  such 
corporations.  This  includes  the  power  of  the  States  to  insist  upon 
the  full  observance  of  the  limitations  which  they  have  imposed  upon 
railroad  corporations.  The  Federal  Government  undoubtedly  might 
have  conferred  upon  interstate  carriers  broader  powers  than  those 
conferred  by  the  States,  but  it  has  not  done  so.  Federal  legislation 
has  been  restrictive  and  in  many  instances  has  imposed  upon  inter- 
state carriers  burdens  and  obligations  in  excess  of  those  imposed  by 
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their  State  charters,  but  in  no  instance  has  the  Federal  Government 
by  legislative  enactment  attempted  to  grant  to  such  corporations 
any  powers  in  excess  of  those  conferred  by  their  charters.  The  Fed- 
eral Government  therefore  stands  in  the  same  position  in  its  relation 
to  these  corporations  that  the  States  would  stand  in  had  they  not 
delegated  their  sovereign  power  over  interstate  commerce  to  the 
Federal  Government. 

The  Federal  Government  has  full  power  to  enforce  all  charter 
limitations  imposed  by  the  States  upon  railroad  corporations,  and  in 
so  far  as  the  Federal  Government  fails  to  regard  these  limitations  ii 
must  fail  in  protecting  the  public  interest  by  the  proper  exercise  of 
the  sovereign  power  which  the  States  have  delegated  to  it  in  the 
matter  of  interstate  carriers.  The  Federal  Constitution  dots  not 
confer  any  rights  upon  such  corporations  whatsoever,  but  merely 
guarantees  the  protection  of  rights  which  the  various  States  have 
conferred  upon  these  corporations,  and  obviously  the  Federal  Con- 
stitution just  as  much  guarantees  the  protection  of  the  public  rights 
which  the  States  have  retained  in  the  public  highways  in  which  they 
have  granted  private  interests. 

Although  there  is  a  wide  variation  existing  between  charters 
granted  under  special  acts  and  those  granted  under  the  general 
incorporation  laws  of  the  various  States,  still  there  are  some  general 
principles  which  are  common  to  all  charters  and  which  must  obtain 
unless  there  be  a  special  exception  made  in  special  charters  granted 
in  a  few  individual  cases. 

I  wish  to  call  your  attention  to  some  common-law,  constitutional 
and  statutory,  limitations  upon  the  right  or  privilege  of  issuing 
stocks  and  bonds. 

Corporations,  being  created  by  statutes,  do  not  derive  any  interest- 
in  property  from  the  common  law;  such  interests  must  be  based 
solely  on  legislative  grants.  The  common  law,  however,  has  inipo^l 
many  limitations  upon  the  powers  of  corporations,  limitations  which 
the  experience  of  mankind  under  the  English  system  of  Government 
has  found  necessary  to  preserve  public  rights  against  the  encroach- 
ment of  granted  privilege.  Among  these  limitations  so  imposed  by 
the  common  law  is  the  principle  recognized  by  all  writers  on  the 
common  law  and  clearly  stated  by  the  Supreme  Court  of  Alabama  in 
Commercial  Fire  Insurance  Company  i\  Board  (99  Ala.,  1,  p.  4) : 

(Vnital  stock  is  the  sum  fixed  by  the  corporate  charter  as  the  amount  paid  in, 
or  to  be  paid  in,  by  the  stockholders  for  the  prosecution  of  the  business  of  the 
corporation  and  for  the  benefit  of  corporate  creditors.  The  capital  stock  is  to  be 
clearly  distinguished  from  the  amount  of  property  possessed  by  the  corpora- 
tion.    *     *     * 

At  common  law  the  capital  stock  does  not  vary  but  remains  fixed,  although 
the  .'Htunl  property  of  the  corporation  may  fluctuate  widely  in  value  and  may 
be  diminished  by  losses  or  increased  gains  *  *  *  [p.  7].  When  we 
speak  of  capital  stock  of  r  corporation  we  are  understood  to  refer  to  the  sum 
subscribed  in  its  organization.  When  we  speak  of  stock  we  mean  the  certifi- 
cates issued  by  the  corporation  to  the  shareholders,  which  certificates,  like 
titles  to  property,  furnish  the  evidence  of  ownership  of  the  shares  of  stock- 
Capital  stock  is  the  aggregate  of  money  or  other  valuable  things  contributed 
or  paid  into  the  common  treasury  as  condition  of  the  exercise  of  corporate  func- 
tions and  a  security  for  their  faithful  and  prudent  exercise.  It  Is  the  property 
of  the  corporation,  charged  with  a  trust,  it  is  true,  but,  nevertheless,  in  Its 
possession  and  control. 
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This  common-law  requirement  that  the  amount  invested  in  the 
exercise  of  the  corporate  franchise  should  be  the  exact  "equivalent  of 
the  par  value  of  the  corporate  securities  issued  was,  in  the  early  years 
of  lailroad  history,  modified  to  some  extent  by  the  different  State 
legirlatures.  The  abuser  resulting  from  the  legislative  privileges  so 
granted  became  so  scandalous  that,  beginning  with  Illinois  in  1870, 
the  people  of  the  various  States,  through  their  constitutions,  restored 
this  old  common-law  limitation  to  its  former  vigor  and  effect  and  at 
the  same  time  deprived  the  legislature  of  any  power  in  the  future  to 
in  any  way  abate  this  requirement. 

Railroad  history  began  about  the  year  1830.  This  common-law 
limitation  upon  the  privilege  of  issuing  stocks  and  bonds  was  then 
fully  recognized. 

Railroad  builders,  recognizing  this  limitation  and  faced  with  the 
difficulty  of  financing  their  promotions  if  held  to  this  strict  letter  of 
the  Jaw,  began  to  include  in  the  charters,  which  at  that  time  Were 
directly  granted  by  legislative  enactment,  provisions  authorizing 
them  to  issue  their  stocks  and  bonds  for  a  consideration  less  than  par. 
In  many  instances  the?*e  charters  specifically  provided  that  such  se- 
curities might  be  issued  for  any  price  the  directors  saw  fit  to  accept, 
nnd  that  when  so  issued  they  should  have  the  same  validity  as  though 
issued  at  par.  The  legislative  authority  so  conferred  upon  these  cor- 
porations was  in  abrogation  of  the  common  law  and  undoubtedly 
made  legal  the  issuance  of  what  would  otherwise  have  been  fictitious 
securities. 

At  the  close  of  the  Civil  War,  although  we  were  then  in  the  early 
stages  of  railroad  development,  there  had  been  many  scandalous 
emissions  of  watered  securities  which  called  forth  a  tremendous  pop- 
ular protest.  At  that  time  the  railroads  claimed  that  they  had  a 
right  to  earn  a  reasonable  return  upon  the  par  value  of  the  securi- 
ties so  issued.  Many  of  the  States  faced  this  problem  in  the  consti- 
tutional conventions  called  to  frame  new  constitutions.  Illinois, 
in  1870,  adopted  its  present  constitution,  in  which  it  embodied  the 
following  provision : 

No  railroad  corporation  shall  issue  its  stock  or  bonds  except  for  money. 
lat)or,  or  property  actually  received  and  applied  to  the  purposes  for  which  such 
corporation  was  created.  Any  stock,  dividend,  or  other  fictitious  increase  of 
capital  stock  or  indebtedness  shall  be  void. 

That  has  been  in  the  constitution  of  the  State  of  Illinois  since  1870. 
It  was  never  invoked  to  protect  the  public  interests  until  four  years 
ago.    I  will  come  to  that  decision  a  moment  later. 

The  right  asserted  by  the  railroads  at  that  time  was  that  they  had 
conferred  upon  them  by  their  charters  the  right  or  privilege  of 
charging  such  toll  as  would  afford  them  a  reasonable  return  upon  the 
par  value  of  the  securities  which  they  had  issued.  In  the  constitu- 
tional debates  this  assertion  of  right  was  met  by  the  declaration  that 
in  order  to  prevent  unjust  taxation  the  people  would  provide  in  their 
constitution  that  the  issuance  of  securities  must  exactly  correspond 
with  the  actual  investment  made,  in  order  that  the  returns  received 
by  the  holders  of  such  securities  might  be  accurately  known  to  the 
public  in  order  that  the  power  of  regulation  might  be  intelligently 
exercised.  At  that  time  no  railroad  company  had  ever  asserted  that 
it  was  entitled  to  receive  a  return  upon  the  value  of  its  property. 
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In  the  Illinois  constitutional  debates,  Judge  Elliott  Anthony,  1l 
discussing  the  proposed  adoption  of  the  provision  limiting  the  issu- 
ance of  securities,  said : 

I  wish  to  explain  for  a  moment  where  the  evils  corae  into  the  community  r  - 
the  increase  of  the  capital  stock.    The  managers  care  nothing  about  the  put*' 
but  in  order  to  keep  up  the  stock  they  raise  the  rates  of  freight  in  order  - 
declare  dividends  upon  the  watered  stock.     It  Is  a  fact  well  known  that  tb- 
moment  these  managers,  who  care  nothing  for  the  public,  get  control  of  fi 
railroad  and  its  earnings  they  use  them  for  the  purpose  of  making  money  ti 
stock  manipulating.    Rates  are  increased  largely,  by  which  they  seek  to  mac- 
their  watered  stock  pay  dividends  and  keep  it  up  in  the  market,  and  the  in]  *.—■ 
to  the  public  is  very  great. 

Shortly  thereafter,  Pennsylvania  incorporated  a  like  provision  :l 
its  new  constitution,  and  Mr.  Howard,  in  addressing  the  convention 
in  the  debates  on  this  provision,  said : 

But  hereafter  it  should  be  known  that  the  stock  will  not  be  allowed  to  1- 
increased  without  limit.  We  should  know  that  the  stock  is  to  be  used  f*»r  t 
legitimate  and  a  valuable  purpose;  that  it  is  to  build  railroads;  that  the  ix*u- 
of  stock  is  necessary  to  build  them ;  and  that  it  is  not  the  intention  to  water  tb- 
stock  or  increase  it  unnecessarily.  After  this  stock  Is  increased  it  must  be  nu«'« 
to  earn  dividends,  it  must  make  its  proper  interest,  and  the  people  of  the  <Vn» 
mon wealth  must  be  taxed  in  the  price  of  transportation  for  the  purpose  «»f 
raising  money  to  pay  dividends  on  that  stock,  and  therefore  It  is  the  rlsfei  •' 
the  people  to  know  that  those  issues  of  stock  are  necessary  and  that  the  pro- 
ceeds are  to  be  used  for  legitimate  and  proper  improvements. 

In  the  Kentucky  Constitutional  Debates,  in  discussing  a  like  en- 
vision, Mr.  Clardy  said : 

Now,  It  is  a  fact  that  a  great  many  corporations  in  this  S'ute  and  eU^pw^l*^► 
would  show  a  much  larger  dividend,  and  the  people  would  be  able  to  «•*•  ?• 
what  extent  they  had  been  imposed  upon  by  these  corporations,  if  It  wa>  v*  ' 
for  the  fact  that  the  stock  represents  something  which  doe*  not  really  e\i»» 
and  this  we  seek  to  avoid  in  this  fifth  section. 

Time  will  not  permit  me  to  go  further  into  this  phase  of  tlw 
historical  development  of  constitutional  provisions.  Enough  ha> 
been  shown  to  demonstrate  that  the  people,  in  the  adoption  of  the*** 
provisions,  clearly  intended  to  compel  railroad  companies  to  make 
the  par  value  of  the  securities  issued  by  them  coincide  with  tin* 
amount  of  investment  made  by  the  subscribers  to  such  securities 
and  that  the  corporation's  right  or  power  to  tax  the  people  by  the 
imposition  of  tolls  and  charges  should  be  strictly  limited  to  sucU 
©xercise  of  that  power  of  delegated  taxation  as  would  procure  a 
reasonable  return  upon  the  investment  which  the  subscribers  to  sikIj 
securities  had  made  in  the  corporation. 

This  constitutional  provision  has  been  embodied  in  nearly  even 
,iew  State  constitution  adopted  since  1870,  with  the  exception  of  thr 
States  of  New  York  and  Ohio,  and  in  Ohio  similar  provisions  *n» 
embodied  in  that  portion  of  the  constitution  authorizing  the  creation 
of  the  State  utilities  commission. 

In  many  other  States  in  which  no  new  constitutions  have  $in«v 
been  adopted,  like  limitations  have  been  established  by  legislative 
enactment.  The  effect  of  this  constitutional  provision  was  to  restore 
to  full  force  and  vigor  the  former  common-law  limitation  impost 
upon  all  corporations,  and  it  had  the  further  effect  in  the  varum- 
States  which  had  adopted  this  provision  of  depriving  the  lesislauin- 
of  any  power  thereafter  to  remove  the  limitation  so  imposed. 
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■ 

The  Supreme  Court  of  Illinois,  in  the  case  of  People  v.  Union  Con- 
solidated Elevated  Railway  Co.  (263  111.),  held  that  by  this  provision 
of  the  constitution — 

The  State  retains  the  right  to  regulate  rates  charged  by  railroads,  but  it  has 
not  the  power  to  fix  tolls  or  charges  at  so  low  a  rate  as  to  destroy  the  invest- 
ment or  deprive  the  company  of  its  right  to  a  reasonable  return  on  the  in- 
vestment. 

That  was  a  quo  warranto  proceeding  brought  by  the  State  against 
the  elevated  railroad  company,  based  on  this  contention,  that  they 
had  issued  securities,  capital  stock,  and  bonds  to  a  total  amount  of 
about  $110,000,000;  that  the  investment  actually  made  was  some- 
thing less  than  $50,000,000;  and  that,  by  the  exercise  of  this  power 
of  issuing  securities  in  excess  of  investment,  they  had  violated  the 
terms  of  the  charter,  and  were  therefore  subject  to  having  the  charter 
forfeited. 

I  had  the  honor  to  represent  the  State  in  that  proceeding. 

The  court  in  that  case  said : 

The  State  retains  the  right  to  regulate  rates  charged  by  railroads,  but  it  has 
not  the  power  to  fix  tolls  or  charges  at  so  low  a  rate  as  to  destroy  the  invest- 
ment or  deprive  the  company  of  its  right  to  a  reasonable  return  on  the  in- 
vestment. 

Senator  Gore.  What  is  the  stvle  of  that  case? 

Mr.  Plumb.  That  was  the  case  of  People  v.  The  Union  Consoli- 
dated Elevated  Railway  Co.  (263  111.).  There  was  a  second  decision 
in  265  Illinois,  where  the  question  of  laches  was  raised  and  disposed 
of  in  favor  of  the  State. 

This  constitutional  declaration  now  exists  in  some  26  States,  and  in 
many  of  the  States  the  same  provision  is  preserved  by  legislative  en- 
actment. 

No  matter  what  statutes  may  have  been  enacted  by  the  legislatures 
of  the  various  States  having  such  constitutional  provisions,  no  grant 
could  be  made  to  the  corporations  which  would  impair  or  remove  the 
limitations  so  imposed  bv  the  Constitution,  but  in  my  study  of  the 
statutes  I  have  been  unable  to  find  any  provision  which  purports  t/» 
lessen  this  constitutional  restriction. 

This  constitutional  declaration  that  issues  of  securities  of  a  par 
value  in  excess  of  the  investment  actually  made  and  applied  to  cor- 
porate purposes  should  be  void  now  prevails  in  some  26  States.  The 
common  law  prevails  in  all  States  except  Louisiana  and  some  code 
States,  but  in  Louisiana  the  constitution  prescribes  the  same  limita- 
tion and  in  many  of  the  code  States  like  provisions  have  been  sup- 
plied by  the  legislature.  In  many  States  that  have  not  adopted  new 
constitutions  since  1870  this  limitation,  as  construed  by  the  Supreme 
Court  of  Illinois,  was  to  preserve  in  the  State  a  right  to  regulate  the 
use  of  these  highways,  provided  that  in  such  regulation  the  State  did 
not  deprive  the  carrier  of  its  investment  or  a  fair  return  upon  the  in- 
vestment. 

The  full  extent  of  the  private  interest  which  the  legislature  has 
granted  to  carriers  in  public  highways,  under  such  a  limitation,  is 
measured  by  its  investment  devoted  to  the  public  service,  and  any 
regulation  of  the  use  of  the  highway  which  preserves  to  the  carrier 
the  integrity  of  its  investment  and  a  fair  return  upon  that  invest- 
ment secures  to  the  corporation  all  of  the  rights  which  are  guaranteed 
to  it  by  the  constitution. 
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Senator  Underwood.  What  do  yon  understand  by  the  word  -in- 
vestment " ;  do  you  understand  it  to  mean  the  money  actually  inveftwi 
or  the  value  of  the  property  ? 

Mr.  Plumb.  The  money  actually  invested  by  the  subscribers  in  in- 
securities. Now,  there  are  further  limitations  which  I  am  coining  t«\ 
I  eliminated  value.  I  am  coming  to  that  part  of  my  discussion  whi<\i 
I  think  shows  why  value  must  be  eliminated. 

Now,  as  bearing  on  the  question  of  what  constitutes  investment.  I 
must  refer  to  another  common  provision  in  all  charters,  and  that  :? 
the  provision  relating  to  maintenance. 

All  railroad  charters,  whether  granted  by  State  legislatures  under 
special  act  or  organized  under  general  law,  have  this  provision  \i 
common :  That  corporations  so  organized  are  authorized  to  acquire, 
construct,  maintain,  and  operate  a  railroad.  Some  States,  like  Mis- 
souri, have  added  to  this  general  authority  the  words  "for  publi? 
use." 

The  authority  so  conferred  to  acquire  and  construct  imposes  a 
corresponding  obligation  to  acquire  and  construct  the  particular  rail- 
road defined  in  the  charter.  For  a  failure  to  so  acquire  and  con- 
struct within  a  reasonable  time,  or  within  the  time  fixed  by  law.  the 
charter  would  be  forfeited.  The  franchise  or  operating  the  railroa«i 
carries  with  it  an  obligation  to  operate,  and  for  a  failure  to  operate 
the  charter  would  be  forfeited.  The  privilege  or  franchise  of  main- 
taining the  railroad  carries  with  it  a  like  obligation  to  so  maintain, 
and  a  failure  to  observe  this  obligation  would  undoubtedly  be  a 
cause  warranting  the  institution  of  quo  warranto  proceedings  bj 
the  State.  The  Supreme  Court  in  the  Knoxville  Water  case  has 
defined  the  obligation  to  maintain  as  being  an  obligation  to  pre- 
serve the  integrity  of  the  original  investment.  A  failure  to  observe 
this  charter  obligation  would  result  in  a  diminution  of  the  original 
investment  by  the  extent  to  which  the  corporation  had  failed  to 
preserve  the  integrity  of  such  investment.  The  Supreme  Court  ha- 
repeatedly  said  that  the  total  investment  could  not  be  the  basis  upon 
which  the  State  should  regulate  the  use  of  the  railroad,  because 
the  investment  might  have  been  dishonestly  expended,  or  imprudent  h 
made,  and  the  public  does  not  underwrite  sucn  losses. 

Senator  Poindexter.  Was  that  your  statement,  or  is  that  a  quota- 
tion? 

Mr.  Plumb.  No,  sir;  I  did  not  quote.    I  stated  the  principle. 

The  principle  is  that  is  shall  be  such  funds  as  are  actually  re- 
ceived and  applied  to  the  purpose  for  which  the  corporation  wa*« 
created.  If  money  has  been  dishonestly  diverted  from  that  purpose. 
it  has  not  been  applied  to  the  purpose;  if  money  was  imprudentlv 
expended  in  effecting  that  purpose,  it  was  expended  on  a  judgmerjt 
over  which  the  State  had  no  control,  and  consequently  not  in  lin* 
with  the  decision. 

It  is  onlv  so  much  of  the  actual  investment  made  as  has  beer, 
honestly  and  prudently  applied  to  the  purposes  for  which  the  ct 
poration  was  created  that  furnishes  the  basis  upon  which  the  Stat* 
shall  exercise  its  power  of  regulation.  I  define  "investment'*  ano 
mean  by  my  use  of  the  word  "investment"  to  include  only  such 
moneys,  or  moneys  worth  in  labor  or  property,  as  has  been  actual!; 
applied  to  the  purposes  for  which  the  corporation  was  created  an.? 
has  been  furnished  by  the  original  subscribers  to  the  capital  st***k 
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or  the  original  purchasers  of  bonds,  the  integrity  of  which  has  been 
preserved  by  proper  maintenance.  When  securities,  either  capital 
stock  or  bonds,  have  been  issued  by  the  corporation  and  are  then 
placed  upon  the  market,  all  subsequent  dealings  in  such  securities 
furnish  no  basis  whatever  for  determining  the  amount  of  money 
which  has  been  applied  to  the  purposes  for  which  the  corporation 
was  created.  Such  subsequent  dealings  are  purely  transactions  be- 
tween private  individuals,  and  the  consideration  paid  for  the  transfer 
of  the  security  is  a  consideration  between  individuals,  in  which  the 
State  has  no  interest.  Such  subsequent  transactions  in  no  wise  affect 
the  investment  which  has  been  devoted  to  the  purposes  for  which 
the  corporation  was  created,  and  in  no  wise  measure  the  amount  of 
money  which  has  been  devoted  to  the  public  service.  The  State, 
however,  is  a  party  to  the  original  issuance  of  such  securities,  and 
under  all  constitutions  such  as  that  of  Illinois,  the  State  has  de- 
clared that  any  fictitious  increase  in  capital  stock  or  indebtedness 
shall  be  void. 

So  far  as  this  provision  was  intended  to  protect  the  public  against 
a  fictitious  inflation  of  securities,  that  intent  can  not  be  defeated 
by  the  voluntary  agreement  between  the  corporation  and  private  indi- 
viduals that  they  will  disregard  this  constitutional  limitation.  So 
far  as  the  limitation  was  intended  to  protect  individuals  against  the 
purchase  and  sale  of  such  spurious  securities,  individuals  have  the 
power  to  waive  by  their  own  agreement  any  constitutional  or  statu- 
tory provision  intended  to  protect  them  against  the  wrongdoings 
of  others,  but  if  stockholders  agree  among  themselves  to  issue  and 
accept  securities  which  are  in  whole  or  in  part  fictitious  and  that 
ultra  vires  act  is  consummated,  neither  the  corporation  nor  the 
individuals  can  afterwards  be  heard  to  say  that  their  act  was  un- 
lawful and  the  securities  so  issued  were  void. 

You  are  all  familiar  with  the  constitutional  limitation  imposed 
upon  municipal  corporations,  limiting  the  amount  of  indebtedness 
whch  they  may  incur  and  declaring  that  anything  in  excess  of  the 
amount  so  limited  shall  be  void.  It  has  been  held  repeatedly  that 
that  provision  was  placed  there  to  protect  the  property  owners  and 
(he  public  against  excessive  taxation.  The  constitutional  debate 
disclosed  that  the  purpose  of  this  provision  inserted  in  the  Illinois 
constitution  was  identical.  It  was  to  protect  the  public  against 
excessive  taxation.  The  courts  have  never  hesitated  to  hold  a  munici- 
pal bond  void  if  issued  in  violation  of  that  constitutional  restriction. 
The  question  has  never  yet  arisen  at  the  instance  of  the  State  whether 
or  not  the  railroad  securities  so  issued  were  void ;  it  has  arisen  at 
the  instance  of  the  individual.  When  it  has  arisen,  it  has  usually 
passed  off  on  this  contention.  If  brought  by  a  stockholder  to  test 
the  validity  of  bonds  which  were  being  foreclosed,  it  was  found 
that  the  stockholder  or  his  predecessor  who  owned  the  stocks  had 
consented,  and  therefore  he  was  bound  by  his  consent  and  estopped 
from  raising  any  question.  If  brought  by  the  corporation  after  hav- 
ing issued  securities,  no  corporation  can  claim  that  its  act  is  invalid, 
because  the  act  was  ultra  vires  if  the  contract  has  been  consummated, 
and  the  corporation  is  estopped  to  raise  the  question.  Only  the 
State  can  raise  that  question  in  protection  of  public  rights,  and  no 
State  has  raised  it. 


1026       GOVERNMENT  CONTROL  AND  OPERATION   OF  BA1LBO 


In  that  Elevated  Case  those  stocks  had  been  outstanding,  as  it  is 
alleged,  some  16  or  18  years,  and  the  railroads  came  in  and  objected 
that  the  State,  by  its  laches,  was  now  estopped  to  proceed  in  the 
quo  warranto  proceedings;  that  no  State  official  had  ever  objected: 
that  the  corporations  had  made  reports  every  year  to  the  secretary 
of  state;  that  these  reports  were  on  file,  and  the  State  must  have 
known  that  these  violations  had  occurred  many  years  ago. 

The  Supreme  Court  said  "  No  " ;  that  public  rights  can  not  be 
lost  by  laches;  that  no  public  individual,  even  by  active  consent  in 
an  administrative  office,  can  deprive  the  public  of  the  inherent  rights 
which  are  reserved;  that  nothing — lapse  of  time,  official  omissions, 
or  even  official  acts  of  recognition — can-  deprive  the  public  of  the 
interests  which  are  inherent.  Otherwise,  all  the  property  of  the 
public  and  all  the  rights  of  the  public  might  very  quickly  be  trans- 
ferred to  private  holdings  and  we  would  see  the  end  of  the  Republic. 

In  so  far  as  their  action  affects  the  public  interests,  nothing  that 
they  do  can  prevent  the  State  from  asserting  the  invalidity  of  the 
securities  so  issued  or  give  to  the  holders  of  -Such  securities  any 
advantage  over  the  State  in  any  right  to  demand  a  greater  return 
than  they  would  have  had  had  the  securities  actually  corresponded 
with  the  investment  which  they  made  in  such  securities  at  the  time 
they  were  issued. 

Another  general  principle  that  is  common  to  all  characters  relates 
to  the  issuance  of  bonds.  Railroads  are  authorized  to  borrow  such 
sums  of  money  as  may  be  necessary  for  their  corporate  purposes  at 
such  rates  of  interest  as  the  directors  may  fix.  Of  course,  this  au- 
thority would  not  authorize  the  directors  to  disregard  any  usury 
laws  which  were  in  force  at  the  time  of  their  action,  so  this  must 
mean  that  they  are  authorized  to  fix  legal  rates  of  interest.  The 
corporation  is  authorized  to  mortgage  its  property  and  franchise 
to  secure  "  the  amount  so  borrowed."  There  is  no  authority  to  issue 
a  mortgage  to  secure  any  other  or  different  amount  than  the  exact 
amount  so  borrowed.  li  a  corporation  borrows  a  million  dollars  in 
actual  money,  which  is  devoted  to  its  corporate  purposes,  and  issues 
a  mortgage  to  secure  the  payment  of  bonds  for  a  million  and  a  half, 
it  has  exercised  a  power  which  its  charter  has  not  conferred  upon  it, 
and  in  so  far  as  the  exercise  of  that  ultra  vires  power  is  prejudicial 
to  the  interests  of  the  public  and  in  violation  of  the  limitation  which 
the  State  has  prescribed  the  public  interest  must  remain  wholly  un- 
affected. 

Suppose  a  municipal  corporation  were  to  borrow  a  million  dollars 
and  issue  bonds  for  a  million  and  a  half.  Is  it  conceivable  that  such 
an  issue  could  be  held  valid  as  against  the  taxpayers?  Where  au- 
thority is  given  to  borrow  money  and  issue  bonds  for  the  amount  so 
borrowed  and  to  secure  those  bonds  by  mortgage  on  the  property,  t 
it  conceivable  that  they  would  be  bound  by  a  mortgage  in  excess  of 
(he  amount  so  borrowed,  unless  there  be  explicit  authority  given  by 
the  public  to  so  bind  them  ?  ..." 

I  rind  no  charter  in  which  such  authority  is  given. 

Now,  I  come  to  the  question  of  the  title  to  property. 

The  provisions  in  all  charters  relating  to  the  interest  which  rail- 
ioad  corporations  may  acquire  in  the  property  held  by  them  are  iden- 
tical in  principle  though  different  in  phraseology.    The  most  coramor 
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provision  is  that  such  corporation  shall  have  power  to  acquire  all 
real  and  personal  property  necessary  for  its  corporate  purposes  and 
to  sell  the  same  when  no  longer  necessary  for  railroad  uses.  Rail- 
roads are  commonly  authorized  to  take  and  hold  such  voluntary 
grants  of  real  estate  and  other  property  as  may  be  necessary  for  their 
corporate  purposes  and  to  condemn  any  real  estate  necessary  for  such 
corporate  purposes  where  it  can  not  agree  with  the  owner  as  to  the 
compensation  to  be  paid.  It  must  be  remembered  that  in  all  States 
railroads  are  either  specifically  declared  by  the  constitution  to  be 
public  highways  or  are  so  held  by  judicial  decision;  that  the  cor- 
poration is  authorized  to  acquire  real  estate  only  for  the  purposes 
of  maintaining  and  operating  a  public  highway,  not  for  any  other 
or  different  purpose,  and  that  it  has  but  a  limited  power  of  dis- 
position over  the  property  which  it  so  acquires;  that  is.  the  power 
of  sale  can  be  exercised  only  when  the  use  to  which  the  property 
is  devoted  has  been  terminated.  Here  is  a  distinct  difference  between 
the  power  of  an  individual  over  land  which  he  owns  and  the  power 
which  the  State  has  conferred  upon  railroads  over  the  land  which  is 
acquired  for  railroad  purposes. 

The  individual  may  sell  when  he  pleases  for  such  price  as  he  may 
obtain  and  to  whoever  desires  to  purchase  and  may  place  the  land 
to  any  use  for  which  it  may  be  adapted.  Not  so  with  the  railroad. 
Its  charter  limits  the  use  oi  the  land  which  it  acquires  to  the  single 
purpose  of  being  used  as  a  public  highway,  and  it  can  be  put  to  no 
other  use  whatsoever  so  long  as  its  use  as  a  highway  exists ;  so  long 
as  that  use  is  in  existence  there  is  no  power  of  disposition  in  the 
owner  and  no  power  to  divert  the  land  to  any  other  use,  no  matter 
how  profitable  that  other  use  might  be,  and  this  is  necessarily  so. 
In  all  land  used  for  highway  purposes  in  the  ordinary  road  or  street 
in  rural  districts  the  title  is  owned  by  the  abutting  landowner,  but 
he  has  no  power  of  disposition  over  the  land  to  which  he  had  title, 
ect  to  the  use.  His  title  is  held  subject  to  the  public  use 
for  highway  purposes.  When  that  use  is  abandoned  his 
right  of  reversion  becomes  effective,  and  he  can  then,  after  the 
abandonment  of  the  use,  sell  or  transfer  the  land  and  the  right  of 
possession  thereof,  or  place  it  to  any  use  whatever  for  which  it  is 
adapted,  but  so  long  as  the  right  of  the  public  to  require  that  it 
^hall  be  used  exclusively  for  highway  purposes  exists  his  fee  is  a 
mere  inactive  right  of  reversion. 

As  a  fee  alone,  disassociated  from  any  franchise  right  of  operation, 
is  that  fee  of  any  value?  Does  the  owner  of  that  fee  in  land  con- 
demned have  a  valuable  right  other  than  the  right  of  reversion? 
Must  we  not  consider  the  property  held  in  railroad  highways  and 
the  property  held  in  streets  to  be  of  the  same  identical  nature*  so  far 
as  the  title  is  concerned,  differing  only  in  the  franchise  which  has 
been  granted  to  the  holder  of  that  property — the  right  to  operate 
the  highway  and  the  right  to  charge  tolls  to  protect  the  investment 
and  procure  a  return  ? 

Senator  Pomerene.  The  carriers  claim  that  they  are  entitled  to 
possess  as  their  private  property.  May  I  ask  whether  that  has  been 
judicially  determined  ? 

Mr.  Plumb.  It  has  been  raised  in  a  condemnation  case  decided 
by  the  Supreme  Court,  and  I  am  just  coming  to  that,  Senator.    The 
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carriers  claimed  that  fhey  are  entitled  to  possess  as  their  private 
property  the  value  of  the  land  which  they  have  devoted  to  highway 
purposes  for  railroad  uses  just  as  an  individual  owner  of  the  land 
encumbered  by  such  use  is  entitled  to  the  value  of  his  land. 

Let  us  see  if  this  claim  can  stand  analysis.  The  claim  is  made  a< 
to  all  lands  which  the  carrier  owns,  regardless  of  the  source  of  its 
title,  and  the  carriers  are  possessed  of  many  kinds  of  titles.  A  por- 
tion of  their  lands  they  occupy  by  reason  of  the  exercise  of  the 
State's  delegated  power  of  eminent  domain;  another  portion  they 
occupy  under  deeds  which  they  have  purchased,  but  which  convey  to 
them  merely  the  use  of  the  land  for  highway  purposes,  railroad 
purposes,  reserving  the  fee  subject  to  such  use  in  the  grantor.  Other 
lands  have  been  donated  to  them  for  railway  purposes;  other  lan<i> 
they  occupy  by  reason  of  a  public  grant  of  a  right  of  way ;  and  other 
lands  they  have  purchased  outright,  securing  from  the  donor  a  war- 
ranty deed  conveying  to  the  railroad  all  of  the  interest  which  he 
formerly  held. 

In  such  a  deed  the  title  is  complete  between  the  railroad  and  all 
other  claimants  to  the  property,  but  under  the  charter  of  the  cor- 
poration as  against  the  State  it  has  acquired  this  land  only  for 
highway  purposes,  and  by  the  purchase  of  the  land  under  that  power 
granted  to  it  it  has  dedicated  tnat  land  to  the  public  use  for  highway 
purposes,  and  by  its  purchase  of  the  land  the  public  immediately  be- 
comes possessed  of  a  perpetual  easement  to  have  that  land  so  pur- 
chased used  for  railroad  purposes. 

The  interest  which  the  public  holds  in  lands  purchased  by  warranty 
deed  is  the  same  identical  interest  which  the  public  holds  in  lands 
acquired  by  condemnation. 

You  have  a  system  of  highways;  here  and  there,  there  is  a  tract 
of  land  acquired  by  condemnation ;  adjoining  it  a  tract  acquired  by 
warranty  deed,  adjoining  that  a  right-of-way  deed,  adjoining  that 
the  use  of  a  street  granted  by  a  municipality,  and  adjoining  that  a 
grant  of  a  right  of  way  through  public  domain. 

Is  there  any  distinction  to  be  made  as  to  the  public's  right  to  have 
these  various  pieces  of  property  used  for  the  transportation  of  their 
persons  and  property  because  it  is  held  by  the  railroad  company 
under  a  different  title? 

The  public's  right  to  transportation  over  that  highway  is  the  same 
identical  right  from  one  end  to  the  other,  regardless  of  how  the  title 
was  acquired. 

Senator  Underwood.  As  I  understand  you,  you  take  the  position 
that  the  public's  right  in  this  property  is  fixed  by  the  charter  rights 
of  the  corporation  and  not  by  the  deed  or  conveyance? 

Mr.  Plumb.  Absolutely.  The  deed  of  conveyance  does  not  confer 
any  rights  against  the  public.  It  confers  rights  against  individual* 
and  protects  the  title  which  is  so  received  against  all  other  individual 
claims. 

Senator  Poindexter.  It  confers  rights  in  favor  of  the  public,  doe> 
it  not? 

Mr.  Plumb.  But  by  its  acquisition  under  the  limitations  of  the 
charter  the  public's  interest  immediately  atttaches  to  that  land  when 
it  is  acquired  under  that  charter  provision. 

This  claim  is  asserted  by  the  carriers,  as  I  have  said,  as  to  all  of 
its  lands  without  any  distinction  as  to  the  source  of  title.    That  beins 
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it  must  apply  to  all  titles  to  land  if  it  applies  to  any ;  therefore,  I 
i  warranted  in  making  this  illustration  : 

Let  us  assume  that  a  railroad  company  has  acquired  all  of  its  land 
condemnation.  The  fee  of  such  land  would  then  remain  wholly 
the  hands  o*f  the  abutting  property  owners,  or  of  the  original 
mtors,  more  correctly  speaking.  Now,  it  is  the  law  of  compensation 
it  there  can  be  but  one  assessment  of  damages  when  private  prop- 
y  is  taken  for  public  use,  and  that  assessment  must  include  the  full 
lue  of  the  land  taken  at  the  time  of  its  acquisition. 
Suppose  in  this  case  that  we  are  assuming  that  many  years  after 
»  condemnation  had  been  completed  and  the  property  had  been 
voted  to  the  public  use  the  owners  of  the  fee  were  to  assert  against 
her  the  railroad  company  or  the  public  the  right  to  further  com- 
nsation  for  the  use  of  their  land  on  the  ground  that  the  abutting 
(1  adjoining  land  had  greatly  increased  in  value  and  that  this 
id  would  be  of  greatly  increased  value  if  it  could  be  devoted  to 
i  same  purposes  that  the  adjoining  and  abutting  lands  were  de- 
ted  to.  Would  such  a  claim  on  behalf  of  the  owner  of  the  fee 
r  such  further  compensation'  be  considered  by  any  court  whatso- 
t>r.  if  they  have  been  fully  paid  when  the  land  was  condemned 
d  thev  received  the  value  of  the  land  at  the  time  it  was  devoted  to 
2  public  use? 

Suppose,  on  the  other  hand,  that  the  corporation  operating  the 
operty  for  which,  we  will  say,  it  had  paid  the  original  owners 
.000,000  now  asserted  a  right  against  the  public  to  be  recompensed 
r  the  use  of  this  land  on  the  basis  of  its  present  value,  and  proved 
lit  the  present  value  of  the  land  for  purposes  other  than  those 
a  railroad  was  $10,000,000.  This  claim  would  necessitate  a  do- 
mination of  what  interest  the  railroad  had  in  the  lands  which  it 
d  acquired  by  condemnation.  It  could  not,  by  the  exercise  6i  the 
ate's  delegated  power  of  eminent  domain,  acquire  a  private  interest 
the  land  which  was  averse  to  the  interest  of  the  public,  for 
lose  use  the  land  had  been  obtained.  For  it  is  inconceivable  that 
e  State's  power  of  eminent  domain  could  be  exercised  by  an 
ent  of  the  State  to  acquire  a  private  interest  against  the  State. 
The  utmost  that  could  be  claimed  by  such  an  agent  of  the  State, 
erasing  the  delegated  power  of  the  State,  would  be  a  right  to 
?over  all  moneys  which  had  been  expended  by  such  agent  on 
half  of  the  State,  together  with  the  proper  interest  or  profit,  or 
e  agreed  interest  or  profit  on  the  money  which  it  had  so  ex- 
nded. 

(1)  It  is  clear  that  the  accrued  value  in  land  acquired  by  con- 

mnation  for  public  use,  conceding  that  there  is  an  accrued  value, 

not  a  property  right  which  the  State  has  conferred  upon  the 

rporation  through  its  delegation  to  that  corporation  of  the  power 

eminent  domain. 

Interests  in  property  have  a  given  definite  value,  which  can  be 
wtained,  and  that  value  inheres  in  interest,  no  matter  who  the 
dividual  may  be  who  is  the  owner  of  that  interest  at  the  time  the 
luation  is  made. 

Assuming  that  the  fee  of  railroad  property  is  an  interest  which 
is  only  a  nominal  value  in  the  hands  of  the  abutting  owner  or 
iginal  grantor,  can  it  be  converted  into  a  valuable  interest  when  it 
acquired  by  the  corporation  that  is  exercising  the  public  easement  ? 
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Suppose  this  railroad  company  that  has  acquired  all  of  its  reii 
estate  by  condemnation  subsequently  purchases  from  each  abutting 
owner  his  fee,  would  the  railroad  company,  as  the  assign  of  the  abut- 
ting owner,  have  any  greater  right  to  recover  against  the  public 
any  values  for  that  fee  than  the  original  owner  would  have  had? 

That  fee  becomes  of  value  only  when  the  public  has  abandoned 
the  use  for  which  the  property  was  condemned,  and  that  fee  wi!! 
have  the  same  value  under  such  circumstances  in  the  hands  of  thr 
corporation  that  it  would  have  had  in  the  hands  of  the  abuttin' 
owner,  and  no  more. 

If  the  railroad  company,  holding  only  the  public  easement  as  tl.* 
agent  of  the  State,  coulcl  not  recover  from  the  public  the  vakr 
which  had  accrued  to  the  lands  since  this  condemnation  for  pubb 
use,  and  the  abutting  owner  could  not  recover  additional  damage 
from  the  public  for  the  additional  value  which  he  claimed  aceiwi 
to  the  fee,  would  the  corporation,  by  joining  these  two  estates,  be 
in  any  better  position  than  were  the  separate  owners  of  the  two 
estates  before  they  were  joined  ? 

The  railroads'  interest  in  land  acquired  by  condemnation  is  iden- 
tical with  its  interest  in  land  which  it  holds  for  right  of  wav  pur- 
poses only,  whether  acquired  by  deed  or  grant;  for,  when  the  use 
ceases  the  interest  the  corporation  holds  in  the  land  ceases.  A  rail- 
road company  does  not  own  its  lands  as  land,  but  only  for  railroad 
purposes.  It  is  not  entitled  to  recover  the  value  of  its  land  as  lan«i 
in  a  condemnation  proceeding,  but  only  the  damage  which  it  suffer* 
by  reason  of  the  diminution  in  its  use  of  the  land.  This  is  th* 
doctrine  that  has  been  held  by  the  Supreme  Court,  and  this  is  the 
case  I  said  I  would  come  to  and  is  the  only  case  where  such  property 
limitations  were  before  the  Supreme  Court  of  the  United  otates 
tor  its  decision. 

In  1892  the  city  of  Chicago  condemned  a  strip  of  land  through  a 
subdivision  and  across  the  right  of  way  of  the  Chicago,  Burlington 
&  Quincy  Railroad  Co.  The  owners  of  the  private  property  so 
condemned  recovered  the  full  value  of  the  land  taken.  The  rail- 
way company  held  this  land  by  a  deed  and  sought  to  prove  the 
value  of  the  land  taken  for  a  street  upon  the  same  evidence  thai 
was  introduced  in  behalf  of  the  owners  of  the  private  property. 
That  evidence  was  excluded  on  the  ground  that  the  railroad  com- 
pany could  only  acquire  land,  "  whether  by  voluntary  purchase  or 
otherwise,  for  railroad  purposes,  as  defined  in  its  charter." 

The  Supreme  Court  held — 

It  is  manifest  that  the  appellant  Is  restricted  In  its  use  of  the  right  of  wtj 
over  which  this  street  is  to  be  extended  for  those  purposes  for  which  sw* 
right  of  way  is  now  used ;  the  future  use  must  be  the  same  as  the  prow 
use  so  long  as  the  appellant  continues  to  operate  this  railroad,  unless  tV 
legislature  shall  permit  It  to  change  its  route.  The  Supreme  Court  of  nili*1** 
therefore,  held  that  the  trial  court  did  not  err  in  excluding  evidence  as  to  tl* 
general  salable  value  of  the  right  of  way  included  In  the  crossing  or  Its  geoeri 
value  for  other  uses  than  that  to  which  it  was  applied    *    *    *. 

To  what  extent  was  the  value  of  the  company's  right  to  use  the  land  fl* 
railroad  tracks  unduly  diminished  by  opening  across  It  a  public  street?  Vote 
all  the  circumstances,  in  view  of  the  purpose  for  which  the  railroad  comninr 
obtained  the  land  and  for  which  the  land  was  In  fact  used,  and  for  which  it 
was  likely  to  be  always  used — which  purpose  Is  the  most  valuable  one  for  thr 
railroad  company — that  was  the  only  question  to  be  determined  by  the  Jury 
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In  that  case  a  verdict  of  $1  was  sustained  as  adequate  compensa- 
tion. 

Senator  Gore.  What  is  the  style  of  that  case  ? 

Mr.  Plumb.  C.,  B.  &  Q.  v.  City  of  Chicago,  166  U.  S. 

Senator  Robinson.  Were  you  of  counsel  in  that  case? 

Mr.  Plumb.  Mr.  John  S.  Miller  was  counsel  for  the  City  of  Chi- 
cago in  that  case,  and  I  was  occupying  the  position  of  office  boy  in 
Mr.  Miller's  office  at  that  time,  though  I  did  nelp  some  in  writing  the 
brief. 

There  are  many  cases  which  have  held  that  the  lands  owned  by 
railroad  companies  were  private  property,  and  that  the  corporation 
was  to  be  protected  in  its  ownership  of  such  lands  the  same  as  indi- 
viduals,  but  in  no  such  case  was  the  court's  attention  called  to  the 
charter  limitation  by  which  the  corporation's  interest  in  the  property 
had  been  restricted  to  the  use  of  the  land  for  highway  purposes. 

PERSONAL  PROPERTY. 

Personal  property  is  held  by  exactly  the  same  limited  title  that  the 
corporation  can  acquire  in  real  property.  Under  the  charter,  the 
carrier  is  entitled  to  acquire  all  necessary  personal  property  for  its 
highway  uses,  and  to  sell  the  same  when  no  longer  necessary  for  such 
use.  It  is  denied  any  power  of  sale  over  its  personal  property  until 
it  is  no  longer  useful  for  the  purpose  for  which  it  was  acquired.  It 
is  denied  the  power  of  merchandising  such  property,  and  if  so  denied 
the  power  of  merchandising  such  property,  then  value,  excepting  as 
reflected  by  the  actual  purchase  price  can  in  no  wise  affect  the  interest 
which  the  corporation  holds  in  that  property,  so  long  as  it  is  em- 
ployed in  the  public  service. 

Value  is  denned  by  the  carriers  in  the  valuation  proceedings  as 
"  power  m  exchange.'  In  relation  to  money  it  is  "  the  amount  in  dol- 
lars which  a  purchaser  not  under  compulsion  to  buy  will  part  with 
to  obtain  title  to  the  property,  and  which  the  seller  not  under  com- 
pulsion to  sell  will  accept  for  it." 

This  definition  is  based  upon  the  power  of  exchange.  That  is  a 
power  which  is  inherent  in  the  individual's  ownership  of  property, 
but  it  is  a  power  which  is  denied  to  railroad  corporations.  If  there 
is  no  power  to  exchange,  then  value  in  the  sense  of  market  value  can 
not  exist,  and  since  market  value  can  not  exist  in  railroad  property, 
because  the  owner  is  denied  the  power  to  exchange,  it  necessarily  fol- 
lows that  fluctuations  in  market  values,  due  to  an  increase  in  the  units 
of  labor  or  material,  or  increase  in  land  values,  can  in  no  wise  affect 
the  interest  which  the  corporation  has  in  the  property  which  it  has 
purchased  and  subjected  to  the  public  use. 

For  some  unknown  reason,  probably  because  the  most  obvious  thing 
is  frequently  the  last  to  occur  to  an  ingenious  mind,  this  question  of 
charter  limitations  has  not  been  presented  in  any  rate  case  or  in  any 
valuation  case  heretofore,  but  on  the  few  occasions  when  they  have 
been  presented  to  the  Supreme  Court  of  the  United  States,  as  in  the 
C.  R  &  Q.  case,  to  which  I  have  referred,  the  Supreme  Court's  con- 
struction of  these  limitations  is  wholly  in  accord  with  the  views 
which  I  have  submitted  to  you,  and  that  decision  is  irreconcilable 
with  any  other  view  or  any  other  theory,  and  is  directly  opposed  to 
the  theory  so  vehemently  urged  by  the  carriers. 
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The  first  time  the  effect  of  the  constitutional  limitation  forbidding 
the  issuance  of  stocks  or  bonds  in  excess  of  investment  was  presented 
to  a  State  supreme  court  as  affecting  the  public  interest  its  decision 
was  wholly  in  accord  with  the  views  wrhich  I  have  presented  to  you. 
and  it  must  be  remembered  that  the  Illinois  Constitution  was  the 
first  constitution  embodying  this  provision. 

The  Supreme  Court  of  Illinois  has  construed  it  to  mean  that  the 
State's  power  of  regulation  is  limited  only  by  the  investment  which 
was  made  as  a  consideration  for  the  original  issuance  of  the  stocks 
and  bonds. 

That  construction  of  the  constitution  of  Illinois  must  be  followed 
by  the  Supreme  Court  of  the  United  States  unless  the  Supreme  Court 
should  find  that  that  construction  was  in  violation  of  a  provision  of 
the  Federal  Constitution,  but  as  the  provision  of  the  State  constitu- 
tion is  merely  a  limitation  upon  the  power  of  the  legislature  to  grant 
a  corporate  franchise,  I  do  not  see  how  it  is  conceivable  that  such  a 
provision  could  be  held  to  be  in  violation  of  any  provision  of  th? 
Federal  Constitution,  and  1  am  willing  to  assert  on  what  litt)e  pro- 
fessional reputation  I  may  have  that  the  Supreme  Court  of  the 
United  States  when  called  upon  will  follow  the  Supreme  Court  of 
Illinois  in  the  construction  which  that  court  has  placed  upon  this 
provision  of  the  Illinois  Constitution. 

The  25  other  States  which  have  copied  the  Illinois  Constitution,  ac- 
cording to  the  principles  controlling  the  effect  of  judicial  decisions, 
must  construe  this  copied  provision  in  the  same  manner  in  which  it 
was  construed  by  the  Supreme  Court  of  the  State  which  first  enacted 
it,  so  that  the  decision  of  the  Supreme  Court  of  Illinois  I  think  must 
be  considered  to  have  a  very  wide  and  sweeping  effect  as  a  limitation 
on  the  interest  which  railroads  can  acquire  in  railroad  property  un- 
der charters  granted  subject  to  such  a  constitutional  limitation. 

I  think  that  I  have  demonstrated  that  by  this  provision  limiting 
the  issuance  of  securities  to  investment,  and  by  the  limitations  which 
railroad  charters  impose  upon  the  interests  which  railroads  can  ac- 
quire in  the  property,  which  constitutes  a  public  highway,  first,  that 
investment  means  thereby  the  actual  amount  of  money  or  moneys' 
worth  devoted  to  the  public  service,  undiminished  by  failure  to  main- 
tain the  integrity  of  that  investment,  constitutes  the  full  extent  of 
the  property  interest  which  railroad  corporations  are  authorized  to 
acquire  in  the  public  highways  which,  under  their  franchises,  they 
are  permitted  to  operate. 

That  the  charter  limitations  imposed  upon  this  interest  forbid  such 
corporations  to  appropriate  any  accretions  in  value  which  may  be 
found  in  the  property  if  it  were  held  in  private  ownership  unin- 
cumbered by  the  public  right  to  use  it  for  highway  purposes,  and 
that  such  values,  if  they  exist,  are  retained  by  the  public  as  a  part 
of  the  public  interest  in  the  public  highway,  and  that  such  values 
have  not  been  granted  to  private  corporations  as  a  part  of  the  pri- 
vate interest  which  they  may  exercise. 

The  carriers,  however,  urge  that  there  is  a  tremendous  investment 
in  their  properties  of  moneys  actually  and  honestly  expended  in  the 
public  service,  not  contributed  by  the  original  purchasers  of  securi- 
ties, but  invested  out  of  earnings,  and  just  as  effectively  devoted  to 
the  public  service  as  though  such  funds  had  been  furnished  by  the 
original  purchasers  of  the  securities. 
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Senator  Gore.  Have  you  passed  from  the  land  right-of-way  propo- 
sition ? 

Mr.  Plumb.  Yes,  Senator. 

Senator  Gore.  I  wanted  to  ask  you  if  you  were  familiar  with  the 
case  of  Oklahoma  v.  Atchison,  Topeka  &  Santa  Fe,  in  which  the 
right  of  way  through  Oklahoma  wag  granted  through  the  Federal 
Government,  I  think,  to  the  Santa  Fe,  and  the  Attorney  General 
brought  suit  on  the  ground  that  the  railroads  did  not  h&  ve  the  right 
to  count  the  value  of  the  property,  the  right  of  way,  as  a  basis  for 
the  making  of  rates.    Are  you  familiar  with  that  case? 

Mr.  Plumb.  I  am  not,  Senator.    How  recent  is  it  ? 

Senator  Gore.  I  think  about  five  or  six  years  ago.  1  have  for- 
gotten the  report  it  is  in.  Anyway,  the  State  lost  the  cate,  and  I 
wanted  to  call  it  to  your  attention  so  you  might  look  into  it.  I  would 
like  to  have  your  view  about  it. 

Mr.  Plumb.  I  wonder  if  the  charter  limitations  were  construed 
in  that  case  ? 

Senator  Gore.  I  am  not  familiar  with  the  point  on  which  the  case 
went  off.    I  thought  perhaps  you  were. 

Mr.  Plumb.  No. 

Senator  Townsend.  There  is  another  question  that  has  occurred 
to  me  in  your  most  intensely  interesting  discussion.  While  you  are 
discussing  the  value  of  right  of  way,  as  I  understand  it.  all  the  rail- 
road owns  in  that  is  the  use  for  railroad  purposes.  In  o:i.r  various 
tax  laws,  where  we  have  State  laws  where  we  have  ad  valorem  taxes, 
I  think  the  general  rule  is  to  value  that  right  of  way,  their  land, 
according  to  adjacent  property,  and  they  are  taxed  upon  it  as  though 
they  owned  it  in  fee.    Am  I  correct  about  that  ? 

Mr.  Plumb.  Undoubtedly.    In  many  States  that  is  the  rule. 

Senator  Townsend.  Would  it  require  any  legal  harmonizing  of 
that  situation  ? 

Mr.  Plumb.  None  whatever,  because  the  taxing  of  property  does 
not  vest  any  title,  or  any  interest  in  the  property.  It  is  the  exercise 
of  the  State  power  of  taxation  to  raise  revenues. 

The  Chairman.  Mr.  Plumb,  I  do  not  want  to  cut  off  the  discus- 
sion, but  we  have  had  a  rule  of  adjourning  at  12  o'clock.  The  Senate 
is  not  in  session  to-day,  and  we  do  not  want  to  limit  this  very  inter- 
esting discussion  of  yoUrs,  but  we  would  like  to  know  within  what 
length  of  time  you  would  like  to  take  a  recess  ? 

Mr.  Plumb.  Mr.  Chairman,  I  think,  including  such  questions  as 
you  may  ask,  I  would  finish  within  15  or  20  minutes.  I  have  three 
pages  more  of  manuscript.  I  imagine  there  will  be  some  questions. 
But  I  want  to  tell  you  that  the  discussion  I  have  had  this  morning 
is  not  the  most  important  part  of  what  I  want  to  present  to  you. 

The  Chairman.  Then  we  will  take  a  recess  until  2  o'clock. 

(Whereupon,  at  12.20  o'clock  p.  m.,  the  committee  took  a  recess 
until  2  o'clock  p.  m.) 

The  committee  convened  at  2  o'clock  p.  m„  pursuant  to  the  taking 
of  recess,  Senator  Robinson  acting  chairman. 

Acting  Chairman  Robinson.  Senator  Smith  has  been  called  away 
for  a  while,  and  has  asked  that  the  hearings  proceed.  So  the  com- 
mittee will  please  come  to  order. 

Mr.  Plumb,  you  may  proceed. 
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STATEMENT  OF  MB.  GLEN  E.  PLUMB— Continued. 

Senator  Town  send.  You  had  not  quite  finished  with  a  question 
that  I  asked  you,  or  I  had  not  quite  finished.  I  wanted  to  get  it 
clear  in  my  mind.  You  say,  of  course,  taxation  does  not  give  title; 
but  this  is  something  that  I  would  like  an  expression  upon  from 
you.  If  the  State  treats  the  right  of  way — the  real  estate — as  prop- 
erty of  the  railroad  for  taxation  purposes,  how  are  we  going  to 
reconcile  the  fact  that  it  denies  the  railroad  the  right  to  treat  that  as 
property  for  the  imposition  of  rates? 

Mr.  Plumb.  I  take  it  that  the  State,  in  the  exercise  of  its  taxing 
power,  is  not  interested  in  the  definition  of  property,  but  is  inter- 
ested in  the  value  which  inures  to  the  holder  of  that  property  under 
the  then  conditions,  and  it  is  the  value  which  the  railroad  company 
is  receiving  from  its  ownership  of  that  property  that  is  being  taxed. 
It  is  not  a  definition  of  the  interest,  but  it  is  the  definition  of  the 
value  which  the  possessor  at  that  time  enjoys. 

Senator  Town  send.  How  does  the  railroad  enjoy  any  more  benefit 
from  that  property  worth  $1,000  an  acre  than  it  did  when  it  was 
originally  taken  at  $100  an  acre? 

Mr.  Plumb.  Please  repeat  that  question. 

Senator  Townsend.  Suppose  the  State  authorities,  in  evaluating 
the  property,  find  that  its  right  of  way  in  a  certain  section  is  worth 
$1,000  an  acre  now,  as  occupied,  but  when  it  was  taken  by  the  railroad 
it  was  taken  at  $100  an  acre.  How  has  the  fact  that  it  has  increased 
in  value,  measured  by  additions  in  property^  enhanced  the  value  to 
the  railroad? 

Mr.  Plumb.  It  has  not  advanced  in  the  slightest  iota.  The  value 
of  adjoining  or  adjacent  property  can  have*  no  influence  whatever  on 
the  value  of  property  devoted  to  railway  uses ;  and  if  the  State  has 
assessed  a  tax  against  a  railroad  company  on  any  basis,  I  do  not 
care  what  it  is,  the  State  at  the  same  time  permits  that  railroad  to 
include  the  tax  so  assessed  as  a  part  of  its  operating  expenses,  which 
must,  in  turn,  be  met  by  the  power  of  taxation  which  the  State  has 
delegated  to  the  corporation. 

Senator  Townsend.  I  agree  with  you  on  that,  and  I  have  followed 
you  very  carefully  on  this ;  but,  inasmuch  as  both  of  these  values  are 
fixed  by  the  State,  one  for  taxation  purposes  and  another  for  right- 
of-way  purposes,  I  can  not  quite  understand  how  their  action  can 
be  harmonized. 

Mr.  Plumb.  It  does  not  present  any  difficulties  to  me,  because  the 
tax  assessed  by  the  State  against  the  corporation  on  any  basis,  the 
State  permits  that  corporation  to  again  assess  in  taxes  against  the 
people  who  use  transportation,  so  that  the  corporation's  interest  in 
its  property  is  in  no  wise  affected  by  the  basis  upon  which  the  State 
taxes  it,  differentiating  railroads  from  other  payers  of  taxes. 

Senator  Gore.  Let  me  interject  there,  Mr.  Plumb.  There  is  a  very 
able  discussion,  Senator  Townsend,  in  a  hearing  before  this  com- 
mittee by  John  R.  Commons,  in  which  he  undertook  to  demonstrate 
that  the  basis  of  rates  and  basis  of  taxation  were  essentially  dif- 
ferent. 

Mr.  Plumb.  I  was  just  taking  up  the  claim  of  the  railroads  to  have 
allowed  them  as  their  property  the  funds  which  they  have  invested  in 
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railroads  which  were  produced  by  earnings  and  their  claim  that  the 
funds  so  invested  were  just  as  much  devoted  to  the  public  service  as 
though  such  funds  had  been  furnished  by  the  original  purchasers  of 
securities. 

The  carrier  further  claims  that  the  earnings  so  diverted  from  divi- 
dends and  investments  were  in  fact  the  property  of  the  stockholders 
and  might  have  been  declared  as  dividends  during  all  the  years  that 
they  have  been  returned  to  the  property.  That  it  makes  no  difference 
to  the  public  if  a  road  earning  a  10  per  cent  dividend  on  its  invest- 
ment should  declare  that  10  per  cent  dividend  to  its  stockholders  and 
they  should  then  reinvest  5  per  cent  of  the  dividend  so  declared  in  the 
property  or  whether  the  corporation  itself  invests  5  per  cent  and 
declares  a  dividend  of  but  5  per  cent.  The  effect  to  the  public  is 
the  same.  Consequently,  the  effect  on  the  stockholders  interested 
should  be  the  same. 

I  take  it  that  that  is  the  basis  of  their  contention  that  this  money 
reinvested  belongs  to  the  stockholders. 

Again,  we  must  look  to  the  charter  to  see  if  there  is  any  provision 
therein  or  any  grant  whereby  the  money  so  diverted  can  be  used  to 
increase  the  amount  of  stock  or  the  amount  of  bonds  outstanding 
or  can  be  used  as  a  basis  for  increasing  the  rate  of  return  which  shall 
be  allowed  to  the  owners  of  such  stocks,  or  of  such  bonds. 

Referring  again  to  the  constitutional  limitation,  which  is  but  a 
restatement  of  the  common  law  limitation,  we  find  the  provision  that 
any  stock  dividend  or  other  fictitious  increased  capital  stock  or  in- 
debtedness shall  be  void. 

This  language  prohibits  a  stock  dividend  and  prohibits  the  issu- 
ance of  stock  to  anyone  who  has  not  subscribed  and  paid  for  it. 

By  no  method  of  conjuring  could  such  an  investment  out  of  earn- 
ings increase  the  indebtedness  of  the  corporation  to  its  bondholders, 
nor  can  it  increase  the  investment  which  any  stockholder  has  de- 
voted to  the  public  service,  nor  can  it  be  transmuted  into  an  indebted* 
ness.  The  corporation  itself  expended  these  moneys  on  the  improve- 
ment of  its  property.  There  is  no  provision  in  any  charter  which 
I  have  studied  which  permits  the  corporation  to  issue  stock  or  bonds 
to  itself  by  reason  of.  such  an  investment.  An  investment  so  made 
by  reason  of  the  amount  of  money  required  to  preserve  the  integrity 
of  the  original  investment  must  be  considered  as  an  expenditure  made 
by  the  corporation  for  the  purpose  of  increasing  the  security  of  the 
investment  made  by  its  stockholders,  or  increasing  the  credit  upon 
which  the  corporation  could  secure  additional  funas  by  the  issuance 
of  bonds  as  a  means  of  acquiring  more  money  for  acual  investment 
by  the  security  holders. 

Such  expenditures  undoubtedly  increase  the  earning  power  of 
the  corporation,  but  the  corporation  has  not  by  reason  of  such  ex- 
penditures had  conferred  upon  it  any  authority  to  increase  its 
taxing  power  as  against  the  public.  The  power  to  tax  the  public 
which  the  State  has  delegated  to  the  corporation  is  limited  to  such 
an  exercise  of  that  taxing  power  as  will  protect  the  original  invest- 
ment and  provide  a  reasonable  return  thereon. 

It  may  not  be  exercised  to  increase  the  original  investment,  there- 
by increasing  the  delegated  power  of  taxation. 
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If  the  right  to  charge  tolls  and  fares  is  indeed  a  delegated  power 
of  taxation^  and  it  has  always  been  so  defined,  then  it  must  be  a 
basic  principle  of  government  that  the  Government  can  not  dele- 
gate that  which  can  be  exercised  only  for  the  support  of  the  Govern- 
ment for  the  purpose  of  creating  a  private  property.  That  would  be 
an  unwarranted  use  of  a  delegated  governmental  function  and  it 
can  no  more  be  exercised  by  the  agent  who  holds  that  delegated  power 
than  it  could  be  exercised  by  the  Government  in  the  first  place  Defore 
it  made  the  delegation.  The  bill  now  under  consideration  by  thi> 
committee  is  a  war  measure. 

Senator  Watson.  Will  you  pardon  me  just  a  moment?  I  was 
unfortunately  detained  this  morning.  Your  theory  is  then  that  the 
railroad  corporation  as  such  has  really  no  title  to  the  right  of  way. 
Is  that  your  theory? 

Mr.  Plumb.  No,  Senator;  that  is  not  niy  theory.  My  theory  is 
that  the  railroad  company,  as  against  all  ot  the  world  claiming  that 
land,  has,  if  it  buys  by  warranty  deed,  exclusive,  complete  proprie- 
tary title,  but  as  against  the  State,  it  is  procuring  that  land  solely 
for  the  purpose  of  constituting  a  public  highway. 

Senator  Watson.  By  reason  of  a  franchise? 

Mr.  Plumb.  By  reason  of  a  franchise. 

Senator  Watson.  I  get  your  view  now. 

Mr.  Plumb.  And  that  the  interest  which  the  carrier  has  against 
the  State  must  be  defined  by  its  charter  and  nowhere  else. 

The  bill  now  under  consideration  by  this  committee  is  a  war 
measure,  an  emergency  matter  required  by  the  exigencies  which  the 
war  has  forced  upon  the  American  people.  In  this  emergency  there 
is  no  time  to  have  determined  all  of  the  questions  of  law  and  equity 
which  must  be  ascertained  before  the  rights  of  each  and  all  of  the 
corporations  can  be  properly  adjusted,  and  some  means  must  be 
provided  that  will  take  the  place  of  the  usual  orderly  legal  pro- 
cedure for  determining  such  rights. 

If  the  conditions  created  by  this  act  were  to  last  only  through 
the  emergency  and  old  conditions  could  be  restored  as  soon  as  the 
emergency  had  passed,  it  might  not  be  necessary  to  determine  the 
rights  of  either  the  corporations  or  the  public  in  these  public  high- 
ways for  the  purpose  of  administering  this  emergency.  But  we  all 
realize  that  this  is  really  a  transition  period.  The  bill  itself  does 
not  pretend  to  say  how  long  it  shall  be  in  force,  whether  it  shall 
cease  with  the  termination  of  the  war  or  whether  it  shall  extend  over 
into  that  unknown  future  which  portends  Government  ownership. 

Since  the  bill  is  indefinite  in  this  regard,  it  does  become  essential 
to  have  ultimately  determined  the  relative  rights  of  private  and 
public  interests  in  the  public  highways.  And  to  that  end  we  have 
offered  the  proposed  amendment.  It  serves  the  purpose  of  providing 
a  temporary  relief  during  the  existing  emergency,  just  as  asked  by 
the  President.  It  also  serves  the  purpose  of  having  the  full  rights 
of  the  corporations  and  of  the  public  in  each  system  of  transporta- 
tion taken  over  for  Government  operation  finally  and  fully  deter- 
mined, just  as  though  the  emergency  had  not  arisen. 

In  such  determination  we  would  preserve  "ta  every  corporation  al1 
of  the  rights  protected  by  the  constitution,  at  the  same  time  suoh 
final  determination  protects  the  public  interest  against  any  perma- 
nent invasion  or  encroachment. 
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It  fully  protects  the  public  interest  against  any  loss  or  diminution 
by  reason  of  any  claim  that  might  subsequently  be  made  that  the 
carriers  right  to  the  full  net  earnings  of  its  property  and  to  the 
value  of  the  use  of  its  property  have  obtained  legislative  recognition 
by  the  passage  of  this  bill. 

Anything  more  than  this  amendment  grants  to  the  carriers  would 
be  unjust  to  the  public.    Anything  less  than  the  protection  thereby 
provided  to  the  carriers  would  be  unjust  to  the  private  interests. 
The  amendment  we  believe  provides  justice  and  equity  for  all. 
I  am  asked  to  say  on  behalf  of  the  four  brotherhoods  that  they  are 
in  favor  of  retaining  section  13  just  as  written  in  the  bill.    They  be- 
lieve that  in  this  emergency  we  must  provide  for  the  existing  condi- 
tions: we  can  not  say  howT  long  the  emergency  will  last;  the  exi- 
gencies requiring  the  President's  action,  while  not  brought  on  by  the 
war,  were  not  coincident  with  the  beginning  of  the  war;  and  we  can 
not  assume  that  the  end  of  this  exigency  will  be  coincident  with  the 
end  of  the  war.     Consequently,  it  appears  to  us  to  be  advisable  to 
leave  that  question  whollv  in  the  hands  of  Congress.    We  can  not 
foresee  what  wisdom  will  be  required  for  next  year's  situation,  or  the 
year  following.    If  this  Congress  had  been  hampered  by  any  previous 
legislation  enacted  two  or  three  years  ago  which  provided  that  the 
Government  should  not  take  over  the  operation  of  these  railroads 
until  a  fixed  time,  you  would  be  greatly  embarrassed  in  this  present 
situation. 

Senator  Underwood.  You  do  not  think  anv  other  Congress  could 
have  put  that  limitation  on  this  one,  do  you? 

Mr.  Plumb.  I  do  not  think  that  this  Congress  ought  to  attempt  to 
put  any  limitation  on  any  of  its  successors. 

Senator  Underwood,  l^ou  do  not  think  that  it  could,  do  you? 
You  do  not  think  we  have  power  to  limit  the  legislation  of  some 
future  Congress,  do  you  ? 

Mr.  Plumb.  As  a  lawyer  and  as  a  citizen.  I  am  confident  that  you 
have  not  such  a  power. 
Senator  Underwood.  That  we  have  not. 

Mr.  Plumb.  But,  if  you  make  a  contract  with  a  corporation  under 
legislation  authorizing  that  contract  to  be  made  for  a  term  of  years 
that  contract  does  bind  your  succeeding  legislative  body. 

Senator  Underwood.  Undoubtedly  so,  if  there  is  a  vested  right. 
If  vested  rights  accrue,  of  course  we  could  not  change  it,  but  we  can 
not  prevent  anv  other  Congress  from  legislating  as  it  pleases.  You 
favor  the  indefinite  determination  of  this  leasehold  that  is  provided 
in  this  bill,  with  your  amendment  adopted.  Suppose  your  amend- 
ment is  not  adopted  and  the  original  bill  is  adopted.  Do  you  think 
it  ought  to  go  on  indefinitely  then  ? 

Mr.  Plumb.  No,  sir.  If  the  original  bill  is  adopted  without  the 
amendment  which  I  have  suggested,  I  have  supreme  confidence  that 
the  Congress  will  insert  a  saving  clause  before  it  passes  the  bill  pro- 
viding that  nothing  in  this  bill  contained  shall  ever  be  construed  as  a 
definition  of  public  or  private  rights,  or  as  a  precedent  upon  which 
such  rights  shall  be  determined. 

Senator  Underwood.  But  if  it  does  not,  you  do  not  think  that  an 
indefinite  tenure  should  exist  in  this  bill,  do  you? 

Mr.  Plumb.  If  you  passed  this  bill  just  as  it  stands,  with  an  in- 
definite tenure,  we  would  stand  it  for  one  year,  and  the  next  Congress 
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would  very  soon  remedy  that  defect.  I  would  rather  trust  to  the 
next  Congress  remedying  a  defect  in  this  bill  than  to  have  a  limita- 
tion imposed  by  this  Congress  upon  a  succeeding  Congress  when  new 
conditions  might  have  arisen. 

Senator  Underwood.  As  I  said  a  while  ago,  and  you  agreed  with 
me,  we  can  not  put  a  limitation  upon  the  next  Congress  to  legislate 
in  reference  to  this  proposition  outside  of  where  vested  rights  may  be 
fixed. 

Mr.  Plumb.  If  you  do  put  a  term  in  section  13  and  leave  section  1 
just  as  it  is  now  worded,  then  you  have  authorized  the  making  of  a 
contract  with  these  corporations  for  the  term  fixed  in  the  bill  on  the 
conditions  prescribed  in  section  1. 

Senator  Underwood.  But  it  is  limited  to  that  term. 

Mr.  Plumb.  It  is  limited  to  that  term. 

Senator  Underwood.  And  does  not  go  further. 

Mr.  Plumb.  And  does  not  go  further. 

Senator  Eobinson.  But  you  could  not  repeal  it  or  modify  it  before 
the  expiration  of  the  term,  because  rights  would  have  accrued  under 
the  contract. 

Mr.  Plumb.  No;  that  would  be  a  condition  which  could  not  be  cor- 
rected until  that  term  expired,  and  therefore  it  seems  to  me  dan- 
gerous in  the  extreme  to  permit  this  exigency  measure  to  be  turned 
over  into  a  contract. 

Senator  Underwood.  I  am  not  disagreeing  with  you  at  all  about 
having  necessary  provisions  put  in  this  enactment  to  see  that  we  are 
not  tied  up  in  this  legislation  by  the  accruing  of  any  vested  rights  to 
anybody.  I  do  not  disagree  with  you  about  that  part  of  it  at  all  and 
your  amendment  on  that  score.  I  have  a  very  curious  idea,  however, 
that  all  of  this  war  legislation  should  be  limited  to  the  war. 

Mr.  Plumb.  Well,  if  human  foresight  could  tell  when  the  war 
would  end  and  how  soon  after  the  termination  of  the  war  the  ex- 
igencies which  that  war  has  created  might  come  to  an  end,  and  this 
Congress  were  endowed  with  that  human  foresight,  it  might  be  well 
to  exercise  that  wisdom  :ind  put  in  the  period.  But  I  do  not  believe 
that  Congress  can  claim  such  superhuman  vision,  and  without  being 
possessed  of  that  omnipotence,  it  seems  to  me  it  would  be  wise  to  take 
things  as  they  come  and  let  the  evil  of  each  day  suffice  for  that  day. 

Senator  Underwood.  You  may  be  right  on  that  score.  The  only 
difference  is  this:  That  I  feel,  at  least  my  present  view  is,  of  course, 
subject  to  change  after  I  discuss  it  with  my  colleagues  who  may  be 
wiser  than  I  am,  but  my  present  view  of  the  situation  is  this,  and  I 
would  like  to  hear  what  you  have  to  say  on  it:  That  if  we  pass  leg- 
islation now  and  leave  an  indefinite  term  after  the  end  of  the  war, 
why  the  status  of  the  railroad  corporations  and  the  Government  is 
fixed  in  this  legislation,  which  must  be  crude,  because  it  has  got  to  be 
hasty,  and  we  have  not  really  determined  any  vital  questions,  and 
yet  we  have  got  this  piece  of  legislation  that  is  on  the  statute  books, 
and  the  power  of  Congress  itself  to  "act  is  limited.  It  is  very  much 
more  difficult  for  Congress  to  pass  a  piece  of  legislation  when  it 
has  got  a  status  that  may  be  satisfactory  to  someone  than  when  it 
does  not  have.  In  the  next  place,  the  legislative  powers  of  the  Gov- 
ernment that  control  this  situation  will  be  to  a  large  extent  sur- 
rendered, because  if  any  Executive — I  am  not  speaking  about  the 
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next  Executive,  this  may  carry  us  into  another  administration — but 
if  any  Executive  desires  to  hold  the  status  guaranteed  by  this  bill, 
it  takes  two-thirds  of  Congress  to  change  it. 

On  the  other  hand,  suppose  we  in  this  bill  have  given  the  railroads 
a  very  big  bonus — I  do  not  say  we  will,  but  suppose  we  do — and  en- 
trench them  in  si  very  advantageous  position,  why,  then  we  have  got 
all  that  natural  influence  to  combat  our  changing  the  status,  whereas 
if  at  the  end  of  this  term  the  Congress  still  has  power  to  legislate, 
that  brings  this  temporary  status  to  a  close,  and  we  go  at  it  with  free 
hands. 

Mr.  Plumb.  Let  me  ask  you,  Senator,  does  it  take  two-thirds  of  the 
House  to  enact  this  law  ? 

Senator  Underwood.  No  ;  it  takes  two-thirds  to  pass  it  if  a  Presi- 
dent should  veto  the  bill. 

Mr.  Plumb.  Now,  there  being  two  parties  in  interest,  if  the  legis- 
lation is  satisfactory  to  one  it  is  a  fair  inference  it  will  be  unsatis- 
factory to  the  other.  If  you  are  going  to  tie  the  hands  of  Congress 
at  all  by  this  legislation,  as  your  questions  have  suggested,  it  would 
seem  to  me  infinitely  wiser  to  leave  the  Congress  to  terminate  that 
tying  up  rather  than  to  tie  them  up  for  a  definite  time. 

Senator  Underwood.  But  I  think  you  take  the  wrong  end  of  the 
case.  What  you  state  I  think  is  true.  It  would  be  better  to  leave 
Congress  with  its  hands  untied,  but  from  my  viewpoint  you  are  doing 
just  exactly  what  you  say  is  unwise.  You  are  tying  the  hands  of 
Congress  by  leaving  this  legislation  without  any  definite  termination. 
Now,  if  it  were  matured  legislation  I  would  agree  with  you,  but  I  do 
not  think  anybody  contends  that  it  is  matured  legislation  for  the 
ultimate  handling  of  the  railroad  question.  It  is  merely  a  temporary 
hill. 

Mr.  Plumb.  And  for  that  reason  I  have  offered  the  amendment  to 
sections  1  and  2,  so  if  this  is  not  matured  legislation  now  it  affords 
the  method  and  tribunal  for  effectually  determining  finally  and  for 
ill  time  the  extent  of  the  private  and  the  public  interests  without  in 
my  way  at  this  time  embassassing  the  Government  in  the  exigencies 
rf  the  situation. 

Senator  Underwood.  I  realize  that,  and  I  realize  your  purpose, 
four  purpose  is  to  determine  one  phase  of  this  question  on  a  perma- 
lent  basis,  and  you  leave  all  the  other  phases  or  the  question  on  an 
experimental  basis? 

Mr.  Plumb.  No  ;  there  is  no  phase  of  the  question  that  will  not  be 
iefinitely  determined  under  my  amendment,  because  it  covers  all 
>hases. 

Senator  Underwood.  It  covers  all  phases  of  the  value  of  this 
>roperty  ? 

Mr.  Flumb.  Yes. 

Senator  Underwood.  The  basis  of  taking  it  over? 

Mr.  Plumb.  Yes,  sir. 

Senator  Underwood.  But  it  does  not  cover  any  of  the  phases  of 
operation:  it  does  not  cover  those  phases  of  rate  fixing;  it  does  not 
over  any  of  the  phases  of  the  relation  of  labor  to  the  property  in  the 
tands  of  the  Government.  There  are  a  number  of  questions  in  the 
all  that  are  not  permanently  determined.  My  idea  is  that  you  seek — 
nd  I  am  rather  inclined  to  think  very  properly — to  have  a  definite 
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determination  of  the  value  question,  but  to  my  mind  you  do  c  - 
determine  the  other  questions  at  all. 

Mr.  Plumb.  The  other  questions,  Senator,  are  not  legislative.    T 
questions  of  property  interest  and  return  are  of  a  combined  legv  - 
tive  and  judicial  nature.    Questions  relating  to  operation  are  neiti.*- 
judicial  nor  legislative. 

Senator  Underwood.  But  they  are  legislative  because  if  the  (»■.«* 
ernment  is  to  control  these  railroads  it  has  got  to  provide  the  il* 
chinery  some  way,  and  in  this  way  it  leaves  it  to  the  President 

Mr.  Plumb.  But  the  actual  questions  of  operation  are  admit.  - 
trative. 

Senator  Underwood.  Yes;  but  they  have  got  to  be  fixed  by  ta« 
The  other  proposition  is  the  rate  question.  That  is  purely  i  Il- 
lative question. 

Mr.  Plumb.  That  is  purely  legislative. 

Senator  Underwood.  That  is  not  in  any  way  determined  definite', 
by  your  amendment. 

Mr.  Plumb.  Absolutely. 

Senator  Underwood.  How  ? 

Mr.  Plumb.  Because  if  the  total  amount  of  money  upon  which  t 
corporation  is  entitled  to  a  fair  rate  of  return  is  determined,  then-  •• 
your  basis  for  rate  making. 

Senator  Underwood.  Your  basis  is  there,  but  that  does  not  d*:-  r 
mine  who  shall  determine  it. 

Mr.  Plumb.  Who  shall  determine  the  rate? 

Senator  Underwood.  The  Director  General  the  other  day  stat* 
before  the  committee  that  if  we  passed  this  bill  as  at  present  that  th* 
power  to  fix  the  rates  rested  in  his  hands  as  the  representative  of  the 
President.  There  may  be  some  people  who  contend  that  this  di— 
not  take  away  the  power  of  a  State  commission  to  fix  rates.  It  hv 
left  the  question  of  who  is  to  administer  the  rate-making  power 
entirely  indefinite. 

Mr.  Plumb.  Of  course,  I  am  not  informed  as  to  the  Director  (if-, 
eral's  attitude  of  mind.  I  have  not  advised  with  him  on  that,  but 
my  suggestion  would  be 

Senator  Underwood.  I  am  only  stating  what  he  said  before  th- 
committee. 

Mr.  Plumb  (continuing) .  That  if  the  Director  General  is  taking 
over  to-day  all  the  functions  which  the  corporations  have  heretofore 
exercised,  amongst  such  functions  is  not  the  function  of  rate  making 
That  is  a  legislative  function.  Of  course,  railroads  are  permitted  tr 
exercise  the  power  of  rate  making,  but  always  subject  to  legislate 
control. 

Senator  Underwood.  Exactly.    That  is  a  point  at  issue  in  this  hil-. 

Mr.  Plumb.  If  you  are  conferring  upon  the  Director  General  sub- 
legislative power,  I  should  think  it  should  be  expressly  stated :  anil 
if  not  expressly  stated,  I  should  think  there  would  be  grave  doubt  ** 
to  whether  such  power  had  been  conferred  if  in  taking  over  the  mr 
porations  the  functions  which  he  assumed  were  not  limited  stri<*fh 
to  those  functions  which  the  corporations  themselves  assumed  prv  r 
to  the  taking  over. 

Senator  Underwood.  I  see  your  point,  and  I  think  there  is  a  £«** 
deal  in  it.    The  power  of  the  Director  General  only  carries  tho* 
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were  that  the  corporations  exercised,  and  not  which  the  law  exer- 
ed;  but  that  was  not  the  viewpoint  as  expressed  here  the  other  day, 
d,  at  least,  it  is  in  doubt. 

Mr.  Plumb.  Senator,  that  must  be  a  question  between  the  Director 
neral  and  the  legislative  bodies.  I  do  not  consider  that  I  am  in- 
ested  in  the  solution  of  that  problem,  nor  the  men  that  I  represent. 
Senator  Underwood.  I  realize  that.  The  only  point  I  was  trying 
point  out  to  you  was  that  the  adoption  of  your  amendment,  if  it 
>  adopted,  did  not  solve  all  the  vital  questions  that  are  in  dispute 
his  bill. 

fr.  Plumb.  No  ;  but  it  solves  all  questions  so  far  as  they  relate  to 
extent  of  the  private  interests  and  the  extent  of  the  public  inter- 
.  and  that  must  be  the  basis  for  all  rate  making  or  for  future 
risition. 

?nator  Gore.  Mr.  Plumb,  would  not  that,  then,  to  some  extent 
ate  the  necessity  of  fixing  this  limitation  in  section  13,  if  you  fix 
basis  upon  which  a  future  settlement  should  be  made? 
r.  Plumb.  It  would.  There  would  be  no  necessity  for  providing 
ne  when  this  arrangement  must  be  concluded,  if,  during  this  ar- 
ement  you  are  to  determine  the  extent  of  the  private  and  public 
s,  and  then  adjust  compensation  to  the  determination  so  made, 
ider  such  a  condition  Government  operation  might  be  continued 
you  have  determined  whether  these  roads  are  to  be  turned  back 
b  private  corporations,  and  if  so,  then  they  should  be  turned  back 
e  basis  of  the  rights  so  established. 

you  are  to  take  over  the  properties  in  the  course  of  time  for 
rnment  ownership,  the  basis  is  established  for  their  taking,  and 
ieve  that  no  sane  man  contemplates  the  possibilty  of  turning 
these  properties  to  the  old  competitve  ownership  and  operation. 
t  they  are  turned  back  to  private  corporations,  if,  in  the  wisdom 
j  times,  that  is  the  thing  to  do,  they  must  be  turned  back  upon  a 
nination  of  the  private  interest  as  it  existed  when  they  were 
,  and  a  readjustment  of  conditions  to  the  basis  so  determined, 
ator  Cummins.  Mr.  Plumb,  you  make  one  point  which  is  en- 
new  to  me,  and  if  it  is  sound — and  I  do  not  say  it  is  not — it 
es  the  complexion  of  this  whole  subject.  I  want  to  run  it  out  a 
:o  see  whether  I  understand  it  fully.  Suppose  that  it  were  the 
of  the  American  people  to  continue  the  operation  of  this  prop- 
lat  is  taken  over  indefinitely;  that  is,  with  no  indication  of  any 
hat  the  operation  now  assumed  is  to  come  to  an  end.  Suppose, 
r,  that  as  a  matter  of  regulation  of  rates  that  6  per  cent  upon 
terest,  whatever  it  may  be,  of  the  railway  companies  in  the 
ty  is  a  reasonable  return. 

;  your  contention  that  it  is  within  the  power  of  Congress  to 
ver  this  property  indefinitely — that  is,  a  possession  that  may 
years,  or  100  years — and  provide  that  when  the  interest  of  the 
Y  companies  is  ascertained  in  some  such  way  as  you  point  out, 
e  compensation  for  the  use  of  the  property  shall  be  6  per  cent 
lum  upon  that  interest,  whatever  it  may  be? 
Piajmb.  If  Congress  concludes  that  6  per  cent  is  the  reasonable 
that  would  be  the  return. 

tor  Ctjmmenb.  That  is  the  point  that  has  not  hitherto,  I  think, 
ought  forward  in  these  consideration.    That  means,  then,  that 
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determination  of  the  value  question,  but  to  my  mind  you  do  not 
determine  the  other  questions  at  all. 

Mr.  Plumb.  The  other  questions,  Senator,  are  not  legislative.  The 
questions  of  property  interest  and  return  are  of  a  combined  legisla- 
tive and  judicial  nature.  Questions  relating  to  operation  are  neither 
judicial  nor  legislative. 

Senator  Underwood.  But  they  are  legislative  because  if  the  Gov- 
ernment is  to  control  these  railroads  it  has  got  to  provide  the  ma- 
chinery some  way,  and  in  this  way  it  leaves  it  to  the  President 

Mr.  Plumb.  But  the  actual  questions  of  operation  are  adminis- 
trative. 

Senator  Underwood.  Yes;  but  they  have  got  to  be  fixed  by  law. 
The  other  proposition  is  the  rate  question.  That  is  purely  a  legis- 
lative question. 

Mr.  Plumb.  That  is  purely  legislative. 

Senator  Underwood.  That  is  not  in  any  way  determined  definitely 
by  your  amendment. 

Mr.  Plumb.  Absolutely. 

Senator  Underwood.  How  ? 

Mr.  Plumb.  Because  if  the  total  amount  of  money  upon  which  the 
corporation  is  entitled  to  a  fair  rate  of  return  is  determined,  there  is 
your  basis  for  rate  making. 

Senator  Underwood.  Your  basis  is  there,  but  that  does  not  deter- 
mine who  shall  determine  it. 

Mr.  Plumb.  Who  shall  determine  the  rate! 

Senator  Underwood.  The  Director  General  the  other  day  stated 
before  the  committee  that  if  we  passed  this  bill  as  at  present  that  the 
power  to  fix  the  rates  rested  in  his  hands  as  the  representative  of  the 
President.  There  may  be  some  people  who  contend  that  this  doe? 
not  take  away  the  power  of  a  State  commission  to  fix  rates.  It  ha? 
left  the  question  of  who  is  to  administer  the  rate-making  poorer 
entirely  indefinite. 

Mr.  JPlumb.  Of  course,  I  am  not  informed  as  to  the  Director  Gen- 
eral's attitude  of  mind.  I  have  not  advised  with  him  on  that,  but 
my  suggestion  would  be 

Senator  Underwood.  I  am  only  stating  what  he  said  before  the 
committee. 

Mr.  Plumb  (continuing) .  That  if  the  Director  General  is  taking 
over  to-day  all  the  functions  which  the  corporations  have  heretofore 
exercised,  amongst  such  functions  is  not  the  function  of  rate  making. 
That  is  a  legislative  function.  Of  course,  railroads  are  permitted  to 
exercise  the  power  of  rate  making,  but  always  subject  to  legislative 
control. 

Senator  Underwood.  Exactly.    That  is  a  point  at  issue  in  this  bill. 

Mr.  Plumb.  If  you  are  conferring  upon  the  Director  General  such 
legislative  power,  I  should  think  it  should  be  expressly  stated:  anil 
if  not  expressly  stated,  I  should  think  there  would  be  grave  doubt  as 
to  whether  such  power  had  been  conferred  if  in  taking  over  the  cor- 
porations the  functions  which  he  assumed  were  not  limited  strictly 
to  those  functions  which  the  corporations  themselves  assumed  prior 
to  the  taking  over. 

Senator  Underwood.  I  see  your  point,  and  I  think  there  is  a  great 
deal  in  it.    The  power  of  the  Director  General  only  carries  those 
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powers  that  the  corporations  exercised,  and  not  which  the  law  exer- 
cised ;  but  that  was  not  the  viewpoint  as  expressed  here  the  other  day, 
and,  at  least,  it  is  in  doubt. 

Mr.  Plumb.  Senator,  that  must  be  a  question  between  the  Director 
General  and  the  legislative  bodies.  I  do  not  consider  that  I  am  in- 
terested in  the  solution  of  that  problem,  nor  the  men  that  I  represent. 

Senator  Underwood.  I  realize  that.  The  only  point  I  was  trying 
to  point  out  to  you  was  that  the  adoption  of  your  amendment,  if  it 
was  adopted,  did  not  solve  all  the  vital  questions  that  are  in  dispute 
in  this  bill. 

Mr.  Plumb.  No  ;  but  it  solves  all  questions  so  far  as  they  relate  to 
the  extent  of  the  private  interests  and  the  extent  of  the  public  inter- 
ests, and  that  must  be  the  basis  for  all  rate  making  or  for  future 
acquisition. 

Senator  Gore.  Mr.  Plumb,  would  not  that,  then,  to  some  extent 
obviate  the  necessity  of  fixing  this  limitation  in  section  13,  if  you  fix 
the  basis  upon  which  a  future  settlement  should  be  made  ? 

Mr.  Plumb.  It  would.  There  would  be  no  necessity  for  providing 
a  time  when  this  arrangement  must  be  concluded,  if,  during  this  ar- 
rangement you  are  to  determine  the  extent  of  the  private  and  public 
rights,  and  then  adjust  compensation  to  the  determination  so  made. 

.Under  such  a  condition  Government  operation  might  be  continued 
until  you  have  determined  whether  these  roads  are  to  be  turned  back 
to  the  private  corporations,  and  if  so,  then  they  should  be  turned  back 
on  the  basis  of  the  rights  so  established. 

If  you  are  to  take  over  the  properties  in  the  course  of  time  for 
Government  ownership,  the  basis  is  established  for  their  taking,  and 
I  believe  that  no  sane  man  contemplates  the  possibilty  of  turning 
back  these  properties  to  the  old  competitve  ownership  and  operation. 
When  they  are  turned  back  to  private  corporations,  if,  in  the  wisdom 
of  the  times,  that  is  the  thing  to  do,  they  must  be  turned  back  upon  a 
determination  of  the  private  interest  as  it  existed  when  they  were 
taken,  and  a  readjustment  of  conditions  to  the  basis  so  determined. 

Senator  Cummins.  Mr.  Plumb,  you  make  one  point  which  is  en- 
tirely new  to  me,  and  if  it  is  sound — and  I  do  not  say  it  is  not — it 
changes  the  complexion  of  this  whole  subject.  I  want  to  run  it  out  a 
little  to  see  whether  I  understand  it  fully.  Suppose  that  it  were  the 
policy  of  the  American  people  to  continue  the  operation  of  this  prop- 
erty that  is  taken  over  indefinitely ;  that  is,  with  no  indication  of  any 
kind  that  the  operation  now  assumed  is  to  come  to  an  end.  Suppose, 
further,  that  as  a  matter  of  regulation  of  rates  that  6  per  cent  upon 
the  interest,  whatever  it  may  be,  of  the  railway  companies  in  the 
property  is  a  reasonable  return. 

Is  it  your  contention  that  it  is  within  the  power  of  Congress  to 
take  over  this  property  indefinitely — that  is,  a  possession  that  may 
last  50  years,  or  100  years — and  provide  that  when  the  interest  of  the 
railway  companies  is  ascertained  in  some  such  way  as  you  point  out, 
that  the  compensation  for  the  use  of  the  property  shall  be  6  per  cent 
per  annum  upon  that  interest,  whatever  it  may  be  ? 

Mr.  Plumb.  If  Congress  concludes  that  6  per  cent  is  the  reasonable 
return,  that  would  be  the  return. 

Senator  Cummins.  That  is  the  point  that  has  not  hitherto,  I  think, 
been  brought  forward  in  these  consideration.    That  means,  then,  that 


1042        GOVERNMENT  CONTROL  AND  OPERATION   OF  RAILROADS. 

if  the  Government  wanted  to  take  possession  and  operate  the  prop- 
erty indefinitely  that  it  could  avoid  paying  to  the  railroad  companies 
the  value  of  their  interest  in  the  property.  In  other  words,  it  would 
not  be  a  taking  of  the  property,  but  would  be  the  taking,  perma- 
nently, forever,  the  use  of  the  property,  and  that  we  should  determine 
legislatively  what  that  return  would  be. 

Mr.  Plumb.  Subject,  however,  to  judicial  review- 
Senator  Cummins.  Subject  to  the  power  that  any  court  has  to  de- 
clare an  act  of  Congress  unconstitutional  because  it  takes  property 
without  due  process  of  law  ? 

Mr.  Plumb.  Yes. 

Senator  Cummins.  That  means  that  if  the  court  should  think  6  per 
cent  was  not  sufficient,  that  it  could  declare  the  act  unconstitutional? 

Mr.  Plumb.  Yes. 

Senator  Cummins.  But  if  it  is  thought  that  was  a  reasonable  return 
upon  the  value  of  the  property,  we  have  the  same  right  to  take  pos- 
session indefinitely  and  pay  at  that  rate  that  we  have  now  to  fix 
rates  that  will  return  interset  at  the  rate  of  6  per  cent. 

Mr.  Plumb.  Yes,  sir,  Senator. 

Senator  Cummins.  If  that  is  a  sound  proposition  of  law,  and  I  do 
not  say  it  is  not,  it  solves  a  great  many  of  the  troubles  about  Govern- 
ment ownership. 

Mr.  Plumb.  Just  in  conjunction  with  that  I  want  to  say  that  you 
are  not  taking  private  property  for  public  use.  You  are  reassumin£ 
the  exercise  of  a  governmental  function  which  has  been  delegated 
and  which  involves  this  private  property.  If  you  were  taking  the 
private  property  of  individuals,  I  do  not  say  that  you  could  have  the 
value  of  that  property  fixed  by  a  tribunal  and  then  say  we  will  pay 
you  a  return  on  the  value  so  fixed.  I  do  not  think  you  could  do  that 
but  when  the  Government  has  said  to  these  corporations,  "  We  will 
give  you  our  power  to  operate  a  public  highway  and  we  will  permit 
you  to  invest  so  much  money  as  may  be  necessary  in  the  exercise  of 
that  governmental  function,  and  we  will  agree  that  you  may  charge 
such  rates  as  will  give  you  a  fair  return  on  that  investment,"  if  the 
Government  reassumes  that  function  which  it  has  delegated,  all  that 
it  has  to  do  to  preserve  all  the  rights  which  it  has  given  to  the  cor- 
poration is  to  assure  a  fair  return  on  investment,  and  whether  that 
be  done  by  rental  paid  by  the  Government  or  whether  it  be  done  by 
rates  fixed  by  the  Government  is  immaterial. 

Senator  Cummins.  As  I  say,  it  is  a  new  thought  to  me.  I  have 
always  supposed  heretofore  that  when  the  Government  took  the  in- 
vestment or  the  property,  whatever  may  be  the  standard — and  there 
is  great  strength  in  your  argument  as  to  the  standard — that  it  would 
be  obliged  to  return  the  investment  if  that  is  the  standard.  In  other 
words,  that  it  could  not  permanently  take  the  investment  or  the 
property  representing  the  investment,  without  giving  back  to  the 
investors  their  money.  Your  idea  is  that  the  Government  can  keep 
the  investment  permanently  in  the  use  to  which  it  was  devoted  and 
satisfy  the  constitutional  provision  by  paying  whatever  is  a  reason- 
able return  upon  that  investment. 

Mr.  Plumb.  Yes,  sir.  And  that  must  necessarily  be  so,  because  the 
investment  when  once  made  is  irrevocably  made.  The  individual 
owners  of  that  investment  may  pass  in  and  out  and  through  the 
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organization,  but  the  investment  made  in  a  railroad  can  not  be  with- 
drawn except  by  governmental  consent.    It  is  there  forever. 

Senator  Poin  dexter.  Would  it  be  in  the  power  of  Congress  to 
enact  a  law  providing  that  hereafter  such  rates  should  be  charged 
by  railroads  for  freight  and  passenger  service  which  would  yield  not 
more  than  6  per  cent,  we  will  say,  on  the  investment  ? 

Mr.  Plumb.  I  think  not,  for  this  reason :  Laws  fixing  rates  must  be 
uniform  in  the  jurisdiction  for  which  they  are  passed.  Otherwise 
you  would  have  inequality  and  lack  of  uniformity  in  the  laws.  And 
that  corporation  would  be  most  successful  which  could  charge  the 
lowest  rate,  and  that  corporation  would  be  destroyed  which  could  not 
meet  the  rate  which  the  lowest  corporation  prescribed.  That  would 
be  destructive  of  private  interest.     It  would  not  conserve  it. 

Senator  Kellogg.  Would  not  your  plan  be  carried  out  successfully 
if  the  Congress  provided  in  substance  that  temporarily,  until  the 
reasonable  value  for  the  use  of  the  property  was  determined  for  the 
war  period,  there  should  be  paid  to  the  railroads  a  temporary  allow- 
ance, as  provided  in  the  bill,  and  either  refer  to  the  Interstate  Com- 
merce Commission  or  create  a  commission  to  immediately  determine 
what  the  Government  should  pay  for  the  use  of  the  property  in  the 
broadest  terms,  so  that  the  basis  of  arriving  at  the  reasonable  com- 
pensation which  the  Government  must  pay  would  be  left  to  the  final 
determination  of  the  commission  and  the  court?  As  the  court  will 
do  that  anyhow  why  should  be  provide  in  the  bill  a  certain  form  of 
determination  and  then  have  the  court  say  some  other  form  must 
be  adopted? 

Mr.  Plumb.  I  assume  that  if  you  provide  in  your  bill  that  all  of 
the  rights  and  privileges  which  have  been  granted  to  a  corporation 
are  to  be  ascertained  and  determined  you  have  included  everything 
that  that  corporation  can  assert  against  the  State.  Now,  if  you  do 
not  limit  it  to  that,  then  you  are  going  to  meet  exactly  what  was  met 
in  the  valuation  cases,  where  the  act  required  the  Interstate  Com- 
merce Commission  to  ascertain  the  value  of  the  carriers'  property, 
and  in  those  proceedings  there  was  no  attempt  to  find  out  what 
interests  the  carriers  had  in  their  property.  The  property  owned 
and  used  was  valued  all  alike  regardless  of  any  interest,  and  that 
was  based  on  that  act. 

Senator  Kellogg.  What  the  Constitution  requires  is  that  if  the 
Government  takes  over  the  property  it  shall  pay  a  reasonable  value 
for  its  use  based  on  some  basis,  is  it  not? 

Mr.  Plumb.  Yes. 

Senator  Kfxlogg.  We  start  with  that.  Supposing  you  were  repre- 
senting the  Government  and  you  said,  "  Well,  now,  the  basis  that  the 
court  must  take  into  consideration  is  the  amount  of  the  original  in- 
vestment with  added  investments  out  of  capital,  and  a  reasonable 
rate  of  interest  on  that."  Suppose,  on  the  other  hand,  the  roads 
should  claim  that  they  are  entitled  to  the  reasonable  value  of  the  use 
of  the  whole  property  as  it  is  now  found.  Under  your  bill  the  court 
would  be  confined  to  determine  rental  value  on  vour  basis.  Under 
a  general  bill,  to  find  the  value  of  use,  they  could  use  any  basis  that 
the  court  ultimately  determined  was  legal,  could  they  not  ? 

Mr.  Plumb.  They  could. 

Senator  Kellogg.  That  is  what  the  court  will  do  anvhow,  is  it  not? 
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Mr.  Plumb.  Not  if  you  direct  them  to  find  out  what  value  they  are 
entitled  to  under  their  charter.  When  a  railroad  asserts  a  valualk 
right  against  a  State  that  right  must  be  based  on  a  charter  grain, 
and  courts  are  not  universally  so  intelligent  that  they  observe  that 
distinction. 

Senator  Kellogg.  The  Supreme  Court  of  the  United  States  decided 
in  a  case  lately  that  where  the  legislature  undertook  to  lay  down 
the  rule  of  the  value  of  the  property,  excluding  certain  element-, 
that  the  legislature  exceeded  its  authority  and  that  the  question  was. 
What  was  the  value  of  the  use?  and  therefore  the  legislature  could 
not  limit  it  to  any  particular  form  of  inquiry  as  to  the  value,  and 
if  your  theory  was  correct  the  court  could  adopt  thai* 

Mr.  Plu3ib.  Not  when  it  is  dealing  with  any  property  other  than 
that  invested  in  public  highways.  When  it  is  dealing  with  an  indi- 
vidual's property  the  individual  can  assert  every  right  which  the 
Constitution  guarantees  to  him  and  which  he  inherits  because  he 
wTas  born  an  individual,  but  not  so  with  railroads. 

Senator  Kellogg.  I  know ;  but  the  fact  that  a  commission  was  ap- 
pointed to  find  out  what  rental  value  the  Government  must  pay  for 
the  use  of  the  property  during  war,  if  we  put  it  in  that  broad  term, 
that  commission  might  adopt  your  plan  and  the  court  might  follow 
your  plan  under  that  authority. 

Mr.  Plumb.  If  the  commission  adopted  the  plan  and  the  court 
followed  it,  yes. 

Senator  Kellogg.  Certainly.  So  that  by  saying  what  I  suggested, 
it  would  not  bar  the  court  or  bar  the  commission  from  adopting 
your  plan  of  arriving  at  the  value,  would  it? 

Mr.  Plumb.  Why,  no.  It  would  not  be  precluded  from  doing  a 
lawful  act. 

Senator  Kellogg.  Then  if  the  court  should  ultimately  decide  that 
some  other  plan  was  the  legal  one,  then  the  court  would  be  at  liberty 
to  adopt  that  one. 

Mr.  Plumb.  Th6  court  would  be  at  liberty,  but  you  would  then  go 
before  the  Supreme  Court,  before  the  Supreme  Court  would  say  you 
were  wrong. 

Senator  Kellogg.  You  might  go  to  the  Supreme  Court  under  this, 
and  the  Supreme  Court  might  say  you  are  wrong,  and  then  we  would 
have  to  come  back  for  some  more  legislation. 

Mr.  Plumb.  The  danger  to  my  mind  is  wholly  negligible  of  the 
Supreme  Court  saying  that  you  have  deprived  the  corporation  of  any 
right  when  you  have  given  it  all  it  is  entitled  to  under  its  charter. 

Senator  Kellogg.  One  other  suggestion.  In  any  event,  you  sug- 
gest that  this  payment  be  temporary,  or  this  form  of  determining 
the  compensation,  and  that  some  tribunal  be  authorized  to  find  ulti- 
mately what  it  is.  Suppose  the  original  investment  in  a  railroad 
made  a  great  many  years  ago  was,  say,  $10,000,000,  and  that  for 
many  years  it  paid  no  dividends  at  all,  and  then  for  many  years  it 
paid  6  per  cent.  What  would  you  say  was  the  present  value  on  which 
the  court  should  allow  them  interest? 

Mr.  Plumb.  Why,  in  my  opinion,  a  railroad  that  is  prudently  con- 
structed, and  providently  placed  is  entitled  to  recoup  out  of  earn- 
ings its  early  losses  ana  its  failure  to  pay  a  return,  and  if  that 
diminution  in  return  is  still  in  the  property,  it  should  be  taken  into 
account.    If  it  has  been  returned,  it  has  ceased  to  exist. 
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Senator  Kellogg.  Do  you  believe  that  it  is  possible  to  arrive  at  the 
actual  cash  investment  which  has  been  made  in  the  railroads  of  the 
United  States? 

Mr.  Plumb.  Not  in  all  cases,  no.  In  many  cases  you  can  not  find 
the  actual  cash  investment;  that  is,  the  voucher  evidence  of  the  dis- 
bursements have  been  lost  or  have  not  been  properly  kept.  But, 
wherever  that  is  the  case,  the  next  best  evidence  is  the  expert  testi- 
mony that  can  be  produced  as  to  what  it  actually  did  cost,  and  you 
do  have  records  as  to  when  it  was  built  and  what  there  is  there,  and 
that  estimate  can  be  very  accurately  made. 

Senator  Kellogg.  Yes;  I  think  that  can  in  time  be  fairly  accu- 
rately made.  If  simply  the  original  investment  in  money  was  the 
basis,  what  is  the  object  of  all  the  work  that  the  Interstate  Commerce 
Commission  has  been  doing  the  last  few  years) 

Mr.  Plumb.  If  the  Interstate  Commerce  Commission  finds  what  it 
has  attempted  to  find,  to  wit,  the  actual  cost  to  date,  which  is  the  first 
item;  the  cost  of  reproduction  new,  which  is  the  second  item;  the 
cost  of  reproduction  less  depreciation,  which  is  the  third  item ;  an 
inventory  of  the  property,  including  all  gifts,  aids,  and  donations, 
and  the  value  of  those,  then  we  have  got  the  basis  laid  on  that  data 
to  ascertain  what  the  private  interest  is  and  the  value  of  the  public 
interest  as  well. 

Senator  Kellogg.  They  stated  to  us  that  it  would  be  at  least  two 
years  before  the  inventory  is  completed,  and  Mr.  Prouty  said  yester- 
day that  it  would  be  another  year  after  that  before  the  report. 

Senator  Robinson.  That  period  does  not  involve  a  determination 
of  the  controverted  questions  that  arise  concerning  the  inventories. 
That  relates  to  the  completion  of  the  inventory  by  the  commission 
itself,  and  then  he  stated  that  it  was  anticipated  that  there  would  be 
proceedings  had  to  contest  that  and  they  would  have  to  be  deter- 
mined afterwards. 

Senator  Kellogg.  Yes ;  I  think  that  is  right.  It  would  take  three 
years  before  the  commission  could  make  its  final  report. 

Mr.  Plumb.  Its  final  tentative  valuation ;  yes,  sir. 

Senator  Kellogg.  And  then  the  controverted  questions  would  have 
to  be  decided,  although  some  of  them  they  will  pass  on  in  the  mean- 
time. ♦ 

Mr.  Plumb.  We  have  argued  four  cases  so  far. 

Senator  Kellogg.  Of  course,  I  suppose  we  can  not  wait  until  that 
time  to  determine  the  payments  that  shall  be  made  to  the  railroad 
companies.  I  take  it  that  they  can  do  that  quicker  now  than  any 
other  new  tribunal  could  do  it. 

Mr.  Plumb.  Yes;  I  think,  Senator :  that  you  will  have  to  wait  that 
long  before  you  get  a  final  determination  of  this  question,  if  the 
railroads  were  to  file  their  proceedings  before  the  1st  day  of  July,  as 
directed  here. 

Senator  Bobinson.  Well,  the  data  that  are  being  collected  now  under 
the  valuation  proceeding  would  not  be  available  for  the  purpose  of 
this  bill. 

Mr.  Plumb.  All  of  the  data  as  to  actual  cost  to  date  would  be 
available,  and  all  of  the  inventory  as  to  actual  property  in  existence 
would  be  available. 

Senator  Bobinson.  But  this  is,  as  I  understand,  upon  a  different 
basis.     Your  amendment  would  involve  first  an  investigation  of  each 
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charter  to  determine  the  rights  granted  in  the  charter,  and  then  an 
investigation  or  an  inventory  to  determine  the  value  of  the  properties 
embraced  within  the  charter  or  granted  under  the  charter- 
Mr.  Plumb.  The  inventories  would  be  identical  with  the  inventor- 
ies now  prepared.  The  method  which  I  would  suggest  to  the  Inter- 
state Commerce  Commission,  if  my  amendment  were  adopted,  would 
be  this:  That  they  would  require  the  carrier  to  file  its  petition  setting 
up  all  of  its  claims  of  value  and  setting  up  the  grant  upon  which 
that  claim  was  asserted,  which  would  require  then  a  study  on  the 
part  of  the  Interstate  Commerce  Commission  of  the  grants  which  had 
Deen  asserted.  It  would  not  require  any  further  study,  because  if 
those  grants  did  support  the  claim,  they  would  have  to  be  allowed, 
and  if  they  did  not  support  the  claim,  certainly  the  commission  would 
not  have  to  go  out  and  seek  any  further  authority  or  to  find  any 
legislation  to  controvert  the  claim,  because  if  the  grant  is  not  there, 
the  claim  does  not  exist.  Then  the  inventories  that  have  been  pre- 
pared would  be  available  for  this  purpose  and  all  of  the  examination 
as  to  cost  to  date  would  be  available  for  this  purpose. 

Senator  Robinson.  But  that  would  be  irrelevant,  would  it  not— 
much  of  it,  at  least? 

Mr.  Plumb.  I  should  think  it  would  be  all  very  pertinent.  Senator, 
because  if,  under  the  charter 

Senator  Eobinson  (interposing).  But  you  are  not  concerned  with 
what  it  cost  unless  it  comes  within  the  provisions  of  the  charter 
grant,  and  I  thought  the  point  that  you  were  making  was  that  the 
objection  to  the  proceedings  that  the  railroads  insist  upon  is  that 
they  want  to  embrace  the  property  and  rights,  or  alleged  rights, 
that  are  not  granted  to  them  and  that  the  public  has  expressly  or 
impliedly  reserved. 

Mr.  Plumb.  Yes ;  but  the  actual  cost 

Senator  Eobinson  (interposing).  The  cost  of  what? 

Mr.  Plumb.  That  which  the  carrier  has  expended  in  the  property 
is  reflected  in  the  cost  to  date,  as  reported  by  the  Interstate  Com- 
merce Commission,  and  that  report  shows  whether  the  money  came 
from  the  stockholders  and  bondholders  and  whether  it  came  out  of 
earnings,  where  it  came  from  and  how  it  was  expended,  so  that 
the  cost-to-date  report  of  the  Interstate  Commerce  Commission  woulii 
be  one  of  the  basic  things  to  be  used  in  this  determination. 

Senator  Robinson.  Of  course,  1  can  readily  see  how  much  of  the 
information  that  would  be  gathered  would  be  of  value,  but  I  can  not 
understand  how  you  can  make  all,  or  even  the  greater  part  of  the 
information,  applicable  to  this  inquiry,  because  it  is  on  a  different 
basis,  and  to  ascertain  different  facts. 

Mr.  Plumb.  The  cost  to  date  is  based  upon  expenditures  made. 
Now,  their  value,  cost  of  reproduction  now,  is  an  estimate  of  values. 

Senator  Eobinson.  Expenditures  made  would  not  all  go  in  under 
your  system.  That  is  the  very  point  I  understood  you  to  be  making. 
That  where  they  made  expenditures  out  of  surplus,  for  instance. 
that  there  were  many  considerations  under  which  they  would  not 
be  allowed  that,  unless  it  was  specifically  embraced  in  their  charter: 
unless,  in  other  words,  the  investment  was  made  under  authority 
granted  in  the  charter,  they  would  not  be  entitled  to  recover  it.  and 
therefore  it  would  be  irrelevant. 
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Mr.  Plumb.  If  the  expenditure  was  so  made  that  it  did  not  come 
within  the  provisions  01  the  charter.  Now,  this  cost  to  date  shows  . 
how  the  expenditures  were  made,  what  they  were  made  for,  and 
from  what  source  they  came,  so  that  if  in  that  cost  to  date  we  find 
a  lot  of  money  that  has  been  expended  for  a  purpose  not  authorized 
by  the  charter,  we  know  exactly  how  much  to  deduct  from  the  total 
expenditures.  And  certainly,  if  the  railroad  can  claim  only  its  in- 
vestment, it  could  not  base  any  claim  on  that  which  was  not  an 
expenditure,  so  that  that  list  of  expenditures,  that  report  of  ex- 
penditures, would  be  of  exceeding  great  value  and  exactly  the  same 
report  would  have  to  be  made  on  this  plan  of  mine. 

Senator  Watson.  I  just  want  to  asK  this  question :  Whether  your 
proposition  involves  the  original  cost  of  construction,  the  amount  of 
money  placed  in  the  land,  the  original  cost  of  construction  for  the 
railroad  itself  and  its  equipment,  plus  all  that  has  since  been  added 
out  of  capital  stock,  or  money  actually  paid  in  outside  of  the  earn- 
ings, but  that  it  has  no  reference  to  earnings,  because,  as  I  under- 
stand your  theory,  the  earnings  may  not  belong  to  the  private  in- 
dividuals that  compose  the  corporation,  or  to  the  company  ? 

Mr.  Plumb.  All  moneys  received  for  the  consideration  for  the  issu- 
ance of  securities,  or  evidences  of  indebtedness  and  properly  expended 
for  proper  purposes  are  investments,  provided  that  the  total  amount 
has  been  properly  maintained. 

Senator  Watson.  I  understand,  then,  that  would  not  mean  any 
increment  growing  out  of  earnings. 

Mr.  Plumb.  No  increment  growing  out  of  earnings,  or  the  ad- 
vanced cost  of  labor  and  material  or  the  advance  in  the  value  of  land 
units. 

Senator  Kellogg.  That  is  all  I  wish  to  ask  just  now. 

Senator  Townsend.  I  would  like  to  make  one  point  clear :  One  of 
the  considerations  that  the  Director  General  of  railroads  presents^  for 
this  legislation  is  to  prevent  any  financial  disturbance  at  this  time. 
He  has  asked  us  to  be  liberal  so  as  to  maintain  confidence  in  the  se- 
curities of  the  railroads.  Now,  I  would  like  to  ask  you  whether,  in 
your  judgment,  if  this  plan  of  yours  were  adopted  at  this  time  at 
the  beginning  of  the  legislation  on  railroads,  it  would  affect  in- 
juriously the  noldings  of  railroad  securities? 

Mr.  Plumb.  I  do  not  believe  it  would,  Senator,  for  this  reason: 
We  have  passed  through  a  long  period  of  market  declines  in  railroad 
securities,  until  at  the  present  time  the  sum  total  of  the  market  values 
of  all  securities  outstanding,  in  my  opinion,  does  not  exceed  the  ac- 
tual investment  that  has  been  made,  and  I  have  some  examples  that 
illustrate  that. 

We  have  concluded,  practically,  the  valuation  of  the  Kansas  City 
Southern.  In  that  case,  the  commission  found  that  the  cost  to  date 
was  $47,000,000.  The  Kansas  City  Southern  agrees  that  that  is  the 
expenditure  in  the  existing  property,  but  claims  a  credit  of  about 
$3,000,000  more  for  property  which  it  paid  for,  but  which  it  has  now 
abandoned  or  given  to  the  Government.  So  that  the  total  sum  of 
expenditures  made  in  the  Kansas  City  Southern  as  claimed  by  the ' 
carrier  is  $50,000,000.  They  are  capitalized  at  $99,000,000.  The  1st 
of  June  last  year  the  market  value  of  their  securities  was  approxi- 
mately $60,000,000.  The  1st  of  January  of  this  year  the  market  value 
of  their  securities  was  approximately  '$42,000,000  or  $43,000,000. 
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Take  the  Pennsylvania,  which  is  ordinarily  supposed  to  represent 
investment.  That  has  been  below  its  par  for  more  than  six  months; 
so  far  below  its  par  that  I  think  all  of  the  fictitious  securities  ha?e 
been  absorbed,  and  I  think  Pennsylvania  at  its  present  quotation  rep- 
resents not  more  than  it  is  entitled  to  represent,  perhaps  a  little  less. 

I  think  the  same  is  true  of  the  Chicago,  Milwaukee  &  St.  Paul  I 
think  it  is  generally  true  of  railroad  securities. 

As  to  the  effect  on  financial  conditions,  if  it  be  true  that  present 
quotations  very  nearly  approximate  actual  investment  values,  then 
tne  adoption  01  this  measure  could  not  serve  to  further  depress  those 
securities,  because  they  would  be  assured  of  at  least  that  much  value. 
It  ought  to  have  some  slight  tonic  effect  in  that  they  would  be  assured 
for  a  considerable  period  of  a  return  considerably  in  excess  of  that 
which  would  be  required  to  support  their  present  values  on  an  in- 
vestment basis. 

To  my  mind  the  facility  with  which  the  Government  has  marketed 
its  $8,000,000,000  of  bonds  during  the  past  year  has  been  greatly  in- 
creased because  there  was  a  depressed  market  in  railroad  securities 
We  have  outstanding  $21,000,000,000  of  railroad  securities,  $4,000,- 
000,000  of  it  duplicate,  and  $17,000,000,000  original. 

The  American  people  have  absorbed  that  $17,000,000,000  in  80  yeare 
of  railroad  development,  and  at  the  end  of  80  years  that  absorption 
is  not  sufficient  to  support  more  than  50  or  60  per  cent  of  their 
market  value. 

In  this  emergency  we  are  required  to  put  out  by  the  Government 
estimated  at  $20,000,000,000  to  $25,000,000,000  of  securities— a  sum 
vastly  in  excess  of  the  total  railroad  securities.  Finally,  now,  to 
afford  the  railroads  the  hope  of  a  permanent  arrangement  that  would 
bring  this  security  back  to  the  basis  on  which  they  were  quoted  a 
year  ago,  and  which  will  be  far  above  the  investment  basis,  then, 
necessarily  we  have  offered  a  field  for  investment  of  the  difference 
between  the  then  quotations  and  the  quotations  to-day;  and  if  we 
create  that  attractive  field  for  investment,  so  many  millions  or  bil- 
lions of  dollars  will  be  diverted  from  the  fund  which  we  could 
interest  in  Government  securities. 

If  railroad  securities  markedly  appreciate,  it  is  not  in  the  psy- 
chology of  the  investor  to  sell  an  appreciating  security  in  order  to 
invest  in  a  stable  security.  It  is  in  the  psychology  of  the  investor  to 
sell  a  depreciating  security  in  order  to  get  a  stable  security.  That 
merely  means  that  if  we  now  increase  the  market  valuation  of  rail- 
road securities  to  such  an  extent  that  they  become  a  desirable  pur- 
chase, the  money  that  goes  into  the  purchase  of  those  securities  will 
not  be  available  for  the  purchase  of  Government  securities. 

I  am  not  a  banker,  I  am  not  a  financier,  but  those  principles,  to  my 
mind,  are  so  logical  and  so  self-evident  that  it  does  not  require 
experience  as  a  banker  or  a  financier  to  give  them  approbation. 

Senator  Watson.  I  would  like  to  ask  you  another  question,  if  yoo 
please.  I  was  not  here  this  morning.  I  am  trying  to  get  your  view- 
point all  the  way  through.  As  I  understand  it,  the  rate  that  yoo 
want  to  have  fixed  is  to  be  based  upon  the  cost  of  construction  plus 
whatever  increase  may  have  been  made  in  capital  stock  from  the 
sale  of  securities,  and  nothing  more. 

Mr.  Plumb.  Yes. 
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Senator  Watson.  Now,  let  us  suppose  a  case;  and  if  you  have 
answered  it,  you  need  not  go  over  it.  I  can  get  it  in  the  hearings 
when  I  read  your  testimony.  Suppose  here  is  a  corporation  that  has 
expended  all  of  its  earnings — distributed  them  as  dividends  among 
the  stockholders.  They  have  taken  the  money  and  spent  it,  and  it  is 
gone.  Here  is  another  corporation  that  for  a  series  of  years  put  all 
the  earnings  back  into  the  railroads.  How  do  you  equalize  that 
under  your  system?  The  Government  gets  more  in  one  instance 
than  it  gets  in  another  instance,  and  does  not  your  system  in  a  way 
penalize  the  people  that  have  been  provident  and  have  put  the 
earnings  back  into  the  railroad  to  build  it  up  and  in  a  sense  favor 
those  who  have  been  less  provident  and  who  have  expended  all  their 
earnings  in  a  personal  way? 

Mr.  Plumb.  If  they  have  expended  all  the  earnings  in  a  personal 
way  to  such  an  extent  that  they  have  failed  to  maintain  the  integrity 
of  the  original  investment,  then  they  have  lessened  their  investment, 
and  they  will  get  less  for  it.  If  they  have  gotten  a  fair  return  and 
have  put  more  than  a  fair  return  back  into  the  property,  they  have 
done  that  which  their  charter  required  them  to  do;  and  if  they  have 
taken  it  out  in  dividends,  have  fairly  maintained  the  property  so 
that  there  is  no  diminution  of  investment,  and  have  paid  all  of  their 
profits  in  dividends  and  gotten  away  with  it,  I  can  not  see  how  we 
are  going  to  get  it  back. 

Senator  Watson.  No  ;  of  course  we  could  not  get  that  back.  That 
is  gone. 

Mr.  Plumb.  The  Government  by  its  complaisance  and  its  failure  to 
regulate  has  been  legally  deprived  of  that  which  really  belonged  to  it, 
and  I  do  not  see  how  it  is  going  to  get  it  back,  but  in  the  other  case, 
where  they  did  put  back  into  the  property  surplus  earnings  in  addi- 
tion to  their  fair  return,  that  "swag  is  still  in  the  cupboard,"  and 
under  the  jurisdiction  of  the  Government,  and  they  have  not  gotten 
away  with  it.  It  is  there  yet,  and  we  are  entitled  to  the  benefits  of  it, 
and  we  can  keep  it. 

Senator  Kellogg.  The  question  of  the  past  is  rather  an  important 
question  in  dealing  with  these  matters.  You  take  it  in  Minnesota.  I 
went  there  53  years  ago.  There  were  no  railroads  there  of  any  im- 
portance. Do  you  think  we  could  have  gotten  a  railroad  built  in  that 
country  under  your  basis  ? 

Mr.  Plumb.  I  do  not  think  you  could,  and  I  do  not  think  you  did. 
Fifty-three  years  ago  charters  were  very  liberal,  and  all  that  those 
charters  gave  you  at  that  time  you  are  entitled  to  and  the  railroad  is 
entitled  to.  I  would  not  take  away  from  them  one  single  advantage 
that  they  got  under  the  law. 

Senator  Kellogg.  If  you  go  back  and  take  a  railroad  in  Minnesota, 
which,  say,  twice  went  through  the  hands  of  receivers,  and  in  many 
years  did  not  pay  any  dividends  whatever,  and  what  they  earned  in 
dividends  was  put  in  the  property,  and  if  you  go  back  and  recast  the 
accounts  and  deduct  what  they  took  and  paid  into  the  property,  why 
you  would  not  do  justice,  would  you? 

Mr.  Plumb.  There  is  no  warrant  for  going  back  of  a  receivership, 
where  the  investors  have  taken  their  loss  and  gotten  out  and  a  new 
investor  comes  in  on  the  merits  of  the  proposition.  There  is  cer- 
tainly no  warrant  in  that  case  for  giving  to  this  new  investor  the  loss 
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which  the  previous  investor  sustained  and  was  willing  to  give  up  in 
order  to  be  relieved  of  his  responsibility. 

If  the  committee  is  through,  I  want  to  introduce  to  you  our  statisti- 
cian, Dr.  Frank  J.  Warren. 

Senator  Gore.  Let  me  ask  you  one  question. 

Mr.  Plumb.  Yes,  sir. 

Senator  Gore.  I  was  not  here  when  you  began  this  morning.  Have 
you  expressed  an  opinion  with  reference  to  where  the  power  to  make 
rates  should  be  vested?  Whether  it  should  continue  to  be  reposed  in 
the  Interstate  Commerce  Commission  during  this  governmental 
operation? 

Mr.  Plumb.  I  expressed  a  little  while  ago  my  view  that  when  the 
operation  of  these  railroads  was  taken  over  by  the  Government,  the 
Grovernment  merely  assumed  such  functions  as  the  corporation  exer- 
cised prior  to  taking  over. 

Senator  Gore.  Yes ;  I  remember  that. 

Mr.  Plumb.  And  in  the  absence  of  an  express  conferring  of  other 
powers,  why  no  other  powers  were  vested. 

Senator  Gore.  I  understood  that. 

Mr.  Plumb.  As  to  the  advisability,  it  seems  to  me  that  the  long 
experience  of  the  Interstate  Commerce  Commission,  the  data  which 
they  have  at  their  control  would  be  of  infinitely  more  value  to  the 
Government  in  fixing  rates  than  the  individual  judgment  of  any  one 
person,  and  furthermore,  the  fixing  of  a  rate  is  never  an  emergency 
matter.  A  question  of  operation  may  be  of  extreme  urgency,  and 
may  have  to  be  decided  in  a  moment,  but  the  question  of  what  rates 
shall  be  charged  certainly  can  not  be  an  emergency  question  that  re- 
quires immediate  action  or  immediate  judgment. 

Senator  Gore.  I  do  not  see  how  rates  could  hardly  become  a  mili- 
tary matter.  That  is  a  financial  and  commercial  proposition  in  its 
nature. 

Senator  Kellogg.  If  you  are  through,  I  want  to  ask  one  word 
about  one  section  of  the  bill,  section  9 : 

The  President  is  hereby  authorized,  while  the  carriers  are  under  Federal 
control,  to  direct  that  the  Federal  workmen's  compensation  act  of  September. 
nineteen  hundred  and  sixteen,  shall  be  extended  so  as  to  apply  to  the  carriers' 
employees  on  such  terms  and  conditions  as  will  give  due  consideration  to  the 
remedies  available  under  State  compensation  laws  or  otherwise. 

Are  you  in  favor  of  that? 

Mr.  Plumb.  I  understand  that  Mr.  Anderson,  for  the  administra- 
tion, has  secured  the  advice  and  help  of  Judge  Mack  in  preparing  an 
amendment  to  that  section. 

Senator  Robinson.  That  is  true. 

Mr.  Plumb.  And  when  that  amendment  is  presented  he  will  have 
no  objection  to  it.    It  is  satisfactory  to  us. 

Senator  Watson.  Do  you  know  what  the  amendment  is? 

Mr.  Plumb.  I  know  it  in  substance,  but  I  would  not  attempt  to 
repeat  it.  We  have  just  conferred  about  it  orally,  and  I  have  not  seen 
it  in  type. 

Senator  Kellogg.  You  are  in  favor  of  the  principle? 

Mr.  Plumb.  If  we  are  Government  employees,  certainly.  If  ve 
are  not  Government  employees,  I  do  not  see  how  we  can  be  brought 
under  any  Federal  compensation  act. 
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Senator  Watson,  That  is  the  point.    Are  you  or  are  you  not? 

Mr.  Plumb.  We  do  not  know.    We  have  asked  for  light. 

Senator  Watson.  We  do  not  know  either. 

Senator  Gore.  That  is  a  matter  that  should  not  be  left  in  the 
clouds. 

Mr.  Plumb.  It  seems  to  me  there  should  be  some  pronouncement, 
and  I  understand  there  will  be,  and  therefore  I  have  not  touched  on 
that  question  at  all. 

Senator  Kellogg.  I  would  like,  if  we  could,  when  that  measure 
comes  before  the  committee,  to  have  the  expression  of  the  railroad 
brotherhoods  on  that  subject,  because  I  have  received  some  let- 
ters on  it. 

Senator  Watson.  So  have  I. 

Senator  Kellogg,  Pro  and  con  on  that  question — some  protesting 
against  it ;  not  from  the  brotherhoods,  however. 

Mr.  Plumb.  Yes. 

Senator  Kellogg.  And  some  in  favor  of  it.  Some  years  ago  I 
argued  a  case  for  the  four  brotherhoods  involving  that  question; 
that  is,  I  argued  a  question  before  a  commission  appointed  by  Con- 
gress, and  I  would  like  to  know  what  their  attitude  is  as  to  applying 
a  workmen's  compensation  act  to  the  employees. 

Mr.  Plumb.  If  I  may  ask  Mr.  Wills  to  answer  that  question — he 
stands  right  behind  you. 

Mr.  Wills.  When  the  brotherhoods  feel  that  the  proper  time  ar- 
rives, I  have  no  doubt  but  what  they  would  like  to  be  heard,  but 
not  at  present. 

Senator  Kellogg.  They  are  asking  us  to  put  that  clause  into  this 
bill — the  Government  is;  that  is,  the  administration. 

Mr.  Plumb.  There  will  be  a  new  draft  presented,  and  as  soon 
as  that  is  ready  we  will  be  glad  to  present  our  views. 

Senator  Underwood.  Let  me  call  your  attention  to  one  proposi- 
tion. The  committee  is  to  close  its  hearings  to-morrow,  and  to  allow 
Friday  and  Saturday  for  argument.  Of  course  that  has  been  acted 
upon  by  the  committee  subject  to  change  by  the  committee,  but  that 
action  stands.  That  might  foreclose  the  opportunity  for  us  to  hear 
your  expression  on  that. 

Mr.  Plumb.  Might  I  ask,  Senator,  who  the  participants  in  the 
argument  will  be? 

Senator  Underwood.  I  do  not  know  that.  The  action  of  the  com- 
mittee in  executive  session  was  to  the  effect  that  the  hearings  should 
close  to-morrow  night  and  that  an  opportunity  on  Friday  and  Satur- 
day should  be  given  to  those  who  desired  to  discuss  the  bill  from  a 
legal  standpoint,  or  to  make  the  arguments  in  the  case.  I  suppose 
we  have  left  the  question  of  who  shall  appear  in  those  matter  to  the 
chairman  of  the  committee,  and  I  have  not  consulted  with  him.  He 
is  out  right  now,  but  I  suppose  he  is  arranging  the  time  for  the  gen- 
tlemen who  desire  to  be  heard  on  that  question. 

Mr.  Plumb.  I  did  not  know  whether  it  would  be  appropriate  or 
not,  but  it  occurred  to  me  that  if  the  corporate  interests  were  to  be 
represented  in  a  final  argument,  I  consider  their  interest  only  about 
two-thirds  as  much  as  our,  and  we  might  like  the  privilege  of  par- 
ticipating, too. 
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Senator  Robinson.  I  think  there  will  be  no  objection  or  difficulty 
about  that. 

Senator  Underwood.  That  was  not  the  proposition. 

Senator  Bobinson.  The  proposed  amendment  is  now  being  printed 
and  it  will  be  available  within  an  hour  or  two,  in  all  probability, 
for  those  who  are  interested  in  it  to  study  it,  and  I  suggest  that  we 
leave  the  consideration  of  that  amendment  until  it  is  available,  and 
proceed  with  the  hearing. 

Mr.  Bristow  vacated  the  chair  very  kindly  two  or  three  days  ago, 
and  I  understand  that  he  wants  to  proceed  now.  It  will  not  require 
very  long  for  him  to  conclude  his  testimony  and  he  is  anxious  to 
finish  and  I  think  it  would  be  fair  for  hiiii  to  do  so.  Of  course,  you 
may  then  present  your  additional  witnesses,  Mr.  Plumb,  and  it  may 
be  printed  following  your  testimony  in  the  record. 

Senator  Bristow,  are  you  ready  to  proceed? 

Senator  Underwood.  "Mr.  Plumb,  I  asked  you  this  morning  if  you 
would  furnish  us  with  a  copy  of  the  amendment  which  you  proposed 
to  section  13.    Will  you  furnish  that  to  the  stenographer? 

Mr.  Plumb.  That  was  drawn  not  as  an  amendment  to  section  13, 
but  as  an  additional  amendment  to  section  14. 

Senator  Underwood.  Will  you  furnish  it  for  the  record? 

Mr.  Plumb.  Yes,  sir;  I  will  be  glad  to  do  so. 

(The  amendment  referred  to  is  here  printed  in  full,  as  follows:) 

DRAFT  OF  6VCGKSTED   AMENDMENT  TO   H.   R.    8172. 

Sec.  34.  That  this  act  and  every  provision  thereof  shall  be  considered  emer- 
gency legislation  required  to  meet  the  conditions  brought  about  by  the  existence 
of  the  war;  that  this  act  and  every  provision  thereof  shall  not  be  considered 
as  construing  or  determining  any  private  right,  privilege,  or  interest  in  any  of 
the  systems  of  transportation  affected  thereby,  nor  shall  it  be  considered  as 
construing  or  determining  any  of  the  public  rights  existing  in  such  systems  of 
transportation,  and  that  this  .act  and  each  and  every  of  the  provisions  thereof 
shall  not  hereafter  be  considered  a  precedent  for  the  determination  of  such  pri- 
vate or  public  rights,  or  as  in  any  way  affecting  the  determination  of  such 
rights ;  that  upon  the  termination  of  the  Federal  control  of  transportation  sys- 
tems as  herein  provided  the  status  of  private  and  public  transportation  sys- 
tems shall  be  restored  to  the  status  as  it  existed  before  this  act  was  passed. 

STATEMENT  OF  MB.  JOSEPH  L.  BRISTOW— Resumed. 

Senator  Robinson.  It  was  the  understanding  the  other  day  when 
you  vacated  the  chair,  Mr.  Bristow,  that  Senator  Poindexter  desired 
to  ask  somo  questions. 

Senator  Poindexter,  I  did  ask  some  questions  before  Senator  Bris- 
tow left  the  stand,  and  my  purpose  in  asking  him  to  return  was  to 
give  him  an  opportunity  "to  answer  those  questions  relating  to  the 
question  involved  in  the  thirteenth  section  of  this  bill,  as  to  whether 
or  not  we  are  to  fix  a  brief  time  limit,  or  whether  or  not  we  are  to 
leave  that  undetermined. 

My  idea  in  asking  the  questions  was  to  show  some  of  the  condi- 
tions under  the  present  management  of  the  roads. 

Mr.  Bristow.  I  will  read  a  list  of  roads  showing  the  per  cent  re- 
turn applicable  to  common  stock.  I  was  requested  to  furnish  a  cop? 
of  the  list  to  Commissioner  Anderson  in  order  that  he  might  check  it 
up.  I  have  here  copies  of  the  list  of  roads  and  the  authorities  from 
wnich  these  figures  were  obtained. 
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(The  statement  referred  to  is  here  printed  in  full,  as  follows:) 

Average  rate  of  return  upon  capital  and  common  stock  for  the  8-year  period, 

1915-1911. 

[25  roads  or  systems,  operating  112,000  miles  in  1916.] 


Atchison,  Topeka  &  8anta  Fe  System. .. 

Union  Pacific  System 

Southern  Pacific  System 

Chicago,  Milwaukee  &  St.  Paul 

Chicago,  Burlington  &  Quincy 

Chicago  &  Northwestern 

Great  Northern 

Northern  Pacific 

Minneapolis,  St.  Paul  &  Sault  Ste.  Marie 
Chicago.  St.  Paul,  Minneapolis  &  Omaha 

Pennsylvania  System 

New  York  Central  Lines 

Baltimore  A  OhioR.  R 

Reading  System 

Delaware,  Lackawanna  A  Western 

Lehigh  Valley 

Central  R.  R.  of  New  Jersey 

Delaware  &  Hudson. 

Illinois  Central 

Louisville  &  Nashville 

Norfolk  &  Western 

Atlantic  Coast  Line 

Central  of  Georgia 

Nashville,  Chattanooga  &  St.  Louis 

Cincinnati,  New  Orleans  &  Texas  Pacific 

Average  25  roads  or  systems , 


Per  cent  of 
return  appli- 
cable to  all 
capital  stock 
outstanding. 

Per  cent  of 
dividends 
paid  on  pre- 
ferred stock. 

Per  cent  of 
return  appli- 
cable to 
common 
stock. 

0.67 
11.44 
11.68 

6.36 
25.16 
10.55 

0.67 

0.75 
11.43 

0.35 
10.63 
13.07 

6.84 
11.64 
20.02 
11.31 
10.40 
11.38 
10.82 
16.14 
12.10 
10.48 

0.01 
12.77 
40.40 

6.00 
4.00 

12.33 
14.76 
11.66 

7.00 

5.75 
25.16 

6.00 

10.00 
0.07 

0.75 

7.00 
7.00 

13.G5 
10.74 
10.  H3 

13.07 

4.00 

6.55 
11.64 

20.03 

11.31 

10.49 

11.38 

10.82 

16.14 

4.00 
6.00 
6.00 

13.83 
10.40 
21.62 
12.77 

5.00 

60.60 

11.21 

12.02 

Note. — The  figures  for  the  8  eastern  roads  are  taken  from  the  exhibit  filed  hy  the  car- 
riers in  the  Fifteen  Per  Cent  case  (Ex  Porte,  67).  The  figures  for  the  A.  T.  &  S.  F.  for 
1917  are  taken  from  the  annual  report  of  that  company  to  its  stockholders.  For  these 
0  roads  the  figures  are  actual  for  the  three  years.  All  of  the  figures  for  the  other  10 
roads  for  1917  are  not  available.  For  1915  and  1916  they  are  taken  from  the  exhibit 
filed  by  the  Interstate  Commerce  Commission  with  the  Senate  Interstate  Commerce  Com- 
mittee ;  and  the  net  lailway  operating  Income  for  1917  is  taken  from  the  same  source, 
except  that  system  figures  for  the  Union  Pacific  and  Southern  Pacific  are  taken  from 
reports  to  the  Interstate  Commerce  Commission  for  various  affiliated  roads  and  combined 
into  system  figures.  Whatever  increase  or  decrease  Is  shown  in  such  net  operating  Income 
from  compared  with  1910  for  each  road  has  been  added  to  or  deducted  from  the 

net  corporate  income  for  1916.  and  the  same  amount  of  stocks  and  bonds  outstanding  as 
shown  for  1916  has  been  used  for  1917.  Whatever  error  this  method  may  develop  is  not 
thought  to  be  sufficient  to  materially  nffect  the  result,  as  the  figures  are  actual  for  the 
three  years  for  9  roads  and  for  the  other  16  roads  they  are  actual  for  two  of  the  three 
years  and  to  a  considerable  extent  for  the  third. 

Mr.  Bristow.  I  made  the  statement  that  I  thought  the  Missouri 
Pacific  Bailroad,  upon  the  basis  of  compensation  provided,  would 
have  a  deficit  and  that  it  would  not  furnish  it  with  a  sufficient  revenue 
to  pay  the  interest  on  its  bonded  debt.  Upon  further  inquiry  I  find 
that  its  return  for  1917  was  so  much  better  than  for  1916  and  1915 
that  it  would  have  a  small  surplus  after  paying  the  interest  on  its 
bonded  indebtedness.  I  also  stated  that  the  M.  K.  &  T.  would  not 
have  sufficient.  I  find  upon  examination  that  the  M.  K.  &  T.  would 
have,  taking  the  three  years,  $491,000  as  surplus  over  and  above  the 
interest  on  its  bonded  obligations  that  might  be  applied  to  the  pay- 
ment of  dividends  on  $76,000,000  of  stock,  so  that  the  return  would 
be  a  small  fraction  of  1  per  cent. 

I  have  here  a  list  of  some  of  the  roads  which  under  this  compensa- 
tion rule  provided  would  not  have  a  sufficient  return  to  pay  interest 
on  their  bonded  obligations. 
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(The  statement  referred  to  is  here  printed  in  full,  as  follows:) 

There  were  several  roads  which  did  not  earn  interest  charged  in  the  fiscal 
years  1915  and  1916,  for  which  no  figures  have  been  published  for  the  fiscal 
year  1917.    Among  such  roads  are: 

Mile* 

International  &  Great  Northern 1,159 

Ran  Antonio  &  Aransas  Pass  (bonds  are  guaranteed  by  Southern  Pacific).  724 

Duluth,  South  Shore  &  Atlantic  (controlled  by  Canadian  Pacific) 603 

New  Orleans,  Mobile  &  Chicago  (formerly  owned  by  Frisco  and  Louis- 
ville &  Nashville) 402 

Trinity  &  Brazos  Valley  (formerly  controlled  by  Rock  Island  and  Colo- 
rado Southern) 357 

Colorado  Midland 337 

Louisiana  Railway  &  Navigation  Co 3o0 

Missouri,  Oklahoma  &  Gulf 333 

Tennessee  Central 283 

Kansas  City,  Mexico  &  Orient 738 

and  several  other  lines  operating  less  mileage. 

Mr.  Bbistow.  The  International  &  Great  Northern,  which  I  believe 
is  a  Texas  road,  1,159  miles  in  length;  San  Antonio  &  Aransas  Pass, 
724  miles  in  length;  Duluth,  South  Shore  &  Atlantic,  603  miles ;  New 
Orleans,  Mobile  and  Chicago,  402  miles;  Trinity  &  Brazos  Valley, 
357  miles;  Colorado  Midland,  337  miles;  Louisiana  Railway  &  Navi- 
gation Co.,  350  miles;  Missouri,  Oklahoma  &  Gulf,  333  miles;  Tenn- 
essee Central,  283  miles;  Kansas  City,  Mexico  &  Orient,  738  miles; 
and  there  are  several  other  lines  that  would  not. 

As  to  the  inquiries  made  by  Senator  Poindexter,  as  I  understood 
the  Senator,  one  was  in  regard  to  back  hauls- 

Senator  Poindexter.  And  the  other  in  regard  to  the  suppression 
by  the  railroads  of  water  competition? 

Mr.  Bristow.  Yes.  Just  what  phase  of  those  two  questions  the 
Senator  wanted  me  to  discuss  was  not  exactly  clear.  I  suppose  by 
back  haul  you  refer  to  what  is  commonly  known  as  the  effects  of 
the  long-and-short  haul  controversy.     See  if  I  get  your  point. 

As  it  is  now,  or  as  it  used  to  be,  and  I  understand  it  is  yet,  on  a  car- 
load of  merchandise,  for  instance,  the  rate  from  Chicago  to  Spokane 
would  be  a  fixed  amount ;  we  will  say,  for  illustration,  $1  a  hundred. 
From  Chicago  to  Seattle,  beyond  Spokane,  would  be  the  same. 

Senator  Poindexter.  No.    That  is  not  it,  Senator. 

Mr.  Bristow.  Oh,  excuse  me.  It  is2  we  will  say,  from  Chicago  to 
Seattle  $1  per  hundred,  and  from  Chicago  to  Spokane  it  is  $1  plus 
the  rate  from  Seattle  back  to  Spokane. 

Senator  Poindexter.  That  illustrates  the  principle.  There  are 
some  variations  from  that,  sometimes  more  than  that  and  sometimes 
less,  but  the  phase  of  the  question  that  is  relevant  to  this  inquiry 
and  that  I  intended  to  ask  you  about  was  the  amount  of  unnecessary 
transportation  involved  in  that  system  in  the  double  haul  to  Seattle 
and  back  to  Spokane,  instead  of  putting  the  goods  on  at  Spokane  or 
in  making  the  rates  based  upon  that. 

Mr.  Bristow.  Senator,  I  think  the  fundamental  difficulty  that  has 
been  developed  as  a  result  of  that  system  is  in  the  congestion  of 
terminals.  As  a  matter  of  fact,  the  merchandise  is  not  hauled,  except 
in  exceptional  cases,  from  Chicago  to  Seattle  and  back  to  Spokane. 
It  stops  at  Spokane  and  the  railroad  collects  the  same  rate  from  the 
shipper  at  Spokane  as  it  would  have  collected  if  it  did  carry  it  on  to 
Seattle  and  brought  it  back  again. 
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Senator  Poindexter.  In  the  majority  of  cases,  of  course,  the  sys- 
tem develops  a  great  depot  at  Seattle,  with  resulting  shipments  back 
of  a  certain  percentage  of  the  supplies  of  the  interior  country. 

Mr.  Bristow.  I  will  illustrate  this  by  citing  the  situation  in  and 
around  Kansas  City,  because  I  am  so  much  more  familiar  with  it 
and  I  can  illustrate  the  idea.  The  rates  in  this  country  have  been 
made  so  as  to  congest  the  industries  in  certain  commercial  centers. 
They  have  basing  lines  and  certain  points  to  and  from  which  rates 
are  made.  The  result  of  that  at  Chicago  and  Kansas  City  and  at 
other  similar  points  is  that  a  large  quantity  of  the  merchandise  is 
congregated  there  and  then  it  is  distributed  from  there. 

Great  industries  are  built  up  there  by  an  artificial  rate-making 
system  that  otherwise  would  not  have  been  built  up  in  these  centers 
if  the  rates  had  been  normal  and  based  upon  the  service  rendered. 

There  are  some  large  packing  houses  at  Kansas  City.  It  is  a  great 
traffic  center.  Some  25  or  30  years  ago  I  remember  when  there  were 
small  packing  houses  in  other  points  near  Kansas  City.  Those  have 
all  been  put  out  of  business  practically,  and  the  business  has  been 
centered  m  Kansas  City,  where  the  big  packing  houses  are  located, 
and  that  was  done  by  a  system  of  railway  rates,  making  low  rates 
into  Kansas  City,  sometimes  a  less  rate  into  Kansas  City  from  where 
the  live  stock  grew,  out  in  western  and  central  Kansas,  than  to  the 
intermediate  points.  And  then  the  rate  on  the  dressed  product 
from  Kansas  City  back  to  the  points  of  consumption  would  be  the 
same  as  if  the  articles  had  been  shipped  from  points  between  the 
point  of  consumption  and  Kansas  City. 

The  result  has  been,  as  I  said  before  the  Newlands  committee, 
every  steer  that  grows  in  central  or  western  Kansas  makes  a  trip 
or  two  to  Kansas  City  and  back  during  his  life.  He  may  be  born  out 
in  western  Kansas  in  the  grazing  region,  and  when  the  producer  of 
this  animal  sells  him  he  mav  not  be  a  feeder.  He  wants  to  sell  him 
to  somebody  who  buys  cattle  and  feeds  them  but  does  not  grow 
them.  A  carload  or  a  trainload,  as  the  case  may  be,  of  these  young 
cattle  is  gathered  up  and  sent  to  Kansas  City,  and  there  the  pro- 
ducers buy  them  and  ship  them  back,  because  that  has  been  made 
the  market.  That  shipment  may  be  100  miles;  it  may  be  300  miles 
into  this  market.  It  has  been  made  the  market  by  a  system  of  rates 
that  are  inequitable  and,  I  think,  unjust.  This  buyer  will  purchase 
his  carload,  or  a  number  of  carloads,  in  Kansas  City,  and  they  are 
shipped  back  to  be  fed. 

I  have  known  them  to  go  back  into  the  same  county  where  they 
were  shipped  from  and  fed  and  then  shipped  to  Kansas  City  for 
butcher,  and  sometimes  they  are  bought  by  dealers  there  and  finished 
in  another  way  in  the  process  of  producing  the  higher  grade  meats, 
and  they  are  shipped  out  again  to  a  feeder  somewhere,  and  then 
ultimately  back  again. 

This  system  has  been  developed  because  it  creates  business — trans- 
portation business.  The  railways  are  in  business  for  profit,  for  gain ; 
and,  like  any  other  business  institutions,  if  they  can  develop  business 
that  is  profitable,  they  desire  to  do  it.  If  they  can  so  arrange  their 
rates  and  their  schedules  as  to  create  profitable  business,  why,  it  is 
to  their  commercial  and  financial  interest  to  do  so ;  so  the  centering 
of  the  business  that  I  am  now  discussing,  in  Kansas  City,  so  as  to 
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get  this  movement  of  live  stock,  and  then  the  shipment  of  the 
products — the  manufactured  meat,  the  dressed  products — back  into 
the  country  50  or  100  or  250  or  400  miles,  as  the  case  may  be,  creates 
a  higher  and  better  paying  business. 

Senator  Poindexter.  Let  me  ask  you  there  what  you  mean  by 
"business"?    Do  you  mean  transportation  business? 

Mr.  Bristow.  Yes ;  it  gives  them  more  profit  out  of  the  business. 
It  develops  transportation  business  for  the  carriers.  Now,  that  sys- 
tem has  prevailed  throughout  the  United  States,  and  it  has  resulted 
in  the  creation  of  a  lot  of  unnecessary  business,  because  it  pays  the 
carriers  to  handle  it. 

b  There  have  only  been  a  few  periods  in  the  history  of  transporta- 
tion in  the  United  States  where  the  railroads  have  had  more  busi- 
ness than  they  could  do.  We  seem  to  be  in  one  of  those  periods 
now.  There  have  not  been  many  of  them.  They  have  sought,  in 
my  experience,  always  to  develop  all  the  business  they  could. 

I  think  that  the  system  of  rate  making  which  has  resulted  in  this 
congestion  of  business  in  certain  great  terminals,  at  the  expense  of 
the  smaller  commercial  communities,  has  been  very  unjust,  and  we 
passed,  as  Senator  Poindexter  remembers,  some  years  ago  an  amend- 
ment to  the  interstate  commerce  law,  known  as  the  long-and-short- 
haul  clause,  or  section  4,  to  stop  it 

It  has  not  been  successful  vet,  because,  unfortunately,  the  Inter- 
state Commerce  Commission  has  not  enforced  its  provisions  as  was 
expected  that  it  would,  and  if  it  had  been  effective  and  the  principle 
that  is  outlined  in  that  legislation  had  been  applied,  a  great  deal  of 
the  congestion  which  we  now  have  would  not  exist. 

I  might  illustrate  this  in  many  other  ways.  What  I  have  said 
in  regard  to  live  stock  simply  illustrates  the  system,  and  it  is  ap- 
plied to  many  industries.  I  remember  when  we  had  a  paper  mill 
at  Lawrence,  Kans.,  that  was  doing  a  very  prosperous  business  with 
about  300  employees ;  it  was  bought  by  a  syndicate,  or  concern  that 
was  engaged  in  the  purchase  of  these  things,  and  ultimately  junked 
because  the  rate  system  made  it  more  profitable  for  them  to  manu- 
facture the  paper,  which  had  been  manufactured  there  or  some  other 
central  point. 

So  that  the  whole  system,  as  developed,  has  been  looking  toward 
the  creation  of  long  hauls  as  against  short  hauls. 

Taking  it  in  my  own  town — or  in  my  own  community,  I  should 
say — McPherson  is  35  miles  south  of  Salina,  Kans.  We  have  a  num- 
ber of  wholesale  grocery  houses  in  Salina.  Kans.  The  Union  Pacific 
runs  from  Salina  to  McPherson.  The  Santa  Fe  runs  from  Salina 
to  McPherson,  but  to  ship  from  Salina  to  McPherson  over  the  Santa 
Fe  the  merchandise  must  be  carried  from  Salina  to  Strong  City, 
a  distance,  as  I  remember,  of  about  80  or  90  miles;  and  from  Strong 
City  is  taken  by  the  Santa  Fe  to  McPherson,  a  similar  distance.  I 
may  be  somewhat  mistaken  in  these  miles,  but  it  will  make  a  move- 
ment of  that  merchandise  of  at  least  150  miles,  while  if  it  was  shipped 
over  the  Union  Pacific  it  would  go  35  miles  on  a  straight  line  south 

Now,  the  Santa  Fe  has  made  rates  to  meet  the  Union  Pacific  rate 
between  Salina  and  McPherson,  and  it  carries  that,  or  it  used  to, 
I  do  not  know  whether  it  does  now  or  not,  since  the  cars  have  be- 
come in  such  demand,  but  it  used  to  set  a  car  out  at  Salina  so  many 
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times  a  week  to  be  filled  with  merchandise  to  be  shipped  to  Mc- 
Pherson,  and  that  car  would  be  carried  this  150  miles,  and  the  Santa 
Fe  would  receive  the  same  rate  as  the  Union  Pacific  would  if  it  had 
carried  it  35  miles. 

Yet  it  charged  all  intermediate  points  that  were  farther  than  35 
miles  a  higher  rate  than  it  charged  at  McPherson.  It  charged  the 
mileage  rate  on  all  intermediate  points,  but  when  it  got  to  McPherson 
it  met  the  short-line  rate. 

Now,  as  I  understand,  Senator,  what  you  have  in  mind  that  these 
long  hauls  which  may  be  denominated  back  hauls,  are  unnecessary 
and  undesirable,  and  it  is  a  waste  of  transportation  energies. 

Senator  Poindexter.  An  economic  waste;  and  I  desire  to  point 
it  out  as  one  of  the  great  and  important  conditions  that  we  are  deal- 
ing with  here,  what  to  do  with  these  railroads  necessarily  involved 
in  this  bill,  as  one  of  the  results  of  the  present  system,  and  further- 
more, that  it  bears  upon  the  question  of  just  compensation  to  the 
railroads  when  being  taken  over.  I  do  not  want  you  to  take  time 
now  to  go  into  that,  but  answering  your  question  as  to  what  I  had 
in  mind.  They  have  the  right  to  consider  whether  or  not  the  system 
of  compensation  at  present  is  based  upon  a  reasonable  method  of 
transportation  or  system  of  transportation. 

Mr.  Bristow.  I  am  free  to  say,  Senator,  that  I  think  that  the  sys- 
tem is  entirely  wrong,  and  that  it  should  be  corrected ;  and  while  I 
do  not  want  to  criticize  the  Interstate  Commerce  Commission  or  in 
any  way  minimize  the  great  work  that  it  has  done  and  the  many 
abuses  it  has  corrected,  I  think  it  has  been  delinquent  in  the  enforce- 
ment of  the  statute  provided  to  break  up  just  such  conditions  as  this. 

As  to  the  development  of  waterways  I  desire  to  say  that  I  think 
that  the  greatest  evil  that  has  come  from  this  imperfect  and  unwise 
system  or  rate  making  has  been  the  destruction  of  water  transporta- 
tion. I  do  not  believe  that  water  competition  should  be  a  factor 
in  the  making  of  railroad  rates.  I  believe  that  the  Interstate  Com- 
merce Commission  ought  to  be  required  to  disregard  water  competi- 
tion in  the  making  of  railroad  rates. 

The  railways,  by  lessening  the  rates  on  competing  water  points, 
reducing  them  to  a  point  where  the  water  carriers  could  not  accept 
the  commerce  and  handle  it,  and  then  make  up  the  loss,  if  loss  there 
was,  or  penalize  the  communities  that  were  not  on  water  by  excessive 
rates,  have  destroyed  water  competition. 

If  that  had  not  been  permitted,  this  Government  to-day  would  not 
be  required  to  spend  a  billion  dollars  to  create  a  merchant  marine. 
The  system  of  rate  making  which  has  been  recognized  by  the  Ameri- 
can people  and  recognized  by  the  Interstate  Commerce  Commission 
has  destroyed  the  American  merchant  marine  absolutely. 

Senator  Poindexter.  Will  you  point  out  briefly  how  that  occurs? 

Mr.  Bristow.  Whether  there  may  have  been  some  slight  changes  in 
rates  the  last  year  or  two  I  can  not  say,  as  I  have  not  examined  them 
for  a  year  or  two.  But,  to  illustrate,  formerly  and  comparatively 
recently  the  rates  on  products  from  California,  we  will  say  dried 
fruits  or  canned  goods,  to  Galveston  over  the  Southern  Pacific  Rail- 
road were  the  same  as  they  were  to  New  York.  That  is,  the  South- 
em  Pacific  Railroad  would  carry  a  carload  of  California  products 
to  Galveston  for  the  same  rate  that  it  charged  if  it  carried  that  same 
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carload  on  to  New  York,  so  that  any  steamship  line  that  was  seeking 
to  do  business  between  Galveston  and  New  York  could  get  no  busi- 
ness unless  it  belonged  to  a  railroad.  The  Southern  Pacific,  in  order 
to  control  the  rates,  acquired  the  control  of  a  steamship  line,  and  it 
made  the  rates  over  the  railroad  and  its  steamship  line  to  New  York 
the  same  as  it  did  to  Galveston.  And  I  know  that  steamship  owners 
who  sought  to  develop  a  business  by  water  between  these  ports,  Gal- 
veston and  other  Gulf  ports  to  New  York,  were  unable  to  do  so  be- 
cause the  railway  rates  were  so  adjusted  that  unless  they  were  under 
the  control  of  a  railroad  they  could  not  get  any  business. 

There  was  at  one  time,  you  gentlemen  will  remember,  a  transcon- 
tinental railway  pool  which  controlled  the  rates  between  the  Pacific 
and  the  Atlantic  coast  ports  of  the  United  States.  This  transcon- 
tinental railway  pool  acquired  control  of  the  Panama  Railroad  & 
Steamship  Line,  and  it  paid  at  one  time  approximately  $1,000,000 
a  year  for  the  privilege  of  controlling  the  rates  via  Panama,  which 
was  afterwards  reduced.  And  then,  after  a  congressional  investiga- 
tion, that  pool  was  destroyed  or  abandoned,  and  the  Southern  Pacific 
interests  acquired  the  Pacific  Mail  Steamship  Co. 

Senator  Kellogg.  When  was  that? 

Mr.  Bristow.  John  R.  Fellowes,  I  think,  was  chairman  of  the  com- 
mittee that  made  the  investigation;  I  think  in  the  eighties,  but  the 
date  has  slipped  my  mind. 

The  Southern  Pacific  Railroad  interest  then  acquired  the  Pacific 
Mail  Steamship  Co.,  and  it  made  a  contract  with  the  Panama  Rail- 
road Co.,  under  the  French  regime,  that  gave  it  the  exclusive  right  of 
through  bills  of  lading  between  Atlantic  and  Pacific  coast  ports,  and 
by  that  process  water  competition  with  the  transcontinental  rail- 
roads between  the  two  coasts  was  controlled.  There  were  then  sail- 
ing vessels  that  competed  by  way  of  Cape  Horn,  but  the  distance  was 
so  great  that  of  course  the  competition  was  not  affected. 

By  processes  of  this  kind,  that  have  been  indulged  in  by  our  rail- 
roads on  the  ocean,  between  our  ocean  ports  on  the  Atlantic  and  the 
Pacific  coasts,  there  are  dozens  of  illustrations  of  a  similar  character 
that  could  be  cited  whereby  the  carriers,  under  the  guise  of  meeting 
water  competition,  of  reducing  rates  between  ports  m  order  to  meet 
water  competition  and  destroy  it,  have  made  it  impossible  to  develop 
a  coastwise  merchant  marine  anything  like  it  would  have  been  if  the 
rates  had  not  been  so  used  to  destroy  this  competition. 

Take  the  Mississippi  River.  I  made  an  investigation  some  years 
ago,  and  I  discovered  that  the  rates,  as  I  cited  to  the  Newlands  com- 
mittee, between  Memphis  and  New  Orleans  on  bales  of  cotton  was  17 
cents  per  100  pounds.  That  is  450  miles,  approximately.  The  rate 
from  Meridian,  Miss.,  to  New  Orleans,  196  miles,  was  36  cents  per  100 
pounds,  more  than  twice  as  much  as  between  Memphis  and  New 
Orleans,  a  distance  of  450  miles,  or  more  than  twice  the  distance  and 
less  than  one-half  the  rate.  That  was  justified  upon  the  ground  that 
the  Memphis-New  Orleans  rate  met  water  competition,  and  there- 
fore it  was  allowable,  while  the  other  was  a  reasonable  rate  for  a 
rail  haul. 

Now,  the  result  has  been  that  the  great  amount  of  transportation 
by  water  that  existed  on  the  Mississippi  River  many  years  ago  has 
disappeared,  some  of  it  because  railroad  transportation  is  more 
speedy  and  more  efficient  for  certain  lines  of  merchandise  that  need 
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prompt  movement;  some  of  it  because — most  of  it  because  the  rates 
were  reduced  below  the  profit  line  by  the  railroads  in  order  to  destroy 
this  competition,  the  competition  of  independent  steamboats. 

Senator  Poindexter.  And  the  railroads  making  up  the  difference 
upon  the  intermediate  points? 

Mr.  Bristow.  Upon  the  intermediate  points  that  did  not  have  the 
opportunity  of  water  competition. 

Senator  Gore.  Then  they  used  to  raise' the  rates  after  they  de- 
stroyed water  competition,  did  they  not? 

Mr.  Bristow.  Oh,  surely.  After  they  destroyed  the  competition 
why  they  would  sometimes  raise  the  rate,  and  then  if  competition 
appeared  again  they  would  again  be  reduced.  I  know  there  was  a 
boat  line  established  between  New  Orleans  and  either  San  Francisco 
or  Los  Angeles  some  years  ago,  that  sought  to  do  business  by  way  of 
Panama,  and  the  Southern  Pacific  reduced  the  rates  between  New 
Orleans  and  the  Pacific  coast  so  low  that  this  boat  line  that  was 
started  only  lasted  some  two  or  three  months,  and  then  when  it  was 
destroyed,  the  men  engaged  in  this  enterprise  were  broken  up,  the 
rates  immediately  went  up,  so  that  no  man  with  any  judgment  that 
did  not  have  money  to  throw  away  would  undertake  to  establish  a 
steamship  line  in  competition  with  a  railroad  line  between  points 
that  the  railroad  could  reach.  And  this  system  of  rate  making  has 
resulted  in  preventing  the  development  of  the  American  merchant 
marine,  inland  as  wellas  on  the  seas,  and  we  have  got  this  crisis  now 
in  our  national  history  that  nobody  ever  anticipated,  but  which  is 
chargeable  more  to  this  unjust  and  selfish,  and  I  think  indefensible 
system,  of  fixing  the  railroad  rates  in  our  country  than  to  anything 
else. 

Now,  Senators,  if  there  is  anything  else  you  wish  to  inquire  I 
shall  be  glad  to  answer  you. 

Senator  Gore.  Senator,  what  would  be  your  solution  of  that? 
How  would  you  adjust  the  rates  as  between  New  Orleans — take  those 
now  before  the  canal  was  constructed ;  what  would  be  your  plan  ? 

Mr.  Bristow.  I  think  if  a  railroad  company  fixed  a  rate  to  New 
York  of  50  cents  per  100  pounds  on  canned  goods,  a  distance  of  3,000 
miles,  from  points  in  California  to  New  York,  that  the  Interstate 
Commerce  Commission  would  have  been  justified  in  fixing  it  for 
1,500  miles,  say,  at  30  cents,  upon  the  presumption  that  that  was 
comparatively  a  fair  rate  for  that  portion  of  the  service  that  it 
would  have  resulted  in  fair  and  consistent  rates. 

Senator  Gore.  You  think  freight  ought  to  have  gone  bv  water  that 
could  go  by  water  and  that  by  rail  which  could  go  by  rail  ? 

Mr.  Bristow.  Yes;  they  even  absorb.  I  know  of  steel  shipped 
from  Pittsburgh  to  New  York  and  loaded  in  boats  in  New  York 
and  shipped  around  to  San  Francisco  by  Panama,  or  around  the 
Horn,  and  the  railways  would  adjust  the  rates  on  these  same  com- 
modities from  Pittsburgh  to  Pacific  coast  points  so  as  to  meet  that 
competition  utterly  disregarding  the  cost  of  the  movement,  and 
American^  railways  have  transported  millions  of  tons  of  heavy 
commodities  across  the  continent  at  rates  that  could  not  be  remuner- 
ative in  order  to  prevent  steamships  that  could  have  carried  at 
remunerative  rates.  Anyone  familiar  with  the  struggles  of  steam- 
ship lines  on  the  Pacific  coast,  the  American  Hawaiian  Line,  which 
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had  a  contract  with  the  American  Sugar  Refining  Co.  for  sugar  at 
Hawaii  to  be  transported  to  New  York  and  other  points,  must  be 
convinced  that  the  principle  that  is  embodied  in  the  long-and-short- 
haul  legislation  some  years  ago  was  vital  to  the  best  interests  of  the 
country,  and  if  it  had  been  followed  in  the  spirit  with  which  the 
legislation  intended  that  it  should  be  the  American  merchant  marine 
would  have  been  very  much  better  than  it  is  now. 

I  do  not  think  water  competition  should  be  considered  a  factor 
in  determining  the  reasonableness  of  the  rate  for  the  service  ren- 
dered. Whether  they  have  got  to  make  an  unreasonably  low  rate  in 
order  to  destroy  some  other  legitimate  transportation  company  or 
business  that  is  just  as  essential  to  the  American  welfare  as  the  rail- 
road is  certainly  is  not  a  justification  for  extremely  low  rates. 

The  Chairman.  Have  you  concluded,  Senator} 

Mr.  Bristow.  I  have. 

Senator  Gore.  There  is  one  other  question  that  I  would  like  to 
ask,  Mr.  Chairman.  The  clause  in  the  law  as  to  substantially  similar 
circumstances,  you  think  that  ought  to  be  stricken  out? 

Mr.  Bristow.  That  was  stricken  out  in  the  legislation  that  was 
last  enacted,  but  the  Interstate  Commerce  Commission  was  given 
permission,  after  examination,  to  make  exceptions,  and  that  has  been 
so  construed  that  while  that  law  was  passed  some  six  or  seven  years 
ago,  it  is  not  effective  yet. 

Senator  Robinson.  Mr.  Cary,  of  Louisville,  Ky.,  has  been  here 
since  the  hearings  began.  He  represents  the  interests  of  a  certain 
class  of  shippers,  In  understand  the  live-stock  interests,  and  it  will 
take  him  only  a  few  minutes  to  make  his  statement.  If  there  is  no 
objection  we  will  call  Mr.  Cary. 

Mr.  Thom.  Mr.  Chairman,  while  this  gentleman  is  taking  his  seat 
I  should  like  to  say  that  Mr.  Kruttschnitt,  when  he  was  on  the  stand, 
was  asked  a  question  by  Senator  Cummins  which  involved  making 
some  comparisons.  He  sent  me  an  answer  with  a  diagram.  I 
should  like  to  insert  that  at  the  proper  place  in  the  record. 

Senator  Robinson.  Have  you  called  the  clerk's  attention  to  it? 

Mr.  Thom.  No ;  I  have  not. 

Senator  Robinson.  I  understand  that  Mr.  Kruttschnitt's  testi- 
mony is  now  being  printed. 

Mr.  Thom.  Very  well,  then,  I  will  ask  that  it  be  inserted  at  this 
point. 

Complying  with  the  suggestion  of  Senator  Cummins — that  "  If  It  occurs  to  yon 
to  institute  some  comparison  between  1916  and  any  year  prior  to  1912,  it  might 
furnish  some  information — I  do  not  know  what  would  be  the  result,  but  we  have 
got  to  And  a  normal  year  somewhere  some  time." 

The  book  cost  of  road  and  equipment  and  the  income  from  operation  for  the 
10  years  preceding  1917,  taken  from  the  Thirty-first  Annual  Report  of  the  Inter- 
state Commerce  Commission,  December  1,  1917,  are  charted  on  the  inclosed 
diagram. 

Cost  of  road  and  equipment  increased  from  $13,030,344,000  in  1907  to  $17,800.- 
000.000  (partly  estimated)  in  1917,  or  37  per  cent. 

The  normal  Increase  per  year  for  this  period  is  3.7  per  cent,  and  this  increase 
is  shown  graphically  in  the  full  black  line  rising  in  steps  on  the  diagram  on  the 
upper  half  of  the  sheet. 

The  irregular,  broken  line  shows  for  each  year  the  actual  increase.  Starting 
from  the  same  point  in  1907,  it  is  below  the  normal  in  1908, 1909,  and  1910,  and 
la  above  the  normal  in  all  the  years  thereafter. 

The  percentage  of  increase  in  both  lines  is  the  same,  to  wit,  87  per  cent ;  bat 
on  the  normal  line  the  increase  is  uniform  each  year.    While  the  actual  increase 
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Is  normal  In  1907  and  1917,  end  almost  normal  tn  1910,  the  Intervening  years 
are  above  or  below  normal  to  a  very  pronounced  extent. 

The  Income  from  operation  Is  charted  on  tbe  lower  half  of  the  sfleet.  The 
fall  black  line  rising  In  steps  shows  the  normnl  rate  of  4.07  per  cent  for  the  10 
years.    The  irregular,  broken  line  shows  tbe  actual  Income  each  year. 

It  will  be  observed  that  tbe  actual  Income  cotacldes  with  the  normnl  Income 
la  1907  and  1917;  that  1910  approaches  very  nearly  being  a  normal  year;  that 
1916  is  better  than  a  normal  year ;  while  all  the  others  are  below  normal. 

The  typewritten  statement  inclosed  shows  to  what  extent  each  year  falls 
below  or  rises  above  the  normal. 

If  the  guarantee  be  based  on  the  two  normal  years  ending  June  30  next  pre- 
ceding the  date  when  the  Government  took  over  the  roads,  it  will  be  an  average 
between  $1,069,750,000  and  $1,038,773,000,  diminished  by  $5,066,000.  the  amount 
tlin:  It  exceeds  the  normal.  Making  this  subtraction,  and  computing  the  aver- 
age It  becomes  51,054,201,000. 

Normal,  contrasted  tetth  actual,  increase!  in  inoome  from  operation. 
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STATEMENT  OF  ML.  GRADDY  CART,  OF  LOUISVILLE,  KY. 

Senator  Robinson.  Mr.  Cary,  state  your  address,  and  business,  and 
tbe  interests  for  which  you  appear. 

Mr.  Cary.  My  name  is  Graddy  Cnry;  residence,  Louisville,  Ky. 
I  am  here  at  the  request  of  the  National  Live  Stock  Shippers'  Pro- 
tective League. 

Gentlemen,  I  will  try  to  be  as  brief  as  I  can.  In  so  far  ns  possible 
we  wish  to  avoid  any  quarrel  with  the  railroads  about  what  they  are 
to  receive.  We  realize  they  ought  to  be  liberally  dealt  with,  but  we 
feel  we  are  vitally  interested  in  who  is  going  to  pay  the  bill,  if  there 
is  a  deficit.  For  that  reason  we  urge  that  you  permit  the  Interstate 
Commerce  Commission  to  continue  to  pass  on  the  question  of  rates. 
We  are  satisfied  there  will  be  a  deficit  if  you  guarartec  to  these  roads 
returns  contemplated  by  this  bill.  If  there  is  a  deficit,  Hie  most 
natural  thing  in  the  world  is  to  first  figure  how  the  shippers  enn  be 
taxed  to  meet  that  deficit.  If  that  should  arise  we  fwl  we  should 
have  some  forum  where  we  could  go  to  make  a  showing  us  to  the 
reasonableness  of  what  we  are  paying  for  the  serv;ce  rendered.  We 
believe  that  any  charge  that  is  assessed  in  excess  of  a  rr,n?onable 
charge  for  the  service  rendered  is  a  tax,  and  for  that  reason  we  urge 
that  the  commission  be  permitted  to  continue  to  pass  on  this  ques- 
tion of  rates. 

I  have  been  asked  to  put  into  this  record  certain  figures  that  may 
or  may  not  have  some  bearing  on  the  question  of  th\s  guaranty.    I 
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am  referring  to  an  exhibit  that  was  filed  in  the  Fifteen  Per  Cent  case, 
which  has  not  been  brought  down  to  date  in  so  far  a*?  the  country 
as  a  whole  is  affected ;  it  was  brought  down  to  date  in  the  East  on 
the  rehearing  of  the  Fifteen  Per  Cent  case.  Whether  these  figures 
will  be  helpful  or  not  I  do  not  know.  I  offer  them  for  what  thei 
may  be  worth. 

The  roads  handling  two-thirds  of  the  traffic,  thqt  is  reduced  to 
ton-miles,  have,  since  1907,  put  nearly  $700,000,000  more  into  their 
property  than  they  have  increased  their  capital.  In  addition  to  this 
$700,000,000  they  have  since  1907  increased  their  surplus  over  one- 
half  billion  dollars.  In  addition  to  these  large  sums  they  had  on 
hand  at  the  time  this  exhibit  was  prepared  substantially  over  one 
thousand  million  dollars. 

We  believe  H  they  are  guaranteed  a  return  which  enables  them  to 
pile  up  this  surplus,  and  in  addition  you  guarantee  to  keep  their 
properties  in  the  condition  you  take  them  over,  it  is  certain  a  deficit 
will  result,  and  we  are  largely  interested  in  who  is  going  to  take 
care  of  that  deficit. 

I  realize  that  this  matter  has  been  pretty  fully  discussed  before 
this  committee,  and  I  hesitate  to  ask  any  time  at  all,  but  the  shipper 
of  live  stock  is  one  of  the  few  people  who  can  not  pass  the  charge 
on  somebody  else.  Live  stock  is  sold  on  an  open  market,  and  whether 
the  shipper  ships  1,000  miles  or  100  miles;  the  freight  rate  comes  out 
of  him,  and  we  ask  that  if  this  burden  is  to  be  put  on  us,  that  we 
at  least  be  afforded  an  opportunity  to  show  that  our  business  is  pay- 
ing what  the  traffic  is  reasonably  worth,  and  that  no  one  man  be 
permitted  to  impose  a  tax,  for  whatever  is  in  addition  to  a  reasonable 
charge  for  the  service  rendered  is  certainly  a  tax. 

I  regret  that  it  has  been  necessary  to  ask  for  any  time,  Mr,  Chair- 
man, but  I  wanted  to  get  those  facts  before  you. 

Senator  Robinson.  Have  you  any  tables  you  want  to  insert  in  the 
record? 

Mr.  Cart.  I  do  not  think  it  is  necessary.  This  whole  exhibit  was 
introduced  in  the  Fifteen  Per  Cent  case  and  has  heretofore  been 
printed  in  the  Congressional  Refcord. 

Senator  Eobinson.  Does  any  member  of  the  committee  wish  to  ask 
Mr.  Cary  any  questions? 

Senator  Gore.  You  might  add  to  your  statement  a  reference  to  the 
Congressional  Record. 

Mr.  Cart.  I  should  like  very  much  to  do  that.  I  think  it  was  some 
time  during  October,  but  I  have  not  been  able  to  locate  it. 

This  exhibit,  as  a  whole,  has  been  printed  in  the  Congressional 
Record  and  the  individual  pages  of  this  exhibit  take  up  individual 
roads  and  give  considerable  information  relative  to  the  individual 
roads.    I  have  merely  gven  you  a  few  figures  from  the  recapitulation. 

Senator  Robinson.  If  there  is  any  part  of  it  you  desire  to  insert  ir 
connection  with  your  remarks,  you  ma}'  submit  it  to  the  stenographer 

Mr.  Plumb.  £>r.  Warne  is  a  graduate  of  the  University  of  Penn- 
sylvania, specializing  in  economics  and  American  history,  and  for 
several  years  thereafter  was  managing  editor  of  the  Railway  WorU 
He  has  frequently  contributed  to  the  leading  economic  journals  of 
the  country  and  has  served  as  statistician  to  the  board  of  arbitratior. 
appointed  by  President  Taft  to  settle  the  concerted  wage  movement 
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of  the  Brotherhood  of  Locomotive  Engineers  in  the  eastern  territory 
in  1912,  in  the  Adamson  law  labor  investigation,  and  for  various 
labor  investigations  on  behalf  of  the  brotherhoods.  For  something 
like  20  years  he  has  made  an  intensive  and  extensive  study  of  trans- 
portation problems  and  transportation  statistics. 

I  submitted  to  Dr.  Warne  the  exhibit  introduced  by  Mr.  Thom, 
showing  the  property  investment  account,  the  average  net  earnings 
for  the  period  of  the  years  mentioned,  and  the  average  net  earnings. 
He  has  made  an  analysis  of  that  exhibit,  and,  without  changing  any 
of  the  figures,  or  substituting  any  figures  therefor,  has  rearranged 
this  exhibit  in  groupings  that  it  should  naturally  have  followed,  and 
will  show  you  the  results  which  would  follow  from  that  rearrange- 
ment. 

Senator  Robinson.  Very  well,  we  will  hear  Mr.  Warne. 

STATEMENT  OF  MB.  FRANK  J.  WAKNE. 

Mr.  Warne.  Mr.  Chairman  and  gentlemen  of  the  committee,  I  in- 
tended first  to  make  some  statement  as  regards  the  intercorporate 
railway  stock  ownership  of  the  companies  in  order  to  show  the  rela- 
tionship of  the  criticism  I  intend  to  make  in  these  statements.  I 
will  reserve  that  until  later  if  it  is  possible  to  take  it  up  then. 

I  should  like  to  say  that  Mr.  Plumb's  able  presentation  before 
this  committee  has  been  the  result  of  an  experience  extending  now 
over  nearly  eight  years  in  the  wage  movements  of  the  railway  brother- 
hoods in  all  of  the  Territories  of  the  United  States.  In  order  to  make 
the  emphasis  striking,  I  should  like  to  call  your  attention  to  the 
fact  that  in  1910,  when  these  differences  first  started,  the  railway 
brotherhoods  appeared  before  the  Interstate  Commerce  Commission 
and  supported  the  contention  of  the  railroads  for  an  increase  in  rail- 
way rates.  That  policy,  of  course,  has  been  abandoned  as  the  result 
of  our  experience  m  the  arbitration  cases  and  as  the  result  of  our  ex- 
perience in  ascertaining  facts  as  regards  the  railroads.  Naturally,  we 
nad  to  go  into  all  phases  of  railway  operation,  the  physical  construc- 
tion of  property,  the  financial  operation,  the  ton  mileage,  the  train 
mileage,  and  even  into  the  corporate  organization  of  these  railway 
systems  in  order  to  get  our  cause  properly  before  these  boards  of  ar- 
bitration and  in  order  to  answer  the  contentions  of  the  railroads. 

It  may  interest  the  committee  to  know  that  in  our  first  arbitra- 
tion we  were  constantly  met  by  the  claim  of  the  railroads  of  their 
inability  to  pay  any  increase  in  wages,  but,  as  the  result  of  some  of 
our  studies  and  some  of  our  information  before  these  boards  of 
arbitration,  the  railroads  have  not  in  recent  years  made  that  con- 
tention. They  do  not  now  contend  that  they  are  unable  to  pay 
increases  in  wages. 

I  brought  with  me,  and  it  perhaps  might  be  of  interest  to  the 
committee,  a  concentrated  result  of  one  of  these  studies  showing  the 
intercorporate  railway  stock  ownership  and  the  interlocking  direc- 
torates of  every  important  railroad  of  the  United  States. 

Senator  Gore.  Of  what  date? 

Mr.  Warne.  This  is  based  on  information  filed  with  the  Inter- 
state Commerce  Commission  for  the  year  1913.  The  work  was  done 
in  1914  and  1915. 

4320&— 18 ^68 
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I  shall  not  take  up  the  time  of  this  committee  in  an  extended  dis- 
cussion of  intercorporate  railway  stock  ownership.  Its  great  im- 
portance in  relation  to  the  subject  matter  now  before  this  committee 
is  briefly  indicated  in  the  fact  that  in  the  eastern  territory  12  sys- 
tems control  68  per  cent  of  the  companies  and  79  per  cent  of  the 
single  track  mileage;  in  the  western  territory  13  systems  control  24 
per  cent  of  the  companies  and  78  per  cent  of  the  mileage,  and  in  the 
southern  territory  6  systems  control  31  per  cent  of  the  companies 
and  74  per  cent  of  the  "mileage.  In  the  eastern  territory  the  number 
of  separate  companies  so  controlled  is  598,  in  the  western  188,  and 
in  the  southern  159.  These  figures  include  only  majority  owned 
companies  and  do  not  account  for  the  very  large  number  of  com- 
panies and  the  extensive  mileage  in  which  the  systems  have  minority 
stock  representation,  in  cases  resulting  in  joint  control.  Nor  are 
terminal  and  switching  companies  included.  A  total  of  2,187 
separately  incorporated  railway  companies,  with  owned  single  track 
mileage  of  246,817  miles  (excluding  switching  and  terminal  com- 
panies), report  to  the  Interstate  Commerce  Commission.  As  many 
as  945  of  these  companies,  with  a  single  track  mileage  of  191,000 
miles  are  controlled  through  majority  stock  ownership  by  the  31 
systems.  That  is,  nearly  four-fifths  of  the  single  track  mileage  of 
the  United  States  is  today  controlled  directly  by  the  31  systems. 

A  fact  I  wish  to  emphasize — a#  fundamental  fact  dominating  all 
other  facts  upon  which  this  committee  is  called  upon  to  frame  legis- 
lation, is  this  concentration  through  intercorporate  railway  stock 
ownership  and  lease  of  the  steam  rail  transportation  interests  of  the 
country.  This  ownership  affects  capitalization,  property  invest- 
ment, earnings,  rates,  State  versus  Federal  regulation — in  brief, 
virtually  all  the  various  economic,  political,  and  social  aspects  -which 
give  to  us  our  present  day  railway  problem.  This  relationship  is 
to-day  the  dominant  underlying  characteristic  of  the  transportation 
industry  in  every  section  of  the  United  States.  It  affects  virtually 
all  the  issues  involved  in  the  relation  of  these  instrumentalities  of 
commerce  to  the  National  and  State  governments,  to  the  great  ma- 
jority of  shippers,  to  the  wage  earners^  and  to  the  public.  It  domi- 
nates and  determines  nearly  every  important  question  affecting 
interstate  commerce  and  its  regulation.  Its  ramifications  are  so 
intricate,  complex,  confusing,  and  bewildering  that  it  is  not  always 

Eossible  to  secure  a  clear  perspective  of  their  far-reaching  effects. 
>y  means  of  it  railway  companies,  brought  into  existence  and  civen 
a  legal  individuality  by  a  State  charter,  are  welded  and  hela  to- 
gether and  their  individuality  destroyed  or  merged  into  highly  cen- 
tralized systems  extending  over  many  States.  ^ 

I  might  state  parenthetically  that  this  intercorporate  railway 
stock  ownership  is  the  railway  answer  to  the  Sherman  Antitrust 
law.   It  is  based  on  the  control  of  competition. 

One  of  the  results  is  that  many  railway  companies  legally  u  inde- 
pendent" are  economically  dependent  and  are  mere  parts  of  a 
larger  whole. 

This  committee  is  sufficiently  well  informed  and  is  intelligent 
enough  to  recognize  as  a  truism  the  statement  that  the  most  im- 
portant single  fact  in  connection  with  railway  earnings  is  not  the 
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earnings  themselves  of  a  particular  railroad  but  those  earnings  con- 
sidered in  relation  to  the  ownership  of  that  particular  company. 
This  is  all  the  more  important  when  tnis  ownership  is  intercorporate, 
that  is,  when  this  ownership  is  by  another  railroad  company. 

It  results,  in  effect,  in  all  of  the  accounts  of  this  large  number  of 
stock-owned  roads,  being  merely  a  matter  of  bookkeeping.  The 
parent  company  can  direct  traffic,  can  divide  the  rate,  and  can  do 
innumerable  things  affecting  the  actual  results  as  reported  to  the 
commission  of  all  of  the  matters  affecting  the  accounts  of  these 
subsidiary  companies. 

This  brings  me  to  a  fundamental  criticism  of  the  statistical  com- 
pilation the  railroads  have  presented  in  evidence  before  this  commit- 
tee and  which  purports  to  show  the  per  cent  return  to  the  various 
carriers  by  relating  their  net  operating  income  to  their  property 
investment  accounts.  Without  accepting  these  figures  as  representing 
the  facts — on  the  contrary,  denying  that  thev  do  represent  the 
facts — I  wish  to  emphasize  as  strongly  as  possible  the  grievous  error 
of  such  a  presentation.  Its  purport  is  to  give  to  this  committee  an 
idea  of  the  per  cent  earnings  of  these  separate  properties ;  that  is,  the 
return  upon  investment.  But  under  the  system  of  intercorporate 
ownership  many  of  the  railway  companies  in  the  compilation 
should  not  be  regarded  from  the  purely  investment  standpoint  This 
is  true  because  of  the  important  fact  that  such  ownership  has  no 
relation  to  and  is  not  based  upon  the  principle  of  investment  that  pre- 
vails in  ordinary  circumstances. 

We  have  as  authority  this  statement  of  the  Interstate  Commerce 
Commission  in  its  Special  Report  on  Intercorporate  Relationship  of 
Railroads: 

The  conclusion  is  indisputable  that  railway  corporations  do  not  purchase  rail- 
way stock  widely  for  purposes  of  investment,  but  that  the  holdings  in  the  stock 
of  other  railways  are  rather  for  the  purpose  of  controlling  or  Influencing  the 
management  of  corporations  whose  operations  are  of  real  concern  to  the  holding 
company.  Such  holdings  are  either  majority  holdings  which  insure  control  or 
minority  holdings  of  sufficient  amount  to  guarantee  an  effective  influence  in 
management 

The  reason  the  interlocking  directorates  of  the  railways  of  the 
United  States  are  coupled  with  these  charts,  showing  intercorporate 
ownership,  is  due  to  the  fact  that  intercorporate  ownership  is  abso- 
lutely worthless  without  interlocking  directorates.  In  other  words, 
interlocking  directorates  is  the  machinery  by  which  intercorporate 
ownership  is  put  into  practical  effect. 

Senator  Pomerene.  You  have  spoken  of  your  studies  of  intercor- 
porate ownership  and  interlocking  directorates  as  being  of  the  year 
1913. 

Mr.  Warne.  Yes. 

Senator  Pomeren e.  Is  it  your  claim  that  those  same  conditions  pre* 
vail  to-day  and  since  the  passage  of  the  Clayton  law  ? 

Mr.  Warne.  Yes.  sir.  The  only  possible  difference  has  been  a 
change,  possibly,  01  the  personnel,  the  individuals.  The  principles 
of  interlocking  airectorates  still  exist  on  all  these  railroads.  Most  of 
the  resignations  of  interlocking  directorates  I  have  any  information 
about  are  directorates  of  financial  concerns  from  other  bank  direc- 


1066       GOVERNMENT  CONTROL  AND  OPERATION  OF  RAILROADS. 

torates.  I  do  not  know  of  any  railway  director  who  has  resigned  in 
consequence  of  the  Clayton  Act.  There  may  be  some,  but  I  do  not 
know  of  any. 

The  reason  this  is  not  up  to  date  is  because  it  took  us  eight  months, 
and  if  you  have  time  to  examine  that  you  will  see  how  much  time  was 
necessary  to  prepare  those  charts.  It  took  20  people  about  eight 
months,  devoting  their  time  to  nothing  else  but  the  preparation  of 
those  charts,  and  it  was  not  absolutely  necessary  to  bring  it  down  to 
date,  because,  as  I  say,  the  principle  is  there,  and  all  you  will  find  is 
the  change  01  certain  individuals  in  the  corporate  directorates. 

Senator  Cummins.  Is  there  not  an  exception  in  the  Clayton  law 
that  practically  covers  the  matter?  I  can  not  quote  the  language. 
I  think  there  is  an  exception  in  the  Clayton  law  that  practically 
relieves  the  railroads  from  the  prohibition  against  interlocking  di- 
rectorates. 

Mr.  Warne.  I  might  say  here  that  if  the  prohibition  of  interlock- 
ing directorates  extended  to  the  railroads  this  intercorporate  owner- 
ship machinery  could  not  work,  because  it  requires  a  director  of  the 
parent  company  to  be  also  a  director  in  the  subsidiary  company,  as  a 
rule,  in  order  to  carry  on  the  machinery. 

Through  this  machinery  of  intercorporate  ownership  the  parent 
company  may  divide  the  tonnage  or  can  divide  the  rate  of  the  sub- 
sidiary companies  in  any  way  it  pleases.  For  you  will  find  that  the 
question  of  division  of  rates  can  not  come  before  the  Interstate  Com- 
merce Commission  unless  one  of  the  parties  to  that  division  makes 
a  complaint.  Well,  no  subsidiary  company  is  going  to  make  a  com- 
plaint against  the  parent  company  when  the  act  that  is  done  is  done 
practically  by  the  same  directors  prohibiting  the  subsidiaries  from 
making  any  protest  to  the  Interstate  Commerce  Commission. 

By  means  of  this  control  the  holding  or  parent  companies  reap 
advantages  in  other  ways  than  that  of  a  return  upon  investment, 
such  as  through  the  division  of  traffic  and  of  rates,  the  control  of 
competition,  etc. 

By  and  of  itself  it  is  of  little  importance  to  this  committee  in  the 
ascertainment  of  the  true  facts  to  be  told  in  a  statistical  exhibit  that 
the  Baltimore,  Chesapeake  &  Atlantic,  for  illustration,  earns  1.16 

Eer  cent  on  its  property  investment.  It  does  become  of  importance, 
owever,  when  it  is  disclosed  that  that  company  is  owned  and  con- 
trolled by  the  Pennsylvania  Railroad,  which,  according  to  the  ex- 
hibit, earns  5.48  per  cent;  and  that  this  parent  company  also  owns 
and  controls  the  Cumberland  Valley,  which  earns  12.46  per  cent,  as 
well  as  other  subsidiaries. 

The  point  is  that  the  earnings  of  any  particular  property  should 
be  considered  in  connection  not  only  with  the  earnings  of  its  holding 
or  parent  company  but  also  with  the  earnings  of  all  other  subsidiary 
companies  owned  by  the  same  parent  company. 

In  other  words,  the  earnings  of  subsidiary  companies  should  not 
be  shown  separate  and  apart  from  those  of  tne  parent  company.  It 
would  be  something  like  showing  the  earnings  of  the  different  diri- 
sions  of  the  same  road  without  presenting  the  earnings  of  that  road 
in  its  entirety.  Some  divisions  may  have  small  earnings  and  other 
divisions  large  earnings,  but  the  important  fact  is  the  earnings  of 
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the  railroad  company.  So  it  is  with  subsidiary  companies  in  rela- 
tion to  the  system.  This  point  is  emphasized  by  the  fact  that  con- 
stantly these  subsidiary  companies  are  being  merged  into  the  parent 
company,  as  illustrated  in  the  New  York  Central's  absorption  of  the 
Lake  Shore,  of  the  Union  Pacific's  merger  of  the  Oregon  Short  Line, 
of  the  Pennsylvania's  absorption  of  the  Northern  Central,  and  so  on. 
The  real  situation  as  regards  the  earnings  of  a  subsidiary  company 
can  not  be  disclosed  without  a  knowledge  of  the  earnings  of  its  parent 
company  and  of  other  subsidiary  companies  in  the  same  system.  It 
will  be  noted  in  the  revised  tabulation  that  in  a  number  of  instances 
the  earnings  of  the  parent  or  owning  company  are  not  disclosed  in 
the  original  tabulation  of  the  railroads  presented  before  this  com- 
mittee. 

We  have  prepared  some  exhibits  to  present  to  the  committee  show- 
ing exactly  the  effects  of  the  arrangement  of  these  roads,  presented 
by  the  railroads  in  this  large  exhibit,  by  grouping  the  roads  first 
according  to  the  stock  ownership. 

In  Exhibit  A  we  have  taken  all  of  the  roads  on  these  three  large 
sheets  and  have  grouped  them  according  to  ownerships.  Under  the 
Pennsylvania  Railroad  you  will  find  11  companies  that  were  pre- 
sented on  the  railroads'  exhibit  separately  and  apart  from  owner- 
ship. You  will  see  there  the  variation — I  am  assuming  now  for  the 
mathematical  problem  the  figures  presented  by  the  railroads;  I  will 
criticize  those  figures  later,  but  you  can  see  the  different  impiession 
you  can  get  from  those  roads  when  grouped  according  to  subsidiary 
roads  and  according  to  systems. 

You  will  see,  if  you  take  the  figures  on  the  first  sheet,  the  Ann 
Arbor  Co.,  which  owns  the  Ann  Arbor  Railroad  and  the  Manistique 
&  Lake  Superior,  that  its  earnings  are  not  shown.  The  same  is  true 
of  the  Cripple  Creek  Central  which  owns  the  Cripple  Creek  &  Colo- 
rado Springs.  There  is  also  the  Canadian  Pacific,  which  owns  four 
roads,  presented  to  you  in  the  railroad  exhibit,  whose  earnings  are 
rot  shown.  There  is  the  El  Paso  &  Southwestern  Co.  and  the  Inter- 
national &  Great  Northern  Corporation,  the  Atlantic  Coast  Line  Co., 
which  owns  eight  roads;  the  Illinois  Central,  the  Richmond-Wash- 
ington Co.  There  is  the  Grand  Trunk  Railway  of  Canada,  which 
has  six  roads  in  the  list  whose  earnings  are  not  shown ;  the  Reading 
Co.,  whose  earnings  are  not  shown ;  and  on  the  last  page  you  will  find 
the  Alabama,  New  Orleans,  Texas  &  Pacific  Junction  Railways  Co. 
(Ltd.) 9  without  its  earnings. 

The  earnings  of  any  of  those  subsidiary  companies  can  not  pre- 
sent the  real  situation  to  this  committee  unless  the  earnings  of  the 
holding  companies  also  are  shown. 

I  have  made  certain  groupings  of  the  roads  presented  by  the  rail- 
ways, and  those  of  roads  controlled  by  construction  and  industrial 
companies,  four  of  the  roads  on  the  exhibit  presented  by  the  rail- 
roaas  are  owned  by  the  United  States  Steel  Corporation.  Its  earn- 
ings are  not  shown.  One  of  these  roads,  the  Duluth  &  Iron  Range,  is 
owned  by  the  Minnesota  Iron  Co.,  whose  earnings  are  not  shown,  and 
this  iron  company  in  turn  is  owned  by  the  Federal  Steel  Co.,  whose 
earnings  are  not  shown,  and  this  company  in  turn  is  owned  by  the 
United  States  Steel  Corporation,  whose  earnings  are  not  shown.    The 
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same  is  true  of  the  Lehigh  &  New  England  and  the  Lehigh  &  Hudson 
River,  both  of  those  roads  being  owned  by  the  Lehigh  Coal  &  Navi- 
gation Co.,  whose  earnings  are  not  shown.  The  same  is  true  of  the 
Utah  Copper  Co.  owning  the  Bingham  &  Garfield,  and  the  Cherokee 
Construction  Co.  owning  the  Midland  Valley. 

Now,  as  to  the  question  of  roads  in  the  hands  of  receivers,  you  will 
find  27  of  the  railroads  presented  in  the  exhibits  are  in  the  hands  of 
receivers,  or  were  recently  in  the  hands  of  receivers.  Their  earnings 
are  very  low. 

Senator  Gore.  Just  what  do  you  mean  by  that? 

Mr.  Warne.  Twenty-seven  or  the  total  number  of  the  railroads.  I 
think  the  total  number  is  159,  and  27  of  those  159  were  recently  in 
the  hands  of  receivers. 

Senator  Gore.  What  159  do  you  speak  of? 

Mr.  Warne.  The  total  number  or  roads  in  the  exhibit  presented 
by  the  railroads  on  their  three  sheets  is  159.  Naturally  the  earnings 
of  roads  in  the  hands  of  receivers  are  low. 

Senator  Pomerene.  In  that  connection,  have  you  the  information 
which  would  enable  you  to  state  reasons  for  which  they  are  in  the 
hands  of  receivers? 

Mr.  Warne.  That  could  be  easily  ascertained,  Senator,  but  I  have 
not  compiled  it  This  grouping  that  I  have  made  has  been  based  on 
Poor's  Manual  for  1917,  but  it  it  is  important  enough  to  the  com- 
mittee I  will  supply  it. 

Senator  Pomerene.  I  would  be  better  able  to  tell  what  conclusions 
you  are  drawing  from  this  statement  of  facts. 

Mr.  Warne.  The  only  conclusion  I  am  drawing,  primarily  at  first, 
is  to  impress  the  committee  with  the  fact  that  a  proper  conception 
of  the  earnings  of  these  roads  is  better  ascertained  oy  a  different 
grouping  than  it  is  by  putting  them  all  together  and  trying  to  g?t 
out  an  average  earning  of  5.11  per  cent;  that  if  you  take  roads  in 
the  hands  of  receivers,  naturally,  their  earnings  are  very  low;  but 
there  may  be  definite  and  distinct  reasons  why  they  are  in  the  hands 
of  receivers  which  should  not  be  attached  to  companies  that  are 
making,  we  will  say,  fair  earnings,  because  by  grouping  these  bank- 
rupt roads  in  with  other  roads  you  lower,  necessarily,  the  average 
earnings  of  those  other  roads. 

These  three  groupings  of  the  roads  leaves  33  of  the  159  of  the  rail- 
roads presented  Jby  the  exhibit  of  the  railroads  in  what  I  call  inde- 
pendent companies.  I  mean  by  that  they  are  not  under  the  control 
of  any  of  the  systems.    Some  of  them  are  systems  themselves. 

There  is  another  thing  I  might  call  your  attention  to — I  have  not 
had  time  to  analyze  it  sufficiently  to  find  out — as  to  whether  all  of 
the  important  railroads  of  the  United  States  are  included  in  this 
exhibit  of  the  railroads.  But  I  found  by  accident  that  the  Southern 
Railway  was  not  there,  and  I  do  not  know  whether  or  not  any  other 
important  roads  are  not  included. 

Mr.  Thom.  I  will  state  there  were  certain  roads  from  which  we  did 
not  get  any  returns,  and  those,  of  course,  were  omitted.  We  put  in 
all  we  did  have  any  returns  from. 

(The  Exhibits  A,  B,  C,  and  D  referred  to  are  here  printed  in  full, 
as  follows:) 
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Exhibit  A. 
Road*,  grouped  according  to  ifocfc  ownenhip,  3-year  average*. 


■ssa1  mSsa.  "■— ■ 


No*  York,  nuiadelpnia  A. Norfolk. 

Cumberland  Valley 

Long  Island 

Philadelphia.  Raltlmoreft  Washington. 

Wattlimr  A  Seashore. 

FennsylTnnle  Co 

Grand  Rapids  A  Indiana 

Toledo.  Poorls  A  Western  ' 

Pittsburgh.  Cincinnati,  Chicago  A  61.  I-ouis  (Includes 


sburgh.  C 
imlsSli) . , 


Lake  F.rle  A  Western 

Michigan  (Antral 

New  Vuck.  Chlraao  A  Si.  I* 

Rutlandi 

Pitts '-ugh  4  I-eke,  Erie 

Tolodu  \  OhloCrnirmi.'.'. 
"    oawhe*  UL-Mgsn 


Cleveland,  Itnrtnusll.  c-hlrego  A  St.  Louis. . 

Cincinnati  Northern. 

Baltimore  A  Ohio 

Pittsburgh  a  »«i  '.  -.-f.-l: 

Btatei.  Island  Rapid  Transit 

Chesapeaka  A  Ohio.... ........ ................... 

Itotkit«  Valley 

Ann  Arbor  Co: 

Ann  arbor  Railroad... 

Mamstlnue  *  lake  Superior 

Chicago  A  Northwestern 

Chleago.81  I'cil  Micrwapcll*  A  Ouaba.  . 
Cripple  Creek  Central.' 

Crlppp  i-iwk  A  Colorado  Springs 

dnsdian  IfMlrVc 

Minneapolis.  St  Paul  A  B  8t*.  Marie 

Spokane  International 

Duluth,  South  Whore  A  Atlantic 

Mineral  Range... 

El  Paso  A  9.  aito  western  Co.: 

El  Paw  A  Southwestern 

Intematl'hal  A  Great  Northern  Corporation; 


Xanns^liv.  Mesial  d>  Orient  of  Teias... 
Atlantic Cnastl. :nem  - 

Charleston  A  Western  Carolina 

Atlantlr  Coast  iJne  Railroad 


Oeorgla  Ral'n«d. . 


DHnols  Central . 
Central  ut  C  ... , 
HJssbilppl  Vail 


Yasuo  A  Miaslscr.pl  Valley . 
BKhmODd-W  ast.lr.gton  Co 

Richianrtf,  Fren>.-ickjtiui|  A  P 


n  South, 


■ricksburi  A  Potomac . . 


Btnthtm  Parlnr 

NorthwBsVro  Pacific1 

Ntw  Orleans.  Tesas  A  Ueilco 

Beaumont,  Sour  Lake  A  Western 

St.  Louis,  BruwTwiile  A  Mexico. 
Toledo.  St,  LodIsA  Western 

Chicago  A  Alton 

Detroit  A  '  '   ■ 


Toledo  Short  Line  ' 

Owned  Jointly  with  the  C.  B.  A  Q. 
M  per  cent  owned  by  the  New  Haven. 

Property  Investment  of  Georgia  Railway  not  a 
betterments  to  leased  property.    Rata  or  ratlin 
Control  Is  Joint  with  Southern  Railway. 
Owned  Jointly  with  the  Atchison,  Topeka  A  Si 
Owned  Jointly  with  Grand  Trunk  Wesltrn. 


1,787,440 

14, 814^21 
Ue)  out 

11,875,084 
i|b7b|«t 
8, 073,874 
2.  134,612 
1, 029.4*0 


649,070 

10,446,896 
192,(104 
694,780 
147,307 

4,317,117 


487,001 
10,  Ml,  313 
17,310,655 

884, 661 


8,388,244 

8,900,363 
1,196,905 


17,404.874 

in)  tMs.ua 

76,387,074 

lu,  644,951 

181,018, 083 
10,198,683 

48,319,5*1 


,038,719 
537,818 

,380,406 
.819,039 
,070,631 

*'    '" 

Sill'.ira 

.925,179 
___, 861,600 
68,864,360 

63,904,315 


,    Figures  Shi 
moated  end 


shown  include  onl  y  net  eipendi  turel 
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Roads  grouped  according  to  stock  ownership,  3-year  averages — Continued. 


Road. 

Net 
operating 
Income. 

Investment. 

.« 

Grand  Trunk  Railway  of  Canada: 

i|2,0SB 
194,798 
123.234 

1,115,483 
758.883 
481,179 

127.907 
9,357,388 
18,0)1,483 
188,379 
17,499,450 
1,493.370 
2,0M,903 
1,029,450 

9,810,057 
5,804,034 

1,805,900 

189,833 

342,988 
I' 

■!■:. :-'-.  i08 

*4 

;    39 

an/ 89 

i.-*iii.i»l 

**-SS:3S! 

31.415 

■ .  <va 

'  .-.>'■'«! 
09 

•9,007,098 
3,481,150 

7,086,727 
34. 739, 735 
17,008.834 

4,832, 233 

1321 777] 668 
195,315.844 
4,815.138 
391,143,333 
26.r31.R39 
90,469,115 
23,080,440 

201,413,544 
200,051,151 

5,333,844 

a,  on]  257 

688,749,805 
80. 90S,  531 
70,950,313 
30,029,113 

573,885,057 
18,425,401 

433,599,361 

489,457.221 
81,115,699 

lo]  029]  946 

82,2381700 

uleo!  en 

5,478,677 

•  a 

Bead  Inn  Company: 

Boston  Railroad  Holding  Co.: 

*.«» 

Wabash,  Pittsburgh  Terminal  Ry.  Co.— 

8-11 

HttsMircb  Terminal  R.  R.  &  Coal  Co- 

Alabama,  New  Orleans,  Texas  A  Pacific  Junction  Railways  Co. 
(Ltd.): 

.49 

Fort  Worth  4  Denver  City 

Trinity  &  Bnuos  Valley  • 

>ilot 

2.74 

my  wiin  luieao,  di 

..  r owned  by  the  New 

Owned  jointly  with  the  Southern  Pacific. 

Ownedlointly  with  the  Pennsylvania  Company. 

In  hands  o(  receiver.    Owned  Jointly  wltb  Rock  Island. 

Exhibit  B. 

s  controlled  by  construction  and  industrial  companies,  S-year  average*. 


Road. 

Net 

operating 
income. 

Investment. 

Pwmnt. 

United  states  Steel  Corporation: 

•46,967,919 

37]  975]  004 

17,339,835 

13,773,893 
8, 213, 194 

8,873,337 

17,541,138 

Duliith,  Mlssabe  &  Northern 

Federal  ateel  Co.— 

5,874,681 

14.  Ii 

Lehigh  Coal  *  Navigation  Co.— 
Btah  Copper  Co.— 

%-M 

i.45 

Clinr.ikiM.'  (.'tinsl  ruction  Co.— 
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Exhibit  0. 
Roads  recently  or  at  present  in  hands  of  receiver,  S-year  averages. 


End. 

Set 
opera  Ling 

Property 
Investment. 

■~~ 

1358,376 

IS,  074] 332 
371,233 
'238,907 
1, 062,550 

'■u.tm 

536,920 
KLI71 

13] 776 

5,883,730 

613,1178 

'83,703 

14,34(1,131 

311,335 

1, 788,903 

512.470 

11,453,378 

S, 001. 028 

1,883 

1J10,S07 

HI,  110 

103,753 

1,138,784 

1,000,751 

1,887,808 

83". 4*7.001 

■30 
...  « 

'  I    .  .-  m 
.11 

1-  .  1 :     « 
„    -.-,    HO 

1. --in 

^'.•f.'.'lU 

088 

1  Owned  Joint);  with  Colorado  &  Southern. 


?mrii  &  Great  Nor  them. 

Exhibit  D, 
Independent  companies,  S-year  averages. 


Net 

Road. 

Investment. 

Percent. 

truon.  &  No*  HetlM 

27|H<30S 
311,843 

Jul, 281 

US 

814, 158 

205,383 

ia.s:i,S31 

n 

3,540,351 

in.  VI     '173 

*40H!71t 

301.037 
2.951,. 36 

3,27ll' 017 
3,090,247 

M,50J,26» 
v.,.;  ..04 

23 

31. --1.781 

33 

04 

*,-j;i'.l«» 

vu 
<;.-.*. "01 
Hi  ;..©0 

69 

75 

1    '■■■       07 

01 

J4.il.-    ITS 

1            if. 

3.761.864 

95 

!               IS 

6.72 

1  Reorganization  of  San  Ft 


ro,  Lot  Angelea  &  Salt  Lake.    Oregon  Short  L 
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Before  proceeding  with  my  criticism  of  the  statistical  exhibit 
of  the  railroads,  I  should  like  to  clear  up  one  point.  It  is  commonly 
stated  and  quite  generally  believed  that  there-is  no  relation  between 
net  operating  income  and  property  investment  or  capital  obliga- 
tions. Theoretically  this  is  true.  But  in  the  actual  operation  of  a 
railroad  the  expenses  of  operation  in  general  are  affected  by  the 
fact  that  there  must  be  at  least  a  certain  net  operating  income  at  the 
end  of  the  year  with  which  to  meet  charges  of  the  property  invest- 
ment account  and  capital  obligations.  In  a  real  practical  sense  the 
practice  of  a  road  year  by  year  comes  to  be  such  in  regard  to  a  net 
operating  income  as  is  determined  by  the  knowledge  that  certain 

Eroperty  investment  and  capital  charges  of  the  corporation  are  to 
b  met  out  of  that  income. 

Briefly,  the  operating  income  of  the  railroads  in  these  exhibits  are 
the  result  of  the  fact  that  there  do  exist  in  these  roads  certain  prop- 
erty investment  and  certain  capital  obligations.  That  is  very  strik- 
ingly illusrated  in  the  1914  Bate  case.  When  that  case  was  first 
started  by  the  railroads,  the  prospects  were  for  very  low  earnings 
for  that  year,  and  they  started  the  case  before  the  commission  when 
there  was  a  relative  business  depression.  Before  the  case  came  to 
trial  industrial  prosperity  came  and  the  earnings  of  the  railroads 
jumped  by  leaps  and  bounds.  If  they  had  gone  before  the  Interstate 
Commerce  Commission  ^with  the  same  operating  and  maintenance 
expenses  that  they  had  previously  had,  they  would  have  shown  be- 
fore that  commission  in  that  advance  rate  case  the  highest  net  oper- 
ating income  in  their  history.  The  way  they  did  present  the  statis- 
tical result  was  by  spending  it  on  maintenance  of  equipment  and 
way  and  structures — in  other  words,  the  maintenance  of  equip- 
ment and  way  and  structures  were  larger  than  any  year  in  the  his- 
tory of  these  railroads  and  statistical  charts  were  prepared  show- 
ing the  tendency  of  those  two  accounts  toward  a  remarkable  jump  in 
that  one  year.  Otherwise  the  net  operating  income  of  the  roads 
would  have  been  so  large  that,  as  a  practical  problem,  there  would 
not  have  been  much  chance  for  the  Interstate  Commerce  Commission 
to  increase  rates. 

In  general,  the  property-investment  account  of  the  railroads  is 
the  same  as  that  01  road  and  equipment  of  the  Interstate  Commerce 
Commission.  In  the  reports  of  the  carriers  to  this  Federal  body  it  is 
required  of  them  that  this  account  shall  include  the  accounting  com- 
pany's investment  in  road  and  equipment,  including  that  held  under 
contract  for  purchase,  in  existence  at  the  date  of  the  balance  sheet 
This  requirement  was  first  made  of  the  railroads  in  1907  and  the 
reports  to  the  commission  usually  show  the  accumulation  of  such 
investments  up  to  that  time  and  subsequently.  It  is  important,  how- 
ever, to  recognize  the  fact  that  up  to  June  30, 1907,  the  great  majority 
of  the  American  railroads  did  not  base  their  investment  in  road  and 
equipment  on  cost. 

Mr.  William  E.  Hooper,  associate  editor  of  the  Railway  Age,  in 
his  book  "Railroad  Accounting"  (p.  235),  says: 

The  figures  that  were  given  were  In  most  instances  derived  figures.  A  group 
of  men  decided  to  build  a  railroad.  They  got  together  certain  franchises,  op- 
tions on  right  of.  way,  etc.  They  then  issued  a  certain  amount  of  stock  with  t 
nominal  par  value  and  borrowed  money,  issuing  bonds  secured  by  a  mortgage 
or  some  other  form  of  indenture  on  the  property,  which  they  turned  over  to  th« 
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company.  When  the  books  of  the  company  were  opened  the  property  which  was 
turned  over  to  It  was  entered  on  the  debit  side  of  the  balance  sheet  as  the  first 
asset,  not  at  what  it  cost  anybody  in  money,  but  at  a  figure  expressed  in  dollars 
and  cents,  which  corresponded  with  the  nominal  par  value  and  face  value  of 
the  total  securities  issued. 

In  consequence  of  this  method  of  constructing  a  balance  sheet  that 
was  in  common  use  by  the  American  railroads  up  to  1907.  the  figures 
reported  by  the  roads  to  the  commission  as  property  investment 
necessarily  contain  errors  of  great  importance. 

It  is  with  no  desire  to  muckrake  or  to  criticize  the  railroads  that 
we  call  attention  to  these  errors.  Reference  will  not  be  made  to  all 
of  them  in  detail,  but  only  a  sufficient  number  of  illustrations  have 
been  selected  to  indicate  to  you  the  character  of  the  property 
investment  account  which  has  been  submitted  to  this  committee  as  a 
basis  for  measuring  the  return  to  the  railroads  during  govern- 
mental operation. 

The  cost  of  construction  as  given  by  the  books  of  the  Baltimore  & 
Ohio  Railroad  is  not  probably  of  much  significance,  says  the  Inter- 
state Commerce  Commission  in  its  report  on  the  Advance  Rate  case 
of  1910: 

The  system  is  made  up  of  a  great  number  of  smaller  properties  constructed  as 
independent  lines.  According  to  our  understanding,  the  cost  of  construction,  as 
shown  by  the  books  of  the  Baltimore  &  Ohio,  is  simply  an  aggregate  of  that 
shown  by  the  books  of  these  subsidiary  companies  and  under  the  circumstances 
could  hardly  represent  the  actual  fact 

In  1899  the  Baltimore  &  Ohio  was  reorganized  and  taken  out  of  the 
hands  of  the  receivers. 

There  is  nothing  before  us — 

Says  the  commission — 

to  show  the  terms  of  the  reorganization.  There  was  no  foreclosure  sale,  and 
whatever  was  done  in  the  way  of  changing  or  scaling  securities  was  by  agree- 
ment. It  does  not  appear  what  the  $152,000,000  of  common  stock  actually  rep- 
resents nor  what  it  cost  the  owners  of  that  stock  by  the  terms  of  the  reorgani- 
zation. The  capital  account  materially  exceeds  the  cost  of  production,  as 
shown  by  the  books  of  the  company,  and  the  per  mile  capitalization  strikes  us 
as  rather  high. 

The  Cincinnati,  Hamilton  &  Dayton,  located  in  a  territory  of  constantly 
growing  traffic,  was  mismanaged  by  financiers  and  was  exploited  by  them  for 
speculative  purposes  during  several  years  prior  to  1905,  when  it  was  placed  in 
the  hands  of  receivers. 

The  commission  further  says : 

The  receivership  was  not  closed  until  in  1909,  when  the  Baltimore  &  Ohio 
Railroad  Co.  was  induced  to  assume  control  of  the  Cincinnati,  Hamilton  & 
Dayton.  This  involved  advances  by  it  in  cash  aggregating  approximately 
$22,000,000  to  meet  the  maturing  notes  and  current  needs  of  the  Cincinnati, 
Hamilton  &  Dayton;  it  also  involved  the  guaranty  by  the  Baltimore  &  Ohio  of 
a  large  part  of  the  Inflated  securities  of  that  company.  The  sums  so  advanced 
have  been  carried  in  the  accounts  of  the  Baltimore  &  Ohio  as  assets,  and,  until 
the  fiscal  year  1913,  the  interest  due  on  the  advances  was  credited  to  the  income 
account  of  the  Baltimore  &  Ohio.  The  consequences  to  its  income  and  surplus 
from  this  unfortunate  alliance  were  therefore  not  shown  in  the  annual  reports 
of  the  Baltimore  &  Ohio  to  its  stockholders  or  in  Its  reports  to  this  commis- 
sion. Nor  do  they  appear  in  the  statistics  offered  by  the  Baltimre  &  Ohio  in 
this  proceeding  (referring  to  the  1914  Advance  Rate  case)  to  show  its  need  of 
greater  revenues.  The  burden  proved,  however,  to  be  so  great  that  the  man- 
agement of  the  Baltimore  &  Ohio  recently  determined  to  withdraw  its  aid,  and 
the  Cincinnati,  Hamilton  &  Dayton  has  again  passed  into  the  hands  of  re- 
ceivers. The  Income  account  of  the  Baltimore  &  Ohio  for  1914  will  begin  to 
show  this  drain. 
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The  Interstate  Commerce  Commission,  although  unable  to  secure 
complete  information  of  the  financial  affairs  of  the  Louisville  &  Nash- 
ville, nevertheless  feels  itself  justified  by  the  facts  of  which  it  does 
have  knowledge  to  state  officially  that  the  cost  of  road  account  of 
this  company  "  is  heavily  burdened  with  charges  which  do  not  repre- 
sent actual  construction  cost." 

From  incomplete  information  it  is  concluded  that  "  at  least  $16,- 
000,000  shown  m  the  cost  of  road  account  covers  items  which  should 
not  be  charged  as  a  part  of  the  costs  of  this  carrier's  road."  A.  stock 
dividend  of  100  per  cent  was  declared  by  the  Louisville  &  Nashville 
on  October  6,  1880.  According  to  a  corporate  history  of  this  rail- 
road, which  was  found  in  its  office,  10  stock  dividends  were  declared 
by  this  company  between  1860  and  1891.  To  make  possible  the  stock 
dividend  of  100  per  cent  referred  to,  the  amount  of  surplus  was  arbi- 
trarily increased  by  raising  the  book  value  of  certain  assets.  The 
commission  states  that  permanent  improvements  on  the  Louisville  & 
Nashville  have,  in  the  past,  to  a  large  extent,  been  made  out  of  earn- 
ings and  subsequently  charged  to  the  capital  account.  (Interstate 
Commerce  Commission  in  its  report  on  the  financial  relations  of  the 
Louisville  &  Nashville  Railroad  Co.,  p.  170.) 

It  seems  appropriate  at  this  point  to  call  attention  to  certain  facts 
incident  to  the  issuance  of  capital  stock  and  the  acquisition  of  prop- 
erty by  the  Nashville,  Chattanooga  &  St.  Louis,  a  subsidiary  of  the 
Louisville  &  Nashville.  The  issued  capital  stock  of  this  carrier, 
says  the  commission,  amounts  to  $16,000,000,  par  value,  of  which 
$15,984,787.50,  par  value,  is  outstanding.  It  appears  that  cash  ag- 
gregating only  about  $9,831,840.77  was  received  for  this  stock,  while 
an  amount  exceeding  $8,107,398.50  Was  given  to  stockholders  in  the 
form  of  stock  dividends,  and  by  the  sale  of  stock  at  prices  below  par, 
and  also  below  market  value.  Included  in  this  amount  is  the  stock 
dividend  of  200  per  cent  on  the  outstanding  capital.  The  dividend 
as  originally  declared  amounted  to  $4,324,032.96,  which  was  charged 
to  the  carrier's  property-investment  account  as  an  offset  to  the  car- 
rier's liability  for  stocK  issued  from  which  no  funds  were  derived. 

I  do  not  desire  to  burden  this  committee  with  a  recital  of  all  the 
individual  and  particular  acts  of  the  railroads  that  have  tended  to 
make  their  present  property  investment  of  little  value  in  determining 
fair  and  just  earnings.  The  history  of  American  railroads  are  re- 
plete with  such  transactions.  If  the  committee  so  desires,  however, 
innumerable  other  illustrations  can  be  submitted  from  the  official 
records  of  investigations  of  the  New  York  Central,  the  Pennsyl- 
vania, the  New  Haven,  the  Rock  Island,  the  Pere  Marquette,  the 
St.  Louis  &  San  Francisco,  the  Erie,  and  so  on  indefinitely. 

Let  me  next  explain  the  successive  steps  in  the  development  of  the 
authority  of  the  Interstate  Commerce  Commission  to  aeal  with  the 
accounting  practices  of  the  railroads. 

This  is  important  because  it  explains  to  a  certain  extent  the  prop- 
erty investment  account  of  the  railroads  to-day. 

As  originally  enacted  the  act  to  regulate  commerce  required  inter- 
state carriers  to  file  annual  reports  with  the  commission  covering 
specifically  defined  items.  It  also  provided  that  the  commission,  in 
its  discretion,  might  prescribe  a  uniform  system  of  accounts  for  car- 
riers subject  to  its  jurisdiction.  But  the  act  contained  no  provision 
for  the  enforcement  of  the  orders  of  the  commission  in  such  matters. 
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This  defect  was  remedied  by  the  amendments  of  1906,  which  not 
only  prescribed  penalties  for  the  violation  of  the  rules  and  regula- 
tions of  the  commission,  but  established  a  process  by  mandamus  for 
enforcing  its  orders.  It  also  provided  for  a  force  01  examiners  hav- 
ing authority  to  inspect  the  accounts,  records,  and  memoranda  of 
carriers.  This  gave  to  section  20  a  vitality  that  was  heretofore  lack- 
ing and  put  the  commission  in  a  position  effectively  to  administer 
the  law  respecting  the  accounts  of  interstate  carriers. 

Beginning  with  the  year  1888,  the  steam  railroads  were  required  to  render 
annual  statistical  reports  of  their  operations  on  blanks  provided  for  the  pur- 
pose by  the  commission.  So  far  as  mere  form  was  concerned  these  reports 
were  therefore  uniform.  They  did  not  inspire  public  confidence,  however,  be- 
cause the  commission,  as  just  stated,  was  then  without  effective  authority 
for  the  enforcement  of  any  accounting  rules  had  such  rules  been  promulgated. 
It  is  true  that  classifications  of  operating  expenses  were  issued  In  1888  and 
reissued  in  revised  form  in  1892.  There  was  also  a  classification  of  expendi- 
tures for  construction.  But  these  classifications  were  not  issued  under  order 
and  all  the  commission  could  do  to  secure  their  observance  was  to  request  the 
carriers  to  comply  with  them  in  order,  as  far  as  possible,  to  secure  uniformity 
in  their  reports  to  the  commission. 

Immediately  after  these  defects  in  the  act  were  corrected  by  the  Hepburn 
amendment  of  1906,  the  commission  entered  actively  upon  the  work  of  formu- 
lating a  system  of  accounts  for  steam  railroads.  The  cooperation  of  the  rail- 
roads through  their  association  of  accounting  officers  was  enlisted,  and  the 
result  was  that  three  important  classifications  were  issued  under  an  order  of  the 
commission  on  June  3,  1907,  to  become  effective  on  July  1  following.  These 
were  the  classification  of  operating  expenses,  the  classification  of  operating 
revenues,  and  the  classification  of  road  equipment  expenditures. 

It  is  not  our  purpose  here  to  discuss  the  principles  underlying  these  classi- 
fications. It  will  suffice  to  say  that  one  of  the  points  in  greatest  need  of  regu- 
lation from  an  economic  point  of  view,  as  disclosed  by  previous  delinquencies 
in  the  accounting  of  railroad  companies,  was  the  drawing  of  a  direct  line  be- 
tween expenditures  for  property  and  expenditures  for  operation.  The  need  of 
such  a  distinction  in  railroad  accounts  is  elementary ;  nevertheless,  all  students 
of  railroad  economics  are  well  aware  of  the  fact  that,  prior  to  1907,  when  the 
commission  was  given  real  power  to  control  such  matters,  the  accounts  of 
carriers  in  many  cases  were  influenced  more  by  other  considerations  than  by  a 
desire  to  reflect  the  actual  facts.  A  financially  strong  road  making  large  net 
earnings  would  not  hesitate  to  conceal  the  facts  by  adding  to  its  operating  ex- 
pense accounts  sums  dispersed  in  improving  property;  on  the  other  hand,  a 
financially  weak  road,  seeking  to  enhance  its  credit  by  a  good  showing  of 
operating  results,  would  include  in  its  property  accounts  sums  expended  in  op- 
eration. The  result  was  that  a  carrier's  annual  and  monthly  statements  of  net 
revenue  often  reflected  nothing  more  than  the  particular  showing  desired  by 
its  executive.  These  reports  were  often  used  for  speculative  purposes,  and  the 
stockholders  and  the  general  public  were  left  without  any  assurance  as  to 
whether  the  dividends  declared  were  paid  from  income  or  surplus  or  out  of 
capital. 

A  correct  statement  of  the  property  account  of  a  carrier  is  of  scarcely  less  im- 
portance than  a  correct  statement  of  its  expenditures  for  operation.  It  is  our 
understanding  that  prior  to  1907,  when  the  commission  had  no  efficient  control 
over  such  matters,  the  accounts  representing  the  cost  of  road  of  many  steam 
railway  companies  had  substantially  no  real  significance,  except  as  they  demon- 
strated the  utter  disregard  of  all  accounting  principles.  As  a  rule  they  repre- 
sented neither  investments  nor  assets.  Although  described  as  "  cost  of  road  and 
equipment,"  they  frequently  bore  no  relation  whatever  to  cost.  They  often  In- 
cluded at  par  value  large  amounts  of  stock  issued  as  premiums  to  promoters 
and  investors  in  bonds  or  held  in  the  treasury  of  the  issuing  company,  in  the 
hope  that  the  future  growth  of  the  company's  traffic,  or  the  exigencies  of 
corporate  control,  might  give  them  some  value.  But  in  promulgating  its  classi- 
fication of  expenditures  for  road  and  equipment  in  1907,  at  which  time  the 
commission  was  given  effective  authority  to  prescribe  a  system  of  accounts  and 
to  enforce  its  observance,  the  fundamental  rule  laid  down  by  the  commission 
was  that  all  entries  in  the  accounts  of  a  carrier  under  that  head  should  be  In 
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terms  of  cash  only,  thus  showing  what  It  cost  to  create  the  property  at  100  cents 
on  the  dollar.  The  general  basis  for  the  rule  was  that  a  correct  statement  of 
the  investment  Is  the  beginning  of  correct  accounting ;  and  this  sound  principle 
gives  us  a  balance  sheet  statement  of  cost  that  is  a  record  of  the  actual  invest- 
ment. 

Notwithstanding  this  more  rigid  control  of  the  accounts  of  the 
carriers  there  have  been  important  instances  of  serious  departures 
from  its  accounting  regulations.  One  of  these  was  the  Chicago,  Mil- 
waukee &  St.  Paul  and  its  subsidiary,  the  Chicago,  Milwaukee  &. 
Puget  Sound,  reported  upon  by  the  Commission. 

In  the  case  of  the  anthracite  carriers,  technically  known  as  Xo. 
4914,  In  the  Matter  of  Rates,  Practices,  Rules,  and  Regulations 
Governing  the  Transportation  of  Anthracite  Coal  (35  I.  C.  G),  the 
carriers  submitted  statistics  showing  their  investment  in  road  and 
equipment  and  in  working  capital,  their  net  operating  income,  and 
the  ratios  of  net  operating  income  to  investment  for  a  number  of 
years,  just  as  they  have  done  in  the  present  instance  before  this 
committee.    The  report  of  the  commission  said : 

Most  of  the  large  railway  systems  of  this  country  were  made  up  by  con- 
solidating and  merging  many  lines  of  railway  which  started  as  independent 
companies.  Other  lines  came  under  the  control  and  domination  of  an  operating 
company  at  fixed  rents  or  rates  of  compensation  payable  on  their  securities 
by  the  operating  company.  The  tendency  has  been  for  the  great  systems  to 
acquire  control  of  their  poorly  placed,  indifferently  operated,  or  isolated  feeders 
or  competitors,  not  at  their  original  cost,  but  at  a  cost  either  higher  or  lower 
than  the  constructive  cost.  They  have  often  been  purchased  at  receivers*  sales 
for  much  less  than  their  original  cost,  and  the  loss  was  borne  by  the  original 
investors. 

The  investment  shown  in  the  carriers'  statements  does  not  represent  cost  of 
property  nor  an  approximate  figure  of  cost,  so  we  will  dismiss  from  further 
consideration  the  question  as  to  the  cost  of  the  properties  to  the  operating 
company  or  the  present  owners. 

At  the  outset  of  this  inquiry,  in  December,  1912,  the  commission  endeavored 
to  ascertain  from  the  carriers  the  cost  of  the  properties  used  by  these  carrier? 
in  their  operations,  but  we  were  informed  by  the  several  carriers  In  January. 
1913,  that  their  books  did  not  contain  that  information,  and  not  one  of  them 
was  in  a  position  to  show  the  cost  of  their  property.  The  reasons  advanced 
for  this  were  that  the  construction  books  of  the  original  lines  were  not'  in  the 
possession  of  the  present  operating  companies,  and  that  the  figures  in  the  old 
books  were  not  translatable  into  the  cost  of  property  as  defined  in  the  present 
classification  of  accounts,  as  well  as  many  other  reasons  showing  the  impos- 
sibility of  ascertaining  property  costs. 

In  the  Five  Per  Cent  case  (31  I.  C.  C.  351),  the  commission  ex- 

Eressed  its  dissatisfaction  with  the  property  investment  as  presented 
y  the  railroads.  The  figures  presented  in  that  case  included  the 
property  investments  of  the  several  respondents  in  the  case  of  the 
anthracite  carriers.  During  the  proceedings  in  the  latter  case,  the 
commission  decided  to  ascertain  the  character  of  the  property  in- 
vestment as  presented  by  these  carriers,  so  far  as  it  was  possible 
without  unduly  delaying  the  determination  of  the  case.  It  directed 
the  commission's  examiners  to  make  a  brief  examination  of  the 
carriers'  books  and  ascertain,  so  far  as  it  was  possible,  the  character 
of  the  costs  submitted  to  it  as  representative  of  property  costs. 

The  results  of  these  examinations  made  during  the  hearings  show 
that  the  statement  of  Reading  Railway  property  costs  contained 
items  aggregating  $38,000,000,  which  represented  operating  deficits, 
bonus  stock  issued,  arbitrary  write  ups  of  road  accounts,  cost  of 
securities  which  apparently  had  no  value  but  which  were  charged  off 


GOVERNMENT  CONTROL  AND  OPERATION   OF  RAILROADS.       1077 

to  road  account,  and  similar  items  which  had  been  included  in  the 
book  accounts  of  the  property  costs,  all  of  which  inflated  the  cost 
of  road  and  equipment  as  shown  in  the  carriers9  books,  but  did  not 
actually  represent  expenditures  for  road  and  equipment.  Most  of 
these  items  were  included  in  the  road  prior  to  1907.  Obviously, 
says  the  commission,  present  day  rates  should  not  be  expected  to 
earn  a  return  on  property  costs  inflated  by  the  inclusion  of  such 
items. 

Senator  Robinson.  We  usually  adjourn  at  5  o'clock.  How  much 
longer  will  it  require,  in  your  opinion,  to  complete  your  statement? 

Mr.  Warnb.  If  you  adjourn  at  5  o'clock,  I  would  rather  take  it 
up  in  the  morning,  if  possible. 

(Thereupon,  at  5  o'clock  p.  m.,  the  committee  adjourned  to  meet 
at  10  o'clock  a.  m.  Thursday,  January  24, 1918.) 


4  * 
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THURSDAY,  JANUARY  24,   1918. 

United  States  Senate, 
Committee  on  Interstate  Commerce, 

Washington^  D.  C. 

The  committee  met,  pursuant  to  adjournment,  at  10.30  o'clock 
a.  m.,  in  the  hearing  room  of  the  committee,  Senate  Office  Building, 
Senator  Ellison  D.  Smith  presiding. 

The  Chairman.  The  committee  will  come  to  order.  Dr.  Warne, 
you  may  continue  your  testimony. 

STATEMENT  OF  DR.  FRANK  7.  WABNE— Resumed. 

Mr.  Warne.  At  the  conclusion  of  the  hearing  yesterday  I  was  dis- 
cussing the  report  of  the  Interstate  Commerce  Commission  on  its 
investigation  of  the  property  investment  accounts,  net  operating 
income,  and  per  cent  return,  relating  the  income  to  the  investment 
account,  in  the  Anthracite  Coal-Carriers'  case,  and  I  had  reached  the 
point  where  I  had  described  what  the  Interstate  Commerce  Commis- 
sion had  found  through  its  examiners  as  to  the  elements  in  the  prop- 
erty investment  accounts  of  these  carriers. 

It  had  been  shown  that  the  Reading  Railway  property  costs  con- 
tained items  aggregating  $38,000,000,  which  represented  the  operat- 
ing deficits,  bonus  stock  issued,  arbitrary  write-ups  of  road  accounts, 
cost  of  securities  which  apparently  had  no  value  but  which  were 
charged  off  to  road  account,  and  similar  items  which  have  been  in- 
cluded in  the  book  accounts  of  the  property  costs,  all  of  which  in- 
flated the  cost  of  road  and  equipment  as  shown  in  the  carriers'  books, 
but  did  not  actually  represent  expenditures  for  road  and  equipment. 
Most  of  these  items  were  included  in  the  road  prior  to  1907.  "  Ob- 
viously," says  the  commission,  "present-day  rates  should  not  be 
expected  to  earn  a  return  on  property  cost  inflated  by  the  inclusion 
of  such  items." 

The  commission  found  the  following  items  in  the  property  invest- 
ment account  of  other  roads. 

The  Chairman.  What  report  of  the  commission  are  you  reading 
that  from  ? 

Mr.  Warne.  This  is  in  the  Five  Per  Cent  case  (31 1.  C.  C,  351). 

Other  amounts  included  in  cost  of  road  as  shown  by  "road  ac- 
count" were:  For  the  Pennsylvania,  cost  of  coal-producing  lands, 
$1,642,149,  on  which  no  income  had  been  received  in  recent  years, 
and  bonus  stock,  $1,565,527;  for  the  Lackawanna,  bonus  stock,  $426,- 
355,  discounts  and  commissions  on  securities,  $795,329;  for  the  Cen- 
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tral  Railroad  of  New  Jersey,  an  arbitrary  write-up  of  cost  of  road 
$2,757,643. 

uAs  the  carriers,  by  amended  exhibits  or  upon  their  briefs,  have 
adopted  these  reductions  from  their  property  costs,"  says  the  com- 
mission, "  and  as  a  reduction  of  $33,000,000  has  been  made  in  the 
cost  of  the  property  of  the  New  York,  Ontario  &  Western  Railway, 
the  property  costs  m  the  instant  case  differ  from  the  property  costs 
presented  in  the  Five  Per  Cent  case." 

In  the  Five  Per  Cent  case  (32  I.  C.  C,  328)  the  commission  stated 
that  the  property-investment  accounts  as  now  standing  on  the  books 
of  the  carriers  can  not  be  accepted  as  accurately  representing  the 
fair  value  of  their  property  devoted  to  serving  the  public. 

It  farther  said  [reading]  : 

The  evidence  shows  that  the  road  account,  now  designated  "cost  of  road/ 
was  used  prior  to  1907  as  a  general  clearing  account  Into  which  was  charged 
valueless  and  uncollectible  items  and  liabilities  which  could  not  conveniently 
be  absorbed  into  other  accounts. 

Property  costs  deduced  from  the  old  books  of  these  carriers  are  not  reliable. 
The  fault  is  back  of  the  books.  This  is  well  illustrated  by  the  cost  of  cm 
st ruction  of  the  Port  Reading  Railroad,  which  the  carriers*  experts  have  astrr 
tained  from  its  books  to  have  been  $3,025,000.  This  railroad  is  of  recent 
construction,  being  completed  in  the  year  1894.  The  commission's  examiners 
found,  by  their  reviews  of  the  construction  contracts  and  records,  that  the 
actual  cost  of  constructing  this  railroad  was  $1,525,000,  and  that  the  bo»k 
cost  includes  $1,500,000  representing  a  bonus  payment  in  securities  to  the  cod 
struction  company.  Such  practices  were  so  prevalent  in  railroad  construction 
in  former  years  that  we  must  regard  property  costs  deduced  from  the  oM 
books  as  very  unreliable. 

The  construction  accounts  promulgated  by  the  commission  lay 
down  the  rule  that  all  charges  to  property  should  be  the  money  value 
and  not  the  debt  value  of  the  transactions  recorded.  This  means 
that  so  far  as  construction  accounts  are  controlled  by  the  commis- 
sion's orders,  the  "  cost  of  property,"  which  is  the  first  item  on  the 
asset  side  of  the  balance  sheet,  must  be  the  cost  in  money  and  not 
the  cost  in  debt.  "  The  beneficial  effect  of  this  rule,"  says  the  com- 
mission in  its  annual  report,  "  is  limited  by  the  fact  that  the  juris- 
diction of  the  commission  does  not  extend  to  construction  companies, 
nor  does  there  seem  to  be  any  feasible  means,  without  further  legis- 
lation, of  controlling  charges  to  the  property  accounts  of  a  carrier 
which  represent  a  lump  sum  for  the  purchase  of  constructed  prop- 
erties." 

The  accounting  rule  promulgated  by  the  commission  further  pro- 
vides that  all  additions  and  betterments,  regardless  of  the  source 
from  which  the  money  to  pay  for  such  additions  and  betterments 
may  be  derived,  shall  be  made  a  charge  to  the  property  account. 
The  purpose  of  this  rule  is  to  prevent  the  accumulation  of  what 
have  sometimes  been  called  "  secret  reserves,"  and  thus  obviate  the 
danger  of  having  these  reserves  restored  to  the  books  at  some  future 
time  and  made  the  basis  of  speculative  manipulations.  This  was 
not  the  practice  prior  to  1907. 

The  present  accounting  orders  of  the  commission  also  require 
that  all  additions  and  betterments  paid  for  out  of  revenues,  rather 
than  from  the  proceeds  of  securities  sold,  should  be  set  up  on  the 
liability  side  of  the  balance  sheet  as  a  specific  item.  But  this  wa> 
not  the  practice  prior  to  1907.     This  rule  does  not  decide,  but  it  at 
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least  raises  the  question  of  the  equity  in  value  of  such  improve- 
ments. "  Is  this  an  equity  of  the  stockholder  or  of  the  public?  "  asks 
the  commission. 

Tho  railroads  are  now  required  to  state  in  their  statistical  returns 
to  the  commission  the  cost  of  their  properties.  If  this  account  were 
correctly  kept,  it  would  show  the  money  expended  from  the  first  in 
building  and  equipping  the  railroad. 

"  In  point  of  fact,  this  item  is  not  reliable,"  says  the  commission  in 
its  report  in  No.  3400,  Advance  in  Rates,  Eastern  Case  (pp.  257-259). 

The  present  railroad  systems  In  official  classification  territory  have  usually 
been  formed  by  the  combination  of  a  large  number  of  smaller  railroads,  which 
were  built  as  independent  properties.  The  Baltimore  &  Ohio  system,  for  ex- 
ample, embraces  more  than  100  such  properties.  The  only  information  which 
the  present  system  has  of  the  original  cost  of  construction  is  that  derived  from 
the  books  of  the  various  companies  which  have  been  absorbed.  These  books 
were  seldom  accurately  kept,  and  often  represent  as  money  what  was.  in  fact, 
something  else.  The  beginnings  of  this  account,  therefore,  are  very  imperfect 
j'nd  unreliable. 

The  balance  sheet — 

Says  the  annual  report  of  the  Interstate  Commerce  Commission 
(pp.  76-76)— 

is.  i>erhaps,  the  most  important  of  the  statements  that  may  be  drawn  from  the 
accounts  of  corporations,  for,  if  correctly  drawn,  it  contains  not  only  n  classified 
statement  of  corporate  assets  and  corporate  liabilities  but  it  provides  in  the  bal- 
ance— that  is  to  say,  the  "profit  and  loss" — a  quick  and  trustworthy  measure, 
of  the  success  that  has  attended  the  operation  and  management  of  the  prop- 
erty. Every  balance  sheet  begins  with  "  cost  of  property,"  against  which  is  set 
a  figure  which  purports  to  stand  for  the  investment.  This  is  no  place  to  enter 
upon  an  extended  criticism  of  the  practice  of  American  railways  in  the  matter 
of  their  property  accounts,  nor  is  such  a  criticism  necessary  for  the  purpose  in 
hand.  It  is  sufficient  to  refer  to  the  well-known  fact  that  no  court  or  commis- 
sion or  accountant  or  financial  writer  would  for  a  moment  consider  that  the 
present  balance-sheet  statement  purporting  to  give  the  "  cost  of  property  "  sug- 
gests, even  in  a  remote  degree,  a  reliable  measure  either  of  money  invested  or  of 
present  value.  Thus,  at  the  first  touch  of  critical  analysis  the  balance  sheets 
puhlishd  by  American  railways  are  found  to  be  inadequate.  They  are  incapable 
of  rendering  the  service  which  may  rightly  be  demanded  of  them. 

I  might  suggest  to  the  committee  that  if  it  is  sufficiently  interested, 
it  cm  find  out  from  investigations  already  finished  by  the  valuation 
department  of  the  Interstate  Commerce  Commission  the  actual  dif- 
ference between  property  investment  of  the  railroads  examined  and 
their  present  value,  as  determined  by  the  commission.  I  think  10 
roads  have  been  finished. 

I  want  now  briefly  to  take  up  the  economics  of  this  control  as  re- 
lating to  present  conditions  and  as  affecting  the  railway  employees. 
The  control  of  one  railroad  company  by  another  has  usually  been 
brought  about  without  the  investment  of  a  single  dollar  of  new  capi- 
tal by  the  controlling  road.    It  has  simply  extended  its  credit. 

For  illustration,  the  New  York  Central  until  recently  owned  a 
large  part  of  the  stock  of  the  Lake  Shore  &  Michigan  Southern,  and 
still  owns  stock  of  the  Michigan  Central. 

For  the  purpose  of  acquiring  and  paying  for  this  stock,  collateral 
mortgages  were  issued  with  the  stock  as  security,  the  mortgages  ag- 
gregating about  $110,000,000.  This  amount  should,  therefore,  be  sub- 
tracted from  the  funded  debt  in  order  to  show  that  portion  of  the 
debt  which  really  stands  against  the  operated  lines  of  the  New  York 
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Central.    In  many  cases  subsidiary  roads  have  been  acquired  wholly 
out  of  earnings  of  the  parent  company. 

In  ninth  Interstate  Commerce  Commission  report  (pp.  382,  417  ■ 
the  commission,  in  considering  the  financial  condition  of  the  Lake 
Shore  &  Michigan  Southern  Railway,  said  (reading) : 

The  Lake  Shore  &  Michigan  Southern  on  June  30,  1901,  owned  a  majoritj 
of  the  capital  stock  of  its  competitor,  the  New  York,  Chicago  &  St.  Louis  Rail- 
road Co.,  a  majority  of  the  capital  stock  of  its  connection,  the  Pittsburgh  k 
Lake  Erie  Railrad  Co.,  almost  one-half  of  the  capital  stock  of  the  Lake  Erie 
&  Western  Railroad  Co.,  and  $11,224,000  of  the  capital  stock  of  the  Cleveland 
Cincinnati,  Chicago  &  St.  Louis  Railway  Co.,  besides  smaller  holdings  in  other 
companies.  These  stocks  had  been  acquired,  in  addition  to  the  payment  of 
dividends,  not  less  than  6  per  cent  for  many  years,  out  of  net  earnings.  Durir? 
the  year  1902  it  purchased,  apparently  out  of  surplus,  $4,728,200  of  the  capital 
stock  of  the  Indiana,  Illinois  &  Iowa  Railroad  Co.,  the  entire  capital  being 
$6,000,000. 

If  you  carry  that  process  to  a  logical  conclusion,  it  is  not  impos- 
sible for  one  railroad  company  to  secure  control  of  the  capital  stock 
of  every  railroad  corporation  in  the  United  States  out  of  earnings, 
in  addition  to  a  fair  return  upon  its  investment. 

Against  the  stocks  of  the  acquired  road  as  security,  the  purchasing 
company  issues  collateral  trust  bonds. 

"A  railroad  company,"  says  the  Railroad  Securities  Commission, 
"  buying  the  stock  of  another  company  almost  always  issues  collateral 
trust  or  other  bonds  to  pay  for  it.  In  other  words,  it  puts  the  stock 
into  its  own  treasury  and  sells  the  bonds  to  the  public."  In  brief, 
the  purchased  road  is  made  to  pay  for  itself  through  its  own  stock. 

One  result  of  this  practice  is  the  wholesale  investment  on  a  credit 
basis  of  the  corporate  funds  of  one  railroad  in  stocks  of  other  com- 
panies. To-day  these  collateral  trust  bonds  form  the  most  important 
class  of  funded  indebtedness  outside  of  the  ordinary  simple  mort- 
gage— they  constitute  as  much  as  one-tenth  of  the  total  funded  in- 
debtedness of  the  railroads.  What  is  of  special  significance  is  the 
fact  that  this  huge  sum  of  $1,183,000,000  has  in  large  part  come  into 
existence  since  1898.  The  relation  between  the  total  amount  of  stocks 
and  bonds  and  that  of  the  relative  increase,  which  results  from  mak- 
ing the  former  security  for  the  latter,  becomes  a  matter  of  prime 
importance. 

For  a  brief  few  minutes  I  am  going  to  make  a  rather  dry,  technical, 
statistical  presentation.  I  trust  you  will  have  patience  with  that 
presentation,  because  from  the  facts  presented  certain  conclusions 
are  to  be  drawn  that  we  consider  of  very  great  importance. 

The  total  gross  capitalization  of  all  the  railroads  in  the  United 
States  is  approximately  $20,247,000,000.  More  than  one-half  of 
this — 57  per  cent — amounting  to  $11,566,542,000,  is  funded  debt,  con- 
sisting principally  of  various  kinds  of  bonds.  The  remaining  4o 
per  cent  of  the  total  capitalization  is  stock,  amounting  to  $8.6Sn.- 
760,000. 

This  gives  the  proportion  to  total  capital  of  57  per  cent  for  funded 
debt  and  43  per  cent  for  stocks. 

The  relative  tendency  over  the  intervening  year?;  has  been  ai» 
increase  in  bonds  compared  with  stocks.  That  is.  of  the  tota' 
capital  bonds  hold  relatively  a  more  important  position  to-day  thai' 
in  1891;  consequently  stocks  hold  a  less  important  position  to-<l:r 
than  they  did  26  years  ago. 
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In  what  is  known  as  the  Lake  Cargo  Coal  case,  and  the  Fifteen  Per 
Cent  case,  being  a  controversy  before  the  Interstate  Commerce  Com- 
mission in  the  matter  of  coal  rates  to  the  Lakes,  a  chart  was  there 
presented  showing  the  tendency  of  all  these  factors.  I  tried  to  secure 
that  chart  to  bring  to  the  committee  before  I  came  here  this  morning, 
but  the  Government  has  commandeered  most  of  my  office  space,  and 
it  has  been  lost  in  moving,  and  I  was  unable  to  find  it,  but  I  can  draw 
the  deductions  from  that  chart  in  a  description. 

By  1904  the  tendency  in  the  rate  of  increase  from  1891  for  all  three 
funds  was  in  general  the  same — each  had  increased  42  per  cent — 
although  during  the  13  years  there  had  been  periods  of  fluctuations  in 
the  rate  of  increase  of  each  of  the  three  elements.  From  1891  to  and 
including  1894  the  amount  of  funded  debt  increased  slightly  faster 
than  that  of  stocks.  Starting  about  even  again  in  1895,  the  rate  of 
increase  in  stocks  runs  ahead  of  that  in  funded  debt  during  the  fol- 
lowing eight  years  to  and  including  1903.  Starting  even  again  in 
1904,  the  rate  of  increase  in  funded  debt  for  the  10  succeeding  years 
outstripped  that  of  stocks.  During  the  past  24  years  total  capital 
increased  118  per  cent,  funded  debt  139  per  cent,  and  stocks  95  per 
cent. 

Twenty-six  years  ago  railway  corporations  owned  the  stock  of 
other  similar  companies  to  the  extent  of  $945,288,000.  In  1914,  the 
latest  year  for  which  I  have  secured  official  information,  the  stock 
so  owned  amounted  to  $2,639,000,00.  Here  is  an  increase  of  179  per 
cent — nearly  three  times  in  1914  what  it  was  in  1891. 

While  this  is  an  important  fact,  it  does  not  convey  the  idea  com- 
pletely, for  while  the  amount  now  owned  is  much  larger  than  in  1891, 
still  it  is  possible  that  in  proportion  to  the  total  amount  of  such  stock 
issued,  it  might  be  no  greater  in  the  latter  than  in  the  earlier  period. 
Relating  these  two  facts — the  increase  in  the  total  amount  oi  stock 
and  of  railway  ownership  of  this  stock — while  the  former  increased 
at  the  rate  of  only  95  per  cent  the  latter  increased  179  per  cent.  In 
1891  railway  ownership  of  stock  was  only  21  per  cent  of  the  total 
stock ;  in  1914  it  was  more  than  30  per  cent. 

Another  related  fact  will  assist  in  forming  a  mental  concept  of  the 
conditions.  Railway  stock  is  divided,  according  to  ownership,  into 
two  groups — that  owned  by  the  railroads  themselves  and  that  held 
in  the  hands  of  the  public.  Twenty-six  years  ago  the  public  owned 
this  stock  to  the  extent  of  $3,505,421,000.  To-day  the  amount  thus 
owned  is  $6,041,976,000.  Here  is  a  rate  of  increase  of  railway  stock 
in  the  hands  of  the  public  of  only  78  per  cent.  It  has  already  been 
stated  that  the  rate  of  increase  in  the  total  stock  in  this  period  was 
95  per  cent,  so  that  the  increase  in  railway  stock  owned  by  the  public 
has  been  less  rapid  than  the  increase  in  the  total  stock.  In  1891 
nearly  79  per  cent  of  railway  stock  was  in  the  hands  of  the  public ; 
in  1914  less  than  70  per  cent  was  so  held. 

While  the  rate  of  increase  of  railway  stock  in  the  hands  of  the 
public  has  been  only  72  per  cent  during  the  past  24  years,  railway 
ownership  of  this  stock  has  been  at  the  rate  of  179  per  cent.  From 
control  of  one-fifth  of  all  the  stock  in  1891  railway  ownership  has 
increased  nearly  one-third;  from  79  per  cent  of  the  stock  in  1891 
ownership  by  the  public  has  decreased  to  70  per  cent. 
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The  conclusion  is  that  in  recent  years  the  railway  corporation- 
have  been  acquiring  stock  issues  of  like  transportation  companies  at 
a  much  more  rapid  rate  than  has  the  public. 

Another  striking  and  important  idea  which  a  study  of  statistics  <>:' 
the  Interstate  Commerce  Commission  emphasizes  is  the  period  at 
which  this  movement  of  railway  ownership  of  railway  stock  began. 
From  1891  to  1898  the  tendency  of  the  three  separate  movements  wa* 
not  very  different  from  one  another.  But,  starting  in  1898.  th* 
amount  of  stock  owned  by  railroads  began  to  mount  and  to  leave  far 
behind  the  other  two,  until  the  very  wide  difference  between  them  at 
the  present  time  is  reached.  For  the  seven  years  from  1891  the  tou! 
stock  outstanding  increased  21  per  cent  and  the  stock  owned  by  rail 
roads  12  per  cent.  But  from  1897  to  1914  the  stock  outstanding  in- 
creased 62  per  cent,  while  railway  ownership  of  this  stock  increased 
148  per  cent.  The  year  1898,  then,  marks  the  beginning  of  the  mo\e 
ment  that  to-day  finds  over  30  per  cent  of  the  entire  issues  of  railway 
stock  held  and  controlled  by  the  railroads  themselves.  A  study  of 
the  proportion  of  the  total  railway  stock  held  by  railway  corpora- 
tions each  year  since  1891  shows  that  in  1897  it  was  less  than  in  1S91. 
being,  respectively,  21.2  and  19.8  per  cent.  But  in  1914  the  propor 
tion  owned  was  as  much  as  30.4  per  cent.  The  year  in  which  railway 
ownership  shows  the  lowest  proportion  of  all  the  24  years  is  1897. 

In  building  from  related  facts  the  idea  of  railway  control  of  rail- 
way capital,  which  it  is  desired  to  impress  upon  this  committee,  it  is 
essential  to  direct  attention  for  the  moment  to  the  bond  feature  of 
railway  security  issues.  Of  the  total  bonds  or  funded  debt  out- 
standing for  all  the  railroads  of  the  United  States  (amounting  to 
$11,566,542,000  in  1914)  only  $1,849,424,000  is  owned  by  railway  cor- 
porations themselves.  This  is  railway  ownership  of  only  16  per  rent 
of  the  bonds.  As  to  stocks,  it  was  found  that  the  railroads  own  more 
than  30  per  cent. 

Railway  control  being  secured  primarily  through  stock  and  not 
through  bond  ownership,  the  latter  playing  relatively  an  insignifi- 
cant part  in  this  control,  we  have  at  once  the  explanation  why  rail- 
way corporations  are  in  possession  of  railway  stock  to  a  much  greater 
extent  than  they  are  or  bonds.  Investment  for  a  direct  financial 
return  in  the  way  of  interest  or  dividends  not  being  the  primary 
object  of  this  railway  control,  we  do  not  in  consequence  find  funded 
debt  issues  in  the  treasuries  of  controlling  corporations  to  the  extent 
that  we  find  stock  issues.  Even  in  those  cases  where  one  corporation 
owns  the  stock  of  another,  the  former  usually  holds  little  or  none  of 
the  funded  debt  of  the  latter. 

Considering  the  distribution  of  funded  debt  as  between  railway 
corporations  and  the  public,  an  entirely  different  situation  is  found 
to  exist  from  that  of  a  like  distribution  of  railway  stocks.  In  the 
hands  of  the  public  there  is  $84  out  of  every  $100  of  the  funded  debt 
of  the  railroads  of  the  United  States.  As  to  stocks  held  by  the  pub- 
lic, we  have  already  seen  that  it  is  not  quite  $70  out  of  every  $100. 

In  1898  the  amounts  of  railway  stocks  and  bonds  owned  bv  the 
public  were  nearly  equal,  $4,236,000,000  of  stock,  and  $4371.000.000 
of  bonds.  Sixteen  years  later  there  had  come  about  a  serious  dis- 
proportion—$6,041,976,000  of  stocks  and  $9,717418,000  of  funded 
debt. 
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These  illustrations  indicate  that  this  railway  ownership  of  the 
capital  stock  of  other  railway  companies  is  much  more  extensive 
than  the  facts  available  indicate,  startling  as  even  these  available 
facts  are. 

The  striking,  and  in  many  ways  remarkable,  change  in  railway 
bonds  and  stocks  in  the  hands  of  the  public,  which  change  has  been 
more  marked  in  recent  years,  is  also  very  important  as  reflecting  the 
extent  to  which  the  credit  of  our  railroads  is  being  pledged.  No  one 
thing  is  more  responsible  for  this  tendency  than  the  growth  and 
widespread  application  of  the  system  of  intercorporate  holdings 
By  virtue  of  its  facility  for  the  issuing  of  collateral  trust  bonds,  this 
plan  or  method  of  ownership  control  has  unquestionably  been  a 
dominating  factor  in  bringing  about  this  disproportionate  ownership 
by  the  public  and  the  railroads  as  between  stocks  and  bonds. 

This  tendency  has  public  significance  also,  in  that  it  has  resulted 
in  a  disproportionate  growth  of  fixed  interest-bearing  obligations, 
caused  by  the  issuance  of  bonds  in  payment  for  the  stocks  of  the 
roads  acquired.  The  result  is  greater  financial  rigidity,  which  pre- 
vents the  corporation  from  readily  adjusting  itself  to  changing 
economic  conditions.  I  do  not  say  this  tendency  would  not  have 
existed,  assuming  that  there  was  to  have  been  railway  consolidation 
anyhow  and  in  some  form;  but  I  do  say  that  very  likely  it  would 
not  have  been  so  striking  or  fraught  with  such  alarming  consequences 
as  those  that  now  confront  the  American  people. 

Why?  Assuming  for  the  present  the  value  of  railway  stock  to  \>e 
what  it  represents  on  its  face,  the  leading  systems  have  purchased 
literally  thousands  of  millions  of  dollars  of  the  stock  of  other  rail- 
way companies.  Against  these  stock  holdings  they  have  issued 
interest-bearing  securities  also  to  an  enormous  total  amount. 

On  the  bonds — the  paper  assurances  of  indebtedness — the  corpora- 
tion must  pay  a  specified  sum  of  money  at  a  given  date  and,  in  the 
meantime,  interest  at  stated  times.  If  it  does  not,  its  physical  prop- 
erty is  likely  to  be  taken  over  by  the  holders  of  the  bonds. 

On  the  stock — the  paper  assurances  of  participation  in  earnings — 
the  corporation  is  presumed  to  pay  dividends,  but  this  is  not  legally 
compulsory;  it  is  at  the  discretion  of  the  company's  directors,  and 
if  the  dividends  are  not  paid,  the  stockholders  have  not  the  recourse 
to  a  receivership  that  is  open  to  the  bondholders  if  interest  is  not 

paid. 

This  difference  between  the  stocks  of  a  railroad  company  and  its 
bonds  is  of  great  importance.  It  is  further  explained  in  the  report 
of  the  Railroad  Securities  Commission  as  follows  (reading) : 

A  certain  sum  has  been  paid  in,  ami  the  holder  of  the  stock  has  a  certain 
share  in  the  ownership  of  the  property  of  whatever  value  that  may  prove  to  be. 
The  second  of  these  things  is  what  ultimately  gives  the  stock  certificate  its 
value.  In  the  case  of  a  railroad  bond,  the  fact  that  it  calls  for  $100  or  $1,000 
is  a  determining  factor  in  what  it  is  worth.  But  in  the  case  of  stock,  the 
fact  that  the  certificate  represents  $100  or  $1,000  is  far  from  being  the  deter- 
mining factor.  It  is  but  one  incident  among  many.  Even  in  theory  it  purports 
merely  to  show  that  this  was  the  amount  originally  paid  by  the  subscriber 
when  the  road  was  built.  It  does  not  create  an  obligation  to  pay  its  face  value, 
i:or  does  that  face  represent  its  money  value  as  a  share.  The  value  varies 
with  the  development  of  the  property  as  a  whole. 

If  it  has  been  wisely  located  and  well  managed,  it  will  be  worth  more  than 
the  amount  it  represents.  If  it  has  been  unwisely  located,  or  badly  managed, 
it  will  be  worth  less  than  the  amount  it  represents.  The  shareholder  chose 
his  investment,  elected  his  management,  and  took  his  risks.     If  he  acted  un- 
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wisely  and  fares  badly  he  has  no  claim  that  the  public  should  indemnify  him. 
If  he  did  well,  the  public  can  not  either  rightly  or  wisely  fail  to  recognize  and 
reward  his  foresight,  so  long  as  his  road  is  managed  with  proper  regard  to  th* 
interest  of  the  community  and  for  the  development  of  the  traffic  which  it  carries. 

The  principal  of  a  bond  is  a  fixed  sum,  its  interest  a  fixed  charge.  The 
value  of  a  share  of  stock  is  essentially  variable,  its  profit  essentially  irnte- 
terminate. 

There  is  a  persistent  tendency  to  ignore  this  distinction ;  to  emphasize  tindul; 
the  face  value  of  the  stock ;  to  treat  the  shares  in  a  railroad  or  other  puhlK- 
servlce  corporation  as  claims  against  .the  community  for  the  number  of  »1ollai> 
they  represent,  rather  than  as  fractional  interests  in  a  more  or  less  hazard* m< 
enterprise,  in  which  the  investors  took  risks  of  loss  and  chances  of  profit. 

Stock  pays  dividends  to  the  holding  company  when  business  is 
good  and  traffic  abundant  on  the  lines  of  the  subsidiary  that  issued 
it.  With  these  dividends  the  holding  company  meets  the  interest 
charges  on  its  bonds  which  it  has  issued  on  the  basis  of  the  stock 
Usually  the  dividend  rate  of  return  is  higher  than  the  interest  rate. 
This  being  so,  the  holding  company  has,  on  the  surface,  made  a  good 
investment — it  receives,  say,  a  5  per  cent  dividend  on  the  stock,  out 
of  which  it  pays,  say,  a  4  per  cent  interest  on  the  bonds.  Here  is 
an  apparent  profit  of  1  per  cent  annually  on  the  transaction. 

So  far,  so  good. 

But  this  practice  of  one  company  issuing  collateral  trust  and  other 
bonds  to  pay  for  the  stock  of  another  company  changes  contingent 
charges,  which  are  flexible,  into  fixed  charges,  which  are  more  rigid 
and  constant. 

As  long  as  times  are  good  and  industry  prosperous,  this  is  not  a 
bad  situation. 

Let  an  industrial  depression  set  in,  however,  as  it  has  at  times 
during  the  past  decade  and  as  it  is  likely  to  do  in  future  years. 
Traffic  then  falls  off,  and  with  this  shrinkage  of  business  earnings 
decline.  Expenses  can  not  be  reduced  in  proportion.  There  is  now 
not  enough  money  from  the  rate  receipts  with  which  to  meet  the 
expenses  of  operation  and  also  to  pay  these  dividends  on  the  stock. 

What  does  the  subsidiary  company  do? 

It  has  to  keep  in  operation  and  it  must  meet  these  operating 
expenses,  such  as  wages  and  salaries,  maintenance  of  way  and  struc- 
tures and  equipment,  cost  of  materials,  and  the  like.  Dividends, 
however,  are  not  a  legally  enforceable  liability.  Their  payment 
annually  is  not  essential  to  the  continued  operation  of  the  property. 
A  company  can  refuse  to  pay  dividends  on  its  stock  and  the  stock- 
holder has  no  redress  at  law.  Interest  on  bonds,  however,  must  be 
paid  or  the  bondholder  can  have  recourse  to  the  courts — interest 
payments  can  not  be  "passed"  without  the  probability  of  bank- 
ruptcy. The  only  choice  left  to  the  subsidiary  company  when  earn- 
ings are  low  is  to  stop  the  payment  of  dividends,  so  dividends  on 
the  stock  are  "  passed." 

With  the  subsidiary  company  "passing"  its  dividend  payments 
the  holding  corporation  has  no  return  upon  the  stock  it  purchased— 
the  source  from  which  it  expected  to  meet  the  interest  charges  on  \U 
bonds  has  been  cut  off.    In  the  case  of  some  railway  holding  com- 

fanies  their  only  source  of  revenue  is  the  dividends  on  stocks  owned, 
n  the  case  of  the  New  York  Central  it  receives  in  dividends  from 
subsidiary  companies  a  larger  total  amount  than  it  pajTs  out  in  divi- 
dends to  its  own  stockholders.  Heretofore,  under  conditions  when* 
many  individuals  were  the  stockholders,  and  not  another  railroad  the 
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single  or  at  least  the  largest  stockholder,  such  a  default  in  divi- 
dend payment  would  have  been  distributed  among  these  individuals; 
now,  its  effect  is  concentrated  upon  a  single  corporation.  Even  a 
threatened  default  of  interest  payments  on  bonds  is  sufficient  to 
disturb  credit  and  to  cause  a  temporary  loss  of  confidence;  it  may 
even  precipitate  a  widespread  financial  crisis. 

What  then? 

To  save  the  stockholding  companies  from  default  in  interest  on 
their  bonds  and  from  a  receivership  the  railway  presidents  echo 
the  cry  of  the  large  bondholders  that  freight  rates  must  be  increased. 
This  is  the  u  crisis  "  the  public  has  been  hearing  so  much  about  from 
the  railway  presidents,  directors,  and  financiers  in  the  recent  Advance 
Hate  cases.    In  fact,  it  is  the  cause  of  those  rate  cases. 

With  the  stocks  of  subsidiary  railway  companies  pledged  as  se- 
curity for  issues  of  bonds ;  with  these  pledges  prohibiting  the  sale  of 
these  stocks,  except  in  the  event  of  default  upon  the  bonds;  with 
such  default  usually  warded  off  only  by  the  receipt  of  dividends  from 
the  stock;  and  with  a  shrinkage  in  traffic  threatening  and  in  cases 
cutting  off  these  receipts — why,  of  course,  the  holding  companies 
face  a  crisis. 

Every  industrial  depression  tends  under  these  conditions  to  bring 
the  holding  corporation — and  we  have  seen  how  numerous  they  are 
and  what  an  important  place  they  hold  as  to  the  capstone  of  our  rail- 
way systems — it  tends  to  bring  them  to  the  brink  of  a  financial 
"  crisis  " ;  to  force  them  face  to  face  with  actual  bankruptcy. 

Hence  the  alarm  of  the  railway  presidents  when  traffic  begins  to 
decline. 

Hence  their  scurry  to  the  Interstate  Commerce  Commission  in  1910, 
in  1914,  and  in  19lt  for  increases  in  rates  to  bolster  up  earnings. 

Hence  the  inability  of  the  Commerce  Commission  to  pass  upon  the 

{'ustness  and  reasonableness  of  rates  in  the  way  that  was  intended 
>y  Congress  when  it  conferred  upon  this  national  body  that  au- 
thority. 

Hen6e  the  partial  reversal  in  December,  1914,  by  the  Commerce 
Commission  of  its  decision  in  Julv  in  the  Advance  Rate  case  of"  that 
year. 

Hence  the  dangerous  situation  which  the  American  people  are 
facing  to-day  in  this  problem,  which  the  ownership  of  railway  stock 
by  other  railroads  has  forced  upon  them. 

*  The  fact  is  that  our  railway  structure  to-day  rests  upon  a  founda- 
tion of  sand,  which  the  slightest  bad  weather  will  undermine — it 
is  a  house  of  cards,  which  an  ill  wind  will  blow  over — carrying 
widespread  national  financial  ruin  in  its  wake.  The  American  in- 
vestor in  railwav  securities  is  sleeping  over  a  volcano. 

The  effects  of  the  situation  just  described  upon  the  railway  em- 
ployees is  that  of  practically  bonding  the  stock  of  the  American  rail- 
roads.  It  is  taking  a  large  volume  of  fluid  capital  and  making  a 
situation  where  almost  legal  demands  are  upon  that  stock  to  pay 
dividends.  It  forces  the  holding  companies  in  self-preservation 
to,  in  every  instance  where  it  is  possible2  compel  every  subsidiary 
company  to  pay  dividends  in  order  to  receive  the  money  for  the  sup- 
port of  these  bonds. 

I  intended  to  proceed  from  that  idea  to  a  discussion  of  the  actual 
holders  of  the  stock,  but  I  have  probably  trespassed  enough  on  the 
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time  of  this  committee,  and  unless  it  is  particularly  interested  in  a 
discussion  of  the  groups  or  of  the  type  of  individuals  in  the  com- 
munity that  own  these  stocks  I  will  end  my  discussion  here-  I  wish 
merely  to  say  this  as  regards  the  question  of  wide  distribution  of 
stock  among  the  American  people.  It  is  a  bugaboo  that  is  not  true. 
Along  with  this  tendency  for  the  purchase  of  railway  stock  bv  rail- 
way companies  there  has  gone  a  concentration  of  the  ownership  of 
railway  stock  in  the  hands  of  very  few  individuals. 

Senator  Underwood.  May  I  ask  you  a  question  right  there? 

Mr.  Warne.  Yes,  sir. 

Senator  Underwood.  It  has  been  claimed,  and  I  have  never  seen  it 
denied,  that  a  large  portion  of  these  securities  are  held  bv  the  savings 
banks,  trust  companies,  and  insurance  companies  of  America  thit 
hold  the  savings  of  the  American  people,  and  that  therefore  the  peo- 
ple generally  are  interested  in  these  securities.  What  statement  hare 
you  in  reference  to- that? 

Mr.  Warne.  I  should  say,  in  connection  with  that,  speaking  gener- 
ally of  savings  banks  and  insurance  companies,  that  their  investment 
in  railway  bonds  is  relatively  insignificant  compared  with  their  total 
investments. 

Senator  Underwood.  Have  you  any  figures  on  that? 

Mr.  Warne.  No;  I  have  not;  nor  have  I  ever  seen  any  compilation 
by  the  railroads  showing  the  investment  of  security  companies  and 
banks  in  their  stocks  and  bonds.  If  one  insurance  company  with 
policyholders  numbering  millions,  we  will  say,  happens  to  have 
stock  in  American  railroads,  it  does  not  make  those  1,000,000  policy 
holders  in  that  insurance  company  stockholders  in  the  railroad. 

Senator  Underwood.  No;  but  the  point  has  been  made.  Surely, 
they  are  not  stockholders,  but  the  point  has  been  made  that  this  legis- 
lation is  very  necessary  to  sustain  credit,  because  if  the  railroad 
securities  are  jeopardized  it  jeopardizes  these  savings  concerns,  or 
life  insurance  companies,  savings  banks,  and  therefore  there  is  a 
serious  injury  to  a  vast  number  of  the  American  public.  I  have 
heard  that  statement  made  a  great  many  times. 

Mr.  Warne.  Neither  this  committee  nor  Congress  can  be  held  re- 
sponsible for  any  investments  made  by  any  individuals,  nor  any  cor- 
porations, in  railroads.  They  are  presumed  to  know  that  this  Con- 
gress has  the  absolute  power  of  regulation  of  railroads,  that  it  has 
that  power  to  the  extent,  if  necessary,  of  cutting  down  the  earnings 
of  the  railroads,  and  any  corporation  or  individual  investing  in  rail- 
road stocks  must  be  presumed  to  have  that  knowledge ;  and  it  can  not 
place  the  Government  in  a  position  of  guaranteeing  any  investment* 
in  any  railway  security. 

Senator  Underwood.  That  is  true,  except  on  the  general  propo- 
sition that  Congress,  of  course,  wants  to  maintain  sound  and  safe 
business  conditions  throughout  the  country  and  does  not  want  to  do 
anything  that  would  jeopardize  that. 

Mr.  Warne.  Certainly. 

Senator  Underwood.  But  the  question  I  was  trying  to  bring  out  is 
not  the  policy  but  the  question  of  fact  concerning  these  statements. 

Mr.  Warne.  It  is  unquestionably  true,  Senator,  that  insurance 
companies  and  savings  banks  have  investments  in  railway  securities 
The  extent  of  it  I  do  not  know. 
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Senator  McLean.  I  think  Mr.  Elliott  states  in  his  book  on  the 
subject  that  something  over  10  per  cent  of  the  entire  stock  and 
bonded  indebtedness  of  the  railroads  is  held  by  the  insurance  com- 
panies and  savings  banks. 

Mr.  Warne.  That  includes  both  bonds  and  stocks  ? 

Senator  McLean.  Yes. 

The  Chairman.  You  do  not  know  of  any  source  from  which  the 
committee  could  get  the  information  as  to  what  per  cent,  or  what  is 
the  total  amount,  of  railroad  securities  held  by  savings  banks  and 
trust  companies,  do  you? 

Mr.  Warne.  I  do  not,  Senator.  I  have  not  seen  any  information 
anywhere,  and  I  have  been  searching  for  it  for  the  last  five  or  six 
years  because  we  have  constantly  had  to  meet  that  contention  of 
the  railroads. 

The  Chairman.  Senator  Underwood  is  developing  the  idea  that 
if  that  be  true,  it  has  been  permitted  under  the  policy,  and  perhaps 
under  the  principle,  of  regulation  that  we  have  had  up  to  the  pres- 
ent; and  if  a  great  amount  of  this  is  held  and  would  jeopardize  the 
financial  condition  of  this  country  by  panicky  conditions,  no  matter 
how  much  we  might  find  that  the  principle  upon  which  this  situa- 
tion has  been  brought  about  is  wrong,  and  we  desire  to  correct,  why, 
it  would  be  the  part  of  wisdom  to  correct  it  in  such  a  manner  as  not 
to  precipitate  a  worse  condition  than  the  principle  involved  that 
brought  it  about. 

Mr.  Warne.  The  interest  of  insurance  companies  and  savings 
banks  in  railway  stock  is  not  a  speculative  interest.  It  has  been 
made,  if  at  all,  for  the  purpose  of  investment.  Whatever  action  the 
committee  or  Congress  might  take  affecting  the  market  value  has 
no  relation  whatever  to  the  investment  value  in  those  securities; 
and  if  this  committee  takes  the  position  that  its  power  over  the 
regulation  of  railroads  is  to  be  interfered  with  or  held  up  because 
the  exercise  of  that  power  is  going  to  injure  certain  individual  stock- 
holders, it  is  not  going  to  get  anywhere  with  the  railroad  problem. 

Senator  Gore.  That  would  really  subordinate  the  sovereign  power 
of  Congress. 

M[r.  Warne.  Exactly.  It  would  hinder  and  handicap  the  exercise 
of  that  constitutional  power  bv  the  Government  for  fear  you  might 
indirectly  hurt  individuals.  In  connection  with  that  point,  here  is 
a  table  that  I  have  prepared  which  may  be  of  interest. 

(The  table  referred  to  is  here  printed  in  full,  as  follows:) 


Proportion  of  total  stock  held  by  10  leading  stockholders  in  principal  railway 

systems,  1915. 


Name  of  road. 


Total  stock 
outstanding. 


Stock  held  by 
1  ten  leading 
stockholders. 


Pennsylvania  R.  R i  1506,457,848 

Baltimore  &  Ohio •  210,811,885 

New  York Central. ,  249,583,514 

New  Haven '  157,117,900 

Philadelphia  &  Reading 42,481,700 

Frie ,  176,271,300 

Delaware  &  Hudson '  42,503,000 

Delaware,  Lackawanna  &  Western i  42,291,120 

Chesapeake  &  Ohio '  62,786,000 

Norfolk  6  Western '  131,146,200 


$27,327,000 
45,923,100 
69,967,700 
21,386,500 
42,481,631 
37,409,300 
3,644,600 
13,039,300 
12,166,900 
64,577,600 


Percent 


6.40 
21.78 
28.03 
13  61 
100.00 
2122 

8.67 
30  83 
19.38 
49.24 
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Proportion  of  total  stock  held  by  10  lending  stockholders  in  principal  rvitoot 

systems,  1915 — Continued. 


Name  of  road. 


Total  stock 
outstanding. 


Stock  held  by 

ten  leading 

stockholders. 


Western  Maryland , 

Wabash » , 

Lehigh  Valley 

Southern  Railway 

Illinois  Central 

Atlantic  Coast  Line 

Seaboard  Air  Line 

Denver  &  Rio  Grande 

Missouri,  Kansas  &  Texas 

Missouri  Pacific 

Chicago,  Milwaukee  &  St.  Paul.. 
Chicago.  Rock  Island  &  Pacific » 

St.  Louis  &  San  Francisco 

Union  Pacific 

Northern  Pacific 

Grand  Trunk  Western 1 

Chicago,  Burlington  A  Quincy... 

Southern  Pacific 

Great  Northern 

Chicago  &  North  Western 

Canadian  Pacific  in  Maine , 

Atchison,  Topeka  &  Santa  Fe. . . 


W, 

M, 

185, 

109, 

68, 

80, 

87, 

76, 

82, 

«3, 

74, 

«>, 
321, 

347, 

«» 
110, 
272, 
249, 
152, 

3u; 


428,098 
104,127 
608,000 
650,200 
291, 717 
754,700 
913,500 
775,670 
309,857 
702,585 
201,900 
875,200 
671,762 
835,100 
946,000 
000,000 
839,100 
674,406 
129,962 
509,500 
273,000 
663,230 


837,672,100 


87,576,900 
38,598,600 
26,105,100 
35,017,100 
47,496,700 
29,447,900 
10,735,100 
23,371,400 
14,166,300 


64  56 

1&3» 

47.  i; 

35  31 

rr 

57.  ft 

Mil 
3&S 
12* 
IOC 
US 


50,192,800 
31,038,600 
6,000,000 
110,040,100 
53,573,800 
31,222,000 
24,391,400 


34,078,100 


li» 
110 

ioa» 

9Sl8 
MIS 
129 
Vx* 


iao 


1  In  hands  of  receiver. 


Mr.  Warne.  This  table  shows  the  total  amount  of  stock  in  these 
large  railway  systems  that  is  held  by  the  10  leading  stockholders, 
and  I  have  here  a  list  of  the  10  leading  stockholders  in  every  im- 
portant railway  system  in  the  United  States,  showing  the  par  value 
of  the  stock  they  held,  the  number  of  votes  each  is  entitled  to  in  the 
board  of  directorates,  and  the  per  cent  that  these  10  hold  to  the  total. 

I  might  hurriedly  read  some  of  these  summarized  percentages. 

The  Chairman.  Also  give  the  name  of  the  company. 

Mr.  Warne,  In  the  Pennsylvania  Railroad  the  10  leading  stock- 
holders own  5.40  per  cent  of  the  total  stock. 

In  the  Baltimore  &  Ohio  the  10  leading  stockholders  own  21.7S 
per  cent. 

In  the  New  York  Central  the  10  leading  stockholders  own  28.03 
per  cent. 
•   In  the  New  Haven  Eailroad,  13.61  per  cent. 

The  Philadelphia  &  Reading,  100  per  cent. 

In  the  Erie,  21.22  per  cent. 

In  the  Delaware  &  Hudson,  8.57  per  cent. 

Senator  Kellogg.  One  moment  aoout  the  Philadelphia  &  Reading. 
Its  stock  is  held  by  a  holding  company,  is  it  not? 

Mr.  Warne.  Yes. 

Senator  Kellogg.  But  the  stock  of  the  Reading  Co.  is  not  in  that 
condition. 

Mr.  Warne.  That  is  not  reported  by  the  Interstate  Commerce 
Commission.  You  will  find,  too.  Senator,  that  the  larger  owners  of 
stock  in  these  companies  are  usually  other  railroads. 

In  the  Erie,  21.22  per  cent  of  the  total  stock  is  owned  by  the  10 
leading  stockholders. 

In  the  Delaware  &  Hudson,  8.57  per  cent. 

In  the  Delaware,  Lackawanna  &  Western,  30.83  per  cent. 

In  the  Chesapeake  &  Ohio,  19.38  per  cent. 
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In  the  Norfolk  &  Western,  49.24. 

The  Western  Maryland,  63.39. 

Wabash,  64.55. 

Lehigh  Valley,  16.39. 

Southern  Kailway,  47.17. 

Illinois  Central,  35.30. 

Atlantic  Coast  Line,  37.97. 

Seaboard  Air  Line,  57.49. 

Denver  &  Kio  Grande,  54.11. 

Missouri,  Kansas  &  Texas,  38.59. 

Missouri  Pacific,  12.98. 

Chicago,  Milwaukee  &  St.  Paul,  10.02. 

Chicago,  Sock  Island  &  Pacific,  18.92. 

St.  Louis  &  San  Francisco  at  the  time  this  table  was  prepared  was 
in  the  hands  of  a  receiver,  and  I  have  no  information  on  that. 

Union  Pacific,  15.60. 

Northern  Pacific,  12.52. 

Grand  Trunk  Western,  100  per  cent. 

Chicago,  Burlington  &  Quincy,  99.28  per  cent. 

Southern  Pacific,  19.65  per  cent. 

Great  Northern,  12.53  per  cent. 

Chicago  &  North  Western,  15.99  per  cent. 

Atchison,  Topeka  &  Santa  Fe,  10.83  per  cent. 

Senator  Kellogg.  As  to  that,  of  course,  a  great  many  of  those  it  is 
perfectly  evident,  like  the  Denver  &  Rio  Grande,  winch  is  owned 
by  the  Missouri  Pacific. 

Mr.  Warne.  Yes. 

Senator  Kellogg.  And  like  the  Reading,  which  is  owned  by  the 
Reading  Co. 

Mr.  Warne.  Yes. 

Senator  Kellogg.  And  like  the  Illinois  Central,  in  which  the  Union 
Pacific  has  about  29  per  cent  of  the  stock. 

Mr.  Warne.  Yes. 

Senator  Kellogg.  But  it  is  a  fact,  also,  that  in  some  of  these  lines 
the  stockholders,  or  the  owners,  are  represented  by  trustees.  For 
instance,  at  one  time  all  the  Dutch  ownerships  in  this  country  were 
generally  listed  in  the  name  of  a  bank  or  trust  company  or  certain 
trustees.    There  is  some  of  that  also. 

Mr.  Warne.  That  is  true ;  yes,  sir. 

Senator  Kellogg.  The  real  ownership  being  vested  in  a  large  num- 
ber of  people.  Take  the  Pennsylvania  Railroad.  It  has  been  stated 
that  its  actual  ownership — I  will  not  pretend  tosay  exactly — but  my 
recollection  is  that  they  have  over  50,000  stockholders. 

Mr.  Warne.  Almost  100,000  stockholders  to  date.  On  that  point, 
Senator,  if  the  principle  followed  by  the  Pennsylvania  Railroad 
were  followed  by  the  other  railroads  of  the  country,  I  doubt  if  you 
would  have  any  railway  problem.  That  is  not  saying  that  there  are 
not  criticisms  of  the  Pennsylvania  Railroad.  There  are.  But  as  to 
the  operating,  financial,  and  corporate  organization  of  the  Pennsyl- 
vania Railroad,  its  organization  is  such,  I  believe,  as  regards  its  rela- 
tion to  the  public  interest,  that  if  other  roads  were  similarly  organized 
you  would  not  have  this  trouble. 

The  reason  the  Pennsylvania  Railroad  has  such  a  large  number  of 
stockholders  is  simply  this :  When  they  purchased  the  stock  of  a  sub- 
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sidiary  company  they  issued  against  it  a  bond  which  permits  the 
holder  of  that  bond  to  transfer  it  back  for  stock  in  the  Pennsylvania 
Railroad.  The  New  York  Central  and  most  companies  when  they 
buy  the  subsidiary  issue  a  collateral  bond,  which  can  not  be  turned 
into  stock  of  the  parent  company,  and  that  explains  why  the  Penn- 
sylvania Railroad  to-day  has  such  a  large  number  of  separate  and 
individual  stockholders. 

Senator  Kellogg.  The  New  York  Central  has  a  very  large  number 
of  stockholders. 

Mr.  Warne.  If  you  will  permit  me,  I  think  the  New  York  Centrtl 
has  38,000;  I  am  not  sure.  I  have  a  list  in  my  office,  but  I  could  not 
find  it  this  morning. 

Senator  Gore.  I  wish  you  would  attach  that  list  to  your  statement. 

Mr.  Warne.  I  will,  Senator,  if  I  can  find  it. 

(The  statement  referred  to  is  here  printed  in  full,  as  follows:) 

Ten  leading  stockholders. 


Stockholder. 


PENNSYLVANIA  E.  R.,  19W. 


Henry  C.  Frick 

Duveen  Bros 

Trustee  Adams  Express  Co. 
Uirard  Trust  Co.,  trustee1 .. 

Mary  M.  Emery 

Mutual  Life  Insurance  Co... 

Direct  der  Dlsconto  • 

Morton  F.  Plant 

W.  W.  Astor 

Fahnestock  A  Co 


Address. 


Total  for  10  leading  stockholders 

Total  for  Pennsylvania  R.  R 

Per  cent  of  amount  of  stock  held  by  10  lead- 
ins;  stockholders  to  total  stock  outstanding, 
5.40. 

BALTIMORE  A  OHIO  R.  R.,  1016. 


New  York  City 

do :. 

.do. 


Philadelphia.  Pa.. 
Cincinnati,  Ohio.. 
New  York  City... 
London.  England. 
New  York  Citv... 

do :.... 

do 


Par  value  of 
stock  held. 


Number  vote* 
to  which 
entitled. 


$7,506,350  I 
3.425,900 
3.160.000 
2.635.600 
2.525  000  . 
1.750.000  . 
1.724.200  ' 
1.600  000  I 
1.566.950  , 
1.3*3,000  i 


r 

27.327.000  | 
506.457.848  I 

i 


Deutsche  Bank* 

Union  Pacific  R.  R.  Co 

Robert  Garrett  &  Sons 

Oregon  Short  Line  R.  R.  Co.«. 

MaatschappIJ  » 

Swiss  Bankverein 

Mary  W.  Harriman 

Mary  F.  Jacobs 

Charles  W.  Harkness 

Speyer  Bros 


Total  for  10  leading  stockholders 

Total  for  Baltimore  &  Ohio  R.  R 

Per  cent  of  amount  of  stock  held  by  10  leading 
stockholders  to  total  stock  outstanding,  21.78. 


NEW  YORK  CENTRAL,  191 


'». 


Oregon  Short  Line 

New  York  State  Realty  &  Terminal. 

W.  K.  Vanderbilt 

John  Axten 

Charles  W.  Harkness 

Northern  Finance  Corporation 

Fahnestock  At  Co 

Alice  G.  Vanderbilt  et  al.,  trustees... 


Berlin,  Germany 

New  York  City 

Baltimore,  Md 

New  York  City 

Amsterdam,  Holland. 
Basel.  Switzerland . . . 

New  York  City 

Baltimore,  Md 

New  York  City 

London,  England 


18,494,800 
£.400,100 
4,168,800 
3,8C2,000 
3,791,800 
2,911,200 
2,389,200 
1,750,000 
1,671,000 
1,484,200 


45,923,100 
210,811,885 


New  York  City. 
.do 


.do, 
.do. 
.do. 
.do. 
.do. 
.do. 


20,000,000 
18,436,000 
13,590,400 
5,525,000 
3,600,000 
2,400,000 
1.740,000 
l.f 


i  Trustee  under  will  of  J.  J.  Emery. 

*  Direction  der  Disconto  Ciesellsctiaft. 

*  While  this  stock  stands  in  name  of  Deutsche  Bank,  the  certificates  are  Indorsed  to 
large  number  of  individuals. 

*  Owned  by  the  Union  Pacific. 
»  Maatschappij  tot  Beheer  van  het  Admlnistratiekantoor  van  Amerikaansche 

Broes  &  Gosman,  Ten  Have  &  Van  Essen  en  Jarman  &  Zoonen  to  Amsterdam. 


151  327 

e.» 
sLsn 

50** 
35.09) 

34  4M 
32.000 
31.JW 

27.69 


546  :*i 
10.129  IV 


lM.Ks 
54,001 
41,« 

u,m 

37,tl» 

»;m 

23,80 

i:,5» 

14,80 


49.ni 

2,106,111 


as,  op 

1*.« 

is*,  m 

55,250 
3ft,0f9 
24,601 
17,40 
U.0B 


andbeklbyi 
;  opgerlgtdocf 
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Addrem. 

Par  value  of 

II,  MI,  000 
1,  MO,  000 

Number  votos 

new  yon  cmnu,  mi— oontlnucd. 

• 

IS,  010 

IS.OOO 

* 

80,878,700 

\J«,S0n 
l.OM.ffC 
J  SftJ   Jtti 
J, 173. 000 
1. MS.  800 

i.ass.iKjo 
mono 
am]  ooo 

J,<BS,B35 

•t  rumhuWers  u>  tulal  tuck  ouUUodliu. 

21,388,  MO 
147,117,900 

'iso 

1M 
150 
ISO 

160 

Per  wnl  ol  amount  of  stock  held  by  10  lead- 
is  -Im-k holders  to  total  itork  outstanding, 

PH1HI.K1JHH     J     1    >.(      s...    ;«    - 

•nurul  Tni.t  1.  ol  V.  York ' .... 

Ne»  Vo'lCiti. 

:.T.  Stilt,  ■■•jy 

asis 

Total  for  I'Mladelphja  &  Reading  H.  K 
I'M  nnt  of  amount  ol  stock  held  by  10 
wling    stockholders    to    total    stork    out- 

.ipnael  A  «~i«    K 

1-oodon  r'ngkuu- 

"i 
ii 
*> 
.» 

■      00 
i.  am.  100 
i.KDO.WO 

u.m 

lynhuit  4  i'n  .  ]   w 

«,B1B 

totcan  4  "  ..    .    a 

-i:.  wo.  wo 

1.6.^1,100 

1,782, 71* 

lo  u.iu  stock  ouUtuul. 


.      SewYorkClty.. 


S^mibm^t..'.'.'.'.'.'.'.'.'.'.'.'. 

anford.JoOo Amiterdam,N.^ 

•wrence*  Sonj.Cyniil New  York  City. 

'•U.llearn  P. .do 

HKlprald.MaryA ....do 


3,  1(10 
ladrlplio  A 
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Stockholder. 


Delaware  a  Hudson,  1916— continued. 


Voorhees,  Elizabeth  R 

Brady,  Anthony  J.  (estate  of). 
HemenVay,  A.  i 


Total  for  10  leading  stockholders 

Total  for  Delaware  &  Hudson  R.  R. 


Per  cent  of  amount  of  stock  held  by  10  lead- 
ing stockholders  to  total  stock  outstanding, 
8.57. 

DELAWARE,  LACKAWANNA  *  WESTERN,  1916. 


George  F.  Baker 

W.  K.  Vanderbilt 

Eugene  Htegins 

Estate  of  Moses  Taylor  * . 

Fahnestock  &  Co 

Amos  F.  Eno 

Estate  of  Frank  Work. . 

Henry  Graves* 

M.  Taylor  Payne 

Wm.  H.  Moore , 


Total  for  10  leading  stockholders 

Total  for  Delaware,  Lackawanna  & 

Western  R.  R 

Per  cent  of  amount  of  stock  held  by  10 

leading  stockholders  to  total  stock 

outstanding,  30.83. 

CHESAPEAKE  A  OHIO,  1916. 


Arabella  D.  Huntington 

Robert  Gibson 

Vernon  C.  Brown  &  Co 

Henry  E.  Huntington 

Algemeene  Trust  Maatschappij . 

Huggins  &  Clarke 

J.  Japhet  &Co 

W.B.Davids 

Raymond  Pynchon  &  Co 

J.  B.  Duke 


Address. 


Clinton,  N.  J... 
New  York  City. 
Boston,  Mass. . . 


New  York  City, 
.do 


.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 


Totals  for  10  leading  stockholders 

Trtajsfor  Chesapeake  &  Ohio  R.  R 

Per  cent  of  am  rant  of  stock  held  by  10  lead- 
ing sto3kholders  to  total  stock  outstanding, 
19.38. 

NORFOLK  A  WESTERN,  1910. 


NewYorkCity 

do 

do 

do 

Amsterdam,  Netherlands. 

London,  England 

do 

NewYorkCity 

do 

do 


Pennsylvania  R.  R. 
Pennsylvania  Co. . . 

Henry  C.  Frick 

HulmEdey  <fcCo.. 

Maatschappij  * 

Frank  M.  McElray. 
Samuel  J.  Steele 


Philadelphia,  Pa 

Pittsburgh,  Pa 

— do 

NewYorkCity 

Amsterdam,  Holland 

Pittsburgh,  Pa 

Philadelphia,  Pa 

NewYorkCity. 


Brown  Bros.  &  Co 

A.  J.  Cassatt Philadelphia.  Pa 

Home  Insurance  Co :  New  York  City 


Total  for  10  leading  stockholders J 

Total  for  Norfolk  A  Western  R.  R I 

Per  cent  of  amount  of  stock  held  by  10  lead- ' 
ing  stockholders  to  total  stock  outstanding,  ! 
49.24. 

WESTERN  MARYLAND,   1915. 

W.  P.  Eaton New  York  City 

B.  Cutler do 

E.  K.Satterlee do 


Par  value  of 
stock  held. 


Number*  ate 
towfck-b 
entiLed 


1300,000 

242,000 
200,000 


3,644,fl00 
42,  SOS,  000 


3.000.000 

2,066,000 

1,120,000 

1,000,000 

946,000 

759,400 

723,000 

700,000 

618,500 

680,000 


12,166,900 
62,876,000 


42,167,900 

8,190,500 

7,234,400 

1,311,000 

1,203,000 

1,000,000 

920,500 

950,300 

800,000 

800,000 


04,577,600 
131, 14ft, 200 


21,378,600 
8,238,300 
2.014,700 


V>tt 
2,* 
2.W 


f\4* 
4S.A* 


4,039,650 

&7B 

2,795,000 

».9» 

1,026,450 

20.29 

977,500 

19.» 

921,850 

1&4S 

965,000 

1».» 

575,000 

11,300 

637,000 

12,7* 

562,500 

11,3* 

539,350 

10.75? 

13,039,300 

ma 

42,291,120 

MS.C 

i  Morris  Grav  and  Henry  L.  Statt  tick  .trustees  under  will  of  A.  Hemenway. 
a  Cath.  A.  Taylor,  P.  R.  Pyne.  M.  T.  Pyne,  and  L.  Turnure,  trustees. 

•  Henry  Graves,  jr.,  and  Georire  C.  Graves,  trustees. 

*  Maatschappij  tot  Beheer  van  het  Administratiekantoor  van  Amerikaansche  Fondsen,  oj*irurt 
Broes  &  Uosman,  Ten  Have  &  Van  Essen  en  Jarman  &  Zoonen  te  Amsterdam. 
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S  to.- k  hoi  dor. 

"•""-■ 

Pu  value  of 
stock  held. 

Number  votes 
to  which 
entitled. 

western  Maryland,  H16— continued. 

11.318, 000 

SZt',100 

77o|(00 
705,100 
003,300 

13,180 

S.100 

37.07?. 100 
M  :*!.■»» 

(VI 

•  !-'•".'<» 

'.:..    00 
00 

378,711 

fer  cent  ol  amount  ol  suck  Aeld  by  10 

ttdini  stockholders  to  tola]  stock  outstimd- 
«,  83.39. 

New  York  CKy 

Ne»  Vorkiity 

HoltenlaiD.  Ilulland 

03   104. 117 
3, 000,000 

a. ooo,Doo 

1,217,600 
1, 111,000 
775,000 

571 | 500 

SO^OoO 

duo  ooo 

Per  cent  of  amount  of  stock  held  bj  10  lead- 
lg  stockholders  to  total  stock  outstanding, 

New  York  City 

r-hJIadrlphia,  Pa 

New  Ywk  rfty. 

Total  foe  10  leading  stockholders. 

8,935,550 
*0,6r»l,000 

78,874,700 
3,473,000 
>.<•''  — 

i,iiR,a» 

1,050,300 
071,000 

'oo|ooo 

l»ti,Tll 

Per  cent  ol  amount  ol  slock  bald  bj  10 
?adiny  stockholders  to  total  stock  outstacd- 
11. 16,39. 

SOUTH!  BN   lllim.  tM. 

Now  York  City...   

New  Vorki'lty 

Hlrlnnorvl,  Va 

CbJcaKO.II) 

87, 570, 900 
185,850,200 

I'er  cent  of  amount  o[  stock  held  by  10 
nding  stockholders  to  total  stock  outitand- 
ig,  47.17. 

.-  A  t'osman,  Ten  E 
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Stockholder. 


ILLINOIS  CENTRAL  E.  E.,  1415. 


Union  Pacific  R.  R.  Co 

The  Railroad  Securities  Co 

Bolssevain  Bros.  &  Telxelrade  Mattos  Bros... 

Robert  W.  Goelet 

William  V.  Astor 

Mutual  Life  Insurance  Co 

Astor,  Hon.  William  Waldorf, 

Mary  M.  Emery 

Metropolitan  Museum  of  Art 

Bertram  Cutler 


Total  for  10  leading  stockholders 

Total  for  Illinois  Central  R.  R 

Per  cent  of  amount  of  stock  h  )ld  by  10  lead- 
ing stockholders  to  total  stock  outstanding. 
35.31. 

ATLANTIC  COAST  LINE  B.  R.,  1915. 


Atlantic  Coast  Line 

H.Walters 

Waldo  Newcumer,  trustee,  B.  F.  Newcumer, 
deceased. 

Thomas  Branch  &  Co 

M.  F.  Plant 

Safe  Deposit  &  Trust  Co.,  trustee 

Waldo  Newcumer 

Safe  Deposit  &  Trust  Co 

Michael  Jenkins 

George  C.  Jenkins 


Total  for  10  leading  stockholders 

Total  for  Atlantic  Coast  Line  R.  R 

Per  cent  of  amount  of  stock  held  by  10 
leading  stockholders  to  total  stock  outstand- 
ing, 37.07. 

SEABOARD  AIR  LINE,  191ft. 


Address. 


New  York  City 

do .. 

Amsterdam,  Holland. 

New  York  City 

do 

do 

do 

Middletown.  R.  I.... 

New  York  City 

.....do f 


Baltimore,  Md. 

....do 

do 


Richmond,  Va. 
New  York  City. 
Baltimore,  Ma. 

do 

....do 

....do 

....do 


8.  Davies  Warfleld 

Estate  of  Sidney  Shepard. . . 
Middendorf,  Williams  &  Co. 

Townsend  Scott  &  Son 

Norman  B.  Ream 

Ladenburg,  Thalman  &  Co. 

Ogden  Mills 

GustavusOber 

George  W.  Watts 

Ernest  A.  Smith 


Total  for  10  leading  stockholders 

Total  for  Seaboard  Air  Line 

Per  cent  of  amount  of  stock  held  by  10  lead- 
ing stockholders  to  total  stock  outstanding, 
6.74. 

DENVER  *  RIO  GRANDE  R.  R.,  1916. 


George  J.  Gould 

H.  L.  Ueter 

Maatschappij  Tot*. 

A.  II.  Calep  (deceased), 

R.  Raphael  &  Sons 

JohnK.  Gilliat&Co.. 

E.T.  JefTery 

Frank  B.  Calm  &  Co.. 

Utah  Fuel  Co 

Halle  &  8tieglit» 


Total  for  10  leading  stockholders 

Total  for  Denver  &  Rio  Grande  R.  R.. . 
Per  cent  of  amount  of  stock  held  by  10  lead- 
ing stockholders  to  total  stock  outstanding, 
M.ll. 


Baltimore,  Md 

New  Haven,  N.  Y. 
Baltimore,  Md.... 

do 

New  York  City.... 

do 

do 

Baltimore,  Md.... 

Durham,  N.  C 

New  York  City.... 


New  York  City 

do 

Amsterdam,  Holland. 

New  York  City 

London,  England 

do 

New  York  City 

do 

....do 

....do 


Par  value  of 
stock  held. 


$32,371,600 

9,200,000 

3, 223,  HO 

1,025,000 

550,000 

550,000 

546,500 

380,000 

376,000 

370,000 


38,592,600 

100,291,717 


Number*** 
towbifh 
entitfcL 


18,590,600 
7,860,800 
1,825,000 

1,630,700 

1,523,900 

1,394,600 

1,220,000 

799,500 

660,000 

600,000 


26,105,100 
68,754,700 


22,469,900 

4,091.000 

2,742,000 

1,150,300 

947,100 

918,000 

700,000 

687,400 

659.100 

652.300 


35.017,100 
60,913,500 


13,742,000 
10,876,000 
9,085,800 
5,359,000 
1,874,000 
1,776,900 
1,763,500 
1,026,000 
1,000,000 
993,000 


47,496,200 
87,775,670 


8,85 

5,» 
*,* 

in 


38S,» 


1K.W 

7S.O 

is,a 


»  Maatschappij  Tot  Beheer  Van    Het  Administratiekantoor  Opgiright  door  Brass  and 
Have  and  Van  Essen  en  Jarman  and  Zoonen. 


Tw 
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Stockholder. 

^_ 

Par  value  of 
■tack  bald. 

Number  votes 

entitled. 

(13,883,300 
3,054,000 

1,896,000 
1.018, 000 
I,  BR,  000 
1,300,000 
1,304,000 
MB,  000 

si-;  wo 

1S8,S33 

IS,  900 

is) 030 

nglisti  Association  of  Bond  &  Shareholderi 

o'w 

a!  771 

39,447,900 

7«,m,a5T 

1,800,100 
1,619,000 
1,310,000 
1,211,100 

8*8, 600 
801,600 
780,800 
780,000 

738,700 
060,000 

Total  for  Missouri,  Kansas  &  Terns  R.  R 
Per  ant  of  amount  of  stock  held  by  10  lead - 
lg  stockholders  to  total  stock  outatanding, 

MISSOURI  Ftcinc,  HUH. 

Amsterdam.  Holland 

8,985 

10,734,100 

82,7(K,585 

8,100,000 
1 .  :!.V..  .XO 

iN«mw> 

ij../:eo 
i'tk]£no 

..■■"■.■CO 

Percent  of  amnuM  if  itcck  beld  by  10  lead. 
i  stockholders  to  tutal  stuck  outstanding. 

CnCUM,  HILWlinui  A  n.  Pill,  1915. 

11,  "W 

11,000 

23,371.400 
233,301,000 

I-*..  TOO 

W.10O 
■     35.100 

i.  in. too 
w.ooo 

-.ooo 

»;ooo 

Total  for  Chicago,   Ul.waiikee  A   Ml. 
Pant. 
Par  cent  of  arnonnt  ol  stock  held  by  10  lead- 
t  stockholders  to  total  stock  outstanding, 

Amv.*niem,  itolland 

W.  193,800 
331. -^i.  100 

Total  (or  I'aJoa  1'arlflc  R.  R.  Co  ... 
Per  cent  of  amount  of  stock  held  by  10  lead- 
r  stockholders  to  total  slock  outstanding, 
.«0. 

3,218,351 

Verenlgtng  tor  Cehestlging  Von  de  Sechten  vwie  balaogheSeden  bit  Missouri,  Kansas 
irtkaanjcheFoutlsen  Opgerigt  door 


lurs  aud  ijosman,  Ten  Have  and  Van  Essen  en  jarman  and  Zoonen  to  Amsterdam. 

'  MaatschapplJ  Tot  Be twer  van  bet  Adminlstratlekentoar  van  Amerikaansche  Oondren  Obgorlgtdi 

roes  and  Gasman  Ten  Have  and  Van  Essen  en  Jarman  and  Zoonan  te  ' — '■' ' 

■  Marvin  Hughitt  as  chairman  of  board  or 


i  of  the  Chicago  &  Northwestern  Railway  Co. 
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Stockholder. 


Address. 


Par  value  of 
stortc  held. 


NORTHERN  PACIFIC  R.  R.  CO.,   1915. 


J.  Kennedy  Tod  &  Co , 

Curtiss  Securities  Co 

Strathcona  (Lord) 

Kidder,  Peabody  &  Co 

George  F.  Baker 

Hebden,  Bog  &  Molineaux 

C.  Ledyard  Blair 

John  W.  Sterling  &  John  Turnbull  i. 

Northern  Finance  Corporation 

Cunliffe  *. 


Total  for  10  leading  stockholders 

Total  for  Northern  Pacific  Ry 

Per  cent  of  amount  of  stock  held  by  10 
leading  stockholders  to  total  stock  outstand- 
ing, 12.52. 

CHICAGO,  BURLINGTON  *  QUINCT,  1916. 


Standard  Trust  Co. ,  trustee 

Morton  H.  Niles 

Nicholas  Stockhammer , 

James  M.  Walker , 

N.  Y.  Life  Insurance  &  Trust  Co.,  trustee. 

Estate  Augustus  C.  Downing , 

Brown  Bros.  &  Co , 

E.  T.  Nicholas 

Estate  L.  Z.  Letter 

Harry  F.  Smith 


Total  for  10  leading  stockholders 

Total  for  Chicago.  Burlington  &  Quincy, 
Per  cent  of  amount  of  stock  held  by  10  lead- 
ing stockholders  total  amount  of  stock  out- 
standing, 99.28. 

SOUTHERN  PACIFIC,  1016. 


Pennsylvania  Railroad  Co 

Gebroedera  Bisserain  en  Gebroeders  Tiexeira 
de  Mattos. 

J.  W.  Dams  &  Co 

&  JaphetA  Co 

Charles  W.Harkness , 

Henry  Clews  &  Co 

Postdc  Flagg 

C.L Hudson*  Co 

CJ.Hambro  &  8on 

R.  Raphael  &  Sons 


Total  for  10  leading  stockholders 

Total  for  Southern  Pacific 

Per  cent  of  amount  of  stock  held  by  10  lead- 
ing stockholders  to  total  stock  outstanding, 
19.65. 

GREAT  NORTHERN,  1916. 


Curtiss  Securities  Co 

Lord  Strathcona,  deceased 

J.  Kennedy  Tod  &  Co 

George  F.  Baker 

H.F.Smith 

Kidder,  Peabodv  &  Co 

Hebden,  Bog  &  Mo  ineaux 

JamesJ.HilT. 

Northern  Finance  Corporation . 
8trong,  Sturgis&Co 


Totals  for  10  leading  stockholders. 
Totals  for  Great  Northern 


Now  York  City... 

....do :.... 

do 

....do 

....do 

....do 

....do 

....do 

....do 

London,  England. 


New  York  City. 

do 

do 

Brooklyn,  N.  Y. 
New  York  City. 

do :.. 

do 

do 

Chicago,  111 

New  York  City. 


Philadelphia,  Pa 

Amsterdam,  Holland . 


New  York  City.. 
London,  England . 
New  York  City.. 

do 

do 

do 

London,  England. 
do 


New  York  City... 
London,  England. 
New  York  City... 
....do 


.do. 
.do. 
.do. 
.do. 
.do. 
.do. 


Number  v.v, 
tovhi-b 
entitled 


$7,900,000 

Ift'W 

5,601,600 

H.A1 

2,985,200 

£.<& 

2,784,900 

r.M* 

2,500,000 

&<K 

2,479,000 

24.  IV 

1,730,000 

i;,n 

1,709,000 

17. « 

1,700,000 

i:,« 

1,648,300 

ii  « 

31,038,600  J 
247,946,000 


107,613,500 

757,200 

739,100 

404,000 

184,800 

110,000 

72,500 

62,400 

50,000 

46,600 


110,040,100' 
110,839,100 


34,292,400 
6,152,200  i 

2,966,900 
1,847,600 
1,830,000 
1,554,600 
1,239,900 
1,237,500 
1,236,700 
1,216,000 


83,573,800 
272,674,406 


6,198,600 
4,548,400 
4,540,000 
3,796,000 
2,720,000 
2,295,400 
2,284,600 
2,000,000 
1980,000 
1,860,000 


31,222,000  I 
249,129,962  | 


310  5* 


1,9x11: 

7.571 
7,311 
\M> 
1.90 
l.» 

a 


1,100.11 
1,HK* 


Jfl.tt 
61,18 


&» 
14.* 

13,31 

an 

12.33 

12.16) 


Si, 'J 

•2,7*7.0 


Per  cent  of  amount  of  stock  held  by  10  lead- 
ing stockholders  to  total  stock  outstanding, 
12.53. 

1  Surviving  trustees  under  the  will  of  Lord  Mount  Stephen. 

*  Cunliffe,  waiter  Frederick,  Frank  Chaplin,  Charles  Baron  HuidUp.  „    _ 

*  39.581  shares  deposited  with  Central  Trust  Co.  under  decree  of  United  States  district  court  in  r»« 
Pacific  merger  suit  under  which  decree  the  stock  is  deprived  of  voting  rights  until  released. 
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Ten  leading  stockholder* — Continued. 


Stoofcholdsr. 

^. 

Par  value  of 
stock  be  Id. 

Number  votes 

— >•— ™™.~. 

(6,025.000 
3,317,300 

i.  2.^000 

2|llo|o00 
1,721,300 
1,372,800 

1,900, 000 

»W,  250 

33.278 
30,400 
22,500 

2:3 

17,213 

12.200 

24,391,100 

152.  we,  too 

7,817,600 

i.i'-IViOO 
-VM-.\400 

i!.'.';>i:>0 

!,:>'ji',i«i 

1,628, 095 
78,175 

[•wcenl  of  amount  of  slock  held  by  10  lead' 
I  stockholders  to  total  stock  outstanding, 

ATCHISON,  TOHXA   4  BANT*  TE,  l»lt. 

Amsterdam,  Holland 

10,48ft 

314)603;  230 

8,450,000 

1,  OSS,  000 

Mo,eoo 
flsa! loo 

£59,400 

4fti \  boo 
&>■?',  000 

Total  for  Atchison,  Topeia  .1  itant3  Fe 
Per  rent  of  amount  of  stork  held  fay  10  lead- 
g  stockholders  to  total  stock  outstanding, 
183. 

ItCAOO,  BOCK  tSLlND  *  PJCTFIC  ET.  CO.,  191S. 

Hrenlirinn-Terbel  Artlgini-,  Mo.,  lot  4  per 
cent  collateral  trust  gold  bonds  of  C,  R.  I. 

8,0*9 

3,670 

H,  168,300 
74,358,722 

Total  for  Chi cago,  Rock  Island  A  Pacific 

748,719 

i'ercrat  or  amount  o(  stock  held  by  10  iead- 
f  stock  bolder*  to  total  stock  outstanding, 



i  Trustee  lor  Marshall  Field,  deceased. 

'  Trustee  for  Cornelius  Vanderbllt. 

'  MaatschapptJ  Tot  Beheer  van  bet  AdrDjnistratlekantoor  Opgerlabt  door  Hubrecht  Van  Haren-Carspel 

1  Bankers  Trust  Co.  as  trustee  tinder  an  agreement  dated  Apr.  18, 1811,  by  and  between  the  Banker* 
ust  Co.,  J.  P.  Morgan  A  Co.,  the  Atchison,  Topeka  A  Santa  Fe,  and  the  holders  of  bearer  P  jrtifloat™ 
led  and  to  be  Issued  under  said  agreement. 

Senator  Kellogq.  This  intercorporate  ownership  that  you  speak  of 
as  been  very  largely,  where  it  has  not  been  broken  up  by  the  Federal 
lovemment,  under  the  antitrust  act,  in  so-called  connecting  lines,  hai 

not  i 


Mr.  Wabne.  There  are  exceptions  to  that. 
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Senator  Kellogg.  Oh,  yes.  There  are  exceptions  where  the  Got- 
ernment  now  has  suits  pending  and  where  it  has  had  suits  pending  in 
the  past. 

Mr.  Warne.  There  are  cases  where  there  is  absolutely  no  physical 
connection  whatever  between  the  holding  company  and  the  subsidiary 
company. 

Senator  Kellogg.  There  are  very  few  of  those.  The  Union  Pacific 
did  buy  some  stock  in  the  Baltimore  &  Ohio.    I  doubt  if  it  connects. 

Mr.  Warne.  The  Pennsylvania  has  some  of  the  Southern  Pacific, 
too. 

Senator  Kellogg.  I  think  the  Union  Pacific  has  sold  its  Baltimore 
&  Ohio  stock.  A  good  many  of  those  ownerships  of  stock  which  were 
acquired  subsequent  to  1898,  especially  in  the  disconnected  companies, 
have  been  sold.  But  a  great  many  of  them,  the  larger  proportion  of 
them,  are  connecting  railways,  like  the  New  York  Central  and*  the 
Lake  Shore  and  the  Michigan  Central ;  like  the  Southern  Pacific  and 
its  Texas  lines,  which  ownership  is  on  account  of  the  fact  that  the 
laws  of  Texas  permit  an  outside  corporation  to  own  stock  in  the  com- 
pany, but  does  not  permit  it  to  own  the  physical  property ;  like  9ome 
in  Illinois,  which  for  many  years  did  not  allow  any  foreign  corpora- 
tion to  own  a  railroad  in  Illinois  and  did  allow  the  Illinois  corpora- 
tion to  own  the  stock  of  connecting  lines  out  of  the  State.  The  law* 
of  nearly  every  State  permit  a  railroad  company  to  own  the  stocks 
in  a  connecting  line,  and  a  great  many  of  those  connecting  lines  have 
been  acquired  by  what  we  call  the  parent  company  instead  of  acquir- 
ing the  physical  property.    Is  not  that  true? 

Mr.  Warne.  That  is  true. 

Senator  Kellogg.  And  in  some  of  them  bonds  have  been  issued  to 
pay  for  the  stock  and  in  some  of  them  bonds  and  stock  have  been 
issued,  and  in  some  of  them  stock  has  been  issued.  Undoubtedly  a 
greater  proportion  of  bonds  have  been  issued  than  stock,  as  you 
stated.  If  the  parent  company  acquires  the  physical  property 
through  stock  ownership,  and  the  deal  is  fair,  there  is  no  reason  why 
it  should  not  issue  bonds  just  the  same  as  though  it  had  bought  the 
physical  property  and  issued  bonds  on  the  physical  property,  is 
there? 

Mr.  Warne.  No,  sir. 

Senator  Kellogg.  If  a  property  is  fairly  bonded  and  stocked,  there 
is  no  doubt  that  the  stock  is  entitled  to  earn  a  dividend  just  as  much 
as  the  bonds  are  entitled  to  earn  interest. 

Mr,  Warne.  I  do  not  object  to  that  statement  at  all. 

Senator  Kellogg.  It  only  makes  the  company  more  able  to  with- 
stand the  storms  and  a  loss  of  revenue  if  it  has  not  got  bonds. 

Mr.  Warne.  Exactly,  sir. 

Senator  Kellogg.  But  when  it  comes  to  the  real  right  of  the  com- 
pany, it  has  just  as  much  right  to  earn  a  dividend  on  stock  as  it  ha? 
to  earn  interest  on  bonds? 

Mr.  Warne.  Assuming  the  basis,  of  course. 

Senator  Kellogg.  Of  course,  you  do  not  claim  that  all  corpora 
tions  are  overcapitalized,  as  the  ones  you  read?  There  is  no  doubt 
there  was  a  great  deal  of  that  going  on  in  the  early  days :  more  then 
than  now.    But  that  is  not  confined  to  railroads,  is  it? 

Mr.  Warne.  Oh,  my,  no.  The  railroads  are  to  a  greater  extent 
than  any  other  industry  under  the  regulation  of  government. 
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Senator  Kellogg.  Street  railways  are  under  the  regulation  of  the 
State. 

Mr.  Wabne.  And  the  municipalities;  that  is  true;  yes,  sir. 

Senator  Kellogg.  I  do  not  deny  that  it  is  in  the  public  interest  to 
regulate  the  issuance  of  securities,  and  I  have  advocated  it  a  good 
many  years,  and  I  do  yet,  so  as  to  prevent  such  things;  but  in  the 
beginning  of  the  growth  of  the  country,  where  railroads  were  built 
in  absolutely  new  territory  ahead  of  population,  of  course  all  indus- 
tries were  willing  to  issue  any  security  to  get  their  industry  built 
Is  that  not  true? 

Mr.  Warne.  That  is  true. 

Senator  Kellogg.  And  the  conditions  were  different. 

Mr.  Warne.  We  are  contending  to-day  against  the  very  effects  of 
those  situations  and  are  attempting  to  prevent  the  ruthless  operation 
of  those  practices  on  the  railway  employees,  because  we  feel  that  this 
situation  among  the  railroads  is  such  that  it  acts  as  a  sponge  does 
upon  water — that  is,  the  constantly  increasing  amount  of  railway 
stocks  receiving  dividends  is  absorbing  the  annual  wealth  pro- 
duction and  is  preventing  it  from  being  distributed,  as  we  think  it 
should  be  distributed,  among  the  great  mass  of  the  people  in  fair 
wages  and  in  fair  prices  and  in  fair  dividends  to  the  investor  of 
capital. 

Senator  Kellogg.  The  bonds  of  railroads  are  very  generally  held 
by  all  kinds  of  investors,  are  they  not? 

Mr.  Warne.  Yes,  sir. 

Senator  Kellogg.  There  is  scarcely  a  bank  in  the  country  that 
does  not  have  railroad  bonds,  either  as  owner  or  as  pledgee. 

Mr.  Warne.  True. 

Senator  Kellogg.  You  say  they  own  them  as  investments  and  the 
market  value  does  not  affect  their  real  investment.  That  is  true  as 
to  an  individual  if  he  is  able  to  hold  them,  of  course.  But  as  to  a 
bank,  which  is  required  to  carry  these  securities  on  their  books  at 
their  actual  value,  is  it  not  a  fact  that  during  the  last  two  years 
banks  have  been  obliged  to  write  off  millions  of  dollars  in  decrease  in 
the  value  of  bonds? 

Mr.  Warne.  Those  fluctuations  are  constantly  going  on.  Two  or 
three  years  from  now  they  may  write  them  up. 

Senator  Cummins.  Do  you  mean  bonds  upon  which  the  interest 
has  been  regularly  paid? 

Senator  Kellogg.  Yes;  they  are  required  to  mark  them  down  to 
the  market  value. 

Senator  Cummins.  Mr.  Kruttschnitt  claimed  that  the  market  was 
no  test  at  all  of  actual  value. 

Senator  Kellogg.  That  is  no  test  for  a  man  who  is  able  to  hold 
them. 

Senator  Kellogg.  I  do  not  understand  writing  off  a  loss  on  bonds 
which  have  good  security  behind  them  and  upon  which  the  interest 
has  been  regularly  paid,  if  the  market  value  is  no  test  of  the  value 
of  the  security. 

Senator  Kellogg.  Mr.  Williams,  the  Comptroller  of  the  Currency, 
has  been  obliged  within  the  past  few  months  to  say  to  the  banks  that 
he  would  not  enforce  the  rule  that  required  them  to  be  written  down 
to  their  actual  market  value. 
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Senator  Cummins.  How  does  he  ascertain  their  actual  value i 

Mr.  Warne.  The  market  value,  Senator. 

Senator  Cummins.  I  originally  started  out  with  the  theory  that 
what  a  thing  would  sell  for  in  the  market  was  some  indication  of  its 
real  value. 

Senator  Kellogg.  There  is  no  doubt  about  it. 

Senator  Cummins.  But  the  railroad  people  have  so  strenuously 
and  energetically  attacked  that  idea  here  that  I  am  about  ready  to 
discard  it. 

Senator  Kellogg.  I  would  not  be  in  too  much  of  a  hurry  to  dis- 
card it.    That  is  all  I  wish  to  ask. 

Senator  Cummins.  You  have  examined  the  statistics  very  thor- 
oughly relating  to  the  subject,  and  my  difficulty  just  now  suggests 
what  I  think  is  the  greatest  vice  in  the  form  of  consolidation  which 
has  gone  on  in  the  last  25  years,  namely,  the  utter  impossibility  of 
knowing  what  the  railroad  companies  did  or  what  they  do  with 
their  money.  We  have  had  put  before  us  what  is  called  the  operat- 
ing income  of  the  railroads,  the  aggregate.  We  have  had  it  read- 
justed so  as  to  reach  what  is  called  the  net  railway  operating  income. 
Can  you  tell  the  committee  what  the  net  income  of  the  railroad  com- 
panies is,  derived  from  other  sources  than  operation  ? 

Mr.  Warne.  You  can  ascertain,  Senator,  what  the  railroad  com- 
panies themselves  say  to  the  Interstate  Commerce  Commission,  that 
they  have  received  and  spent,  but  unless  you  make  an  actual  investi- 
gation of  that  particular  company  you  have  got  to  assume  that  that 
is  a  true  statement. 

Senator  Cummins.  I  do  assume  it.  I  do  not  intend  to  question  the 
account,  but  these  railroad  companies  have  a  very  large  income  aside 
from  their  income  from  operations? 

Mr.  Warne.  Very  large;  yes,  sir. 

Senator  Cummins.  In  the  way  in  which  the  books  are  kept  and  the 
reports  are  required  to  be  made  by  the  Interstate  Commerce  Com- 
mission, and  they  will  have  in  addition  to  the  standard  return, 
guaranteed  in  this  bill,  all  the  income  which  they  have  from  sources 
outside  of  operation  untouched  for  such  use  as  they  may  see  fit  to 
put  it  to.    Now,  do  you  know  what  that  amount  is? 

Mr.  Warne.  No  ;  but  it  could  be  ascertained  from  the  companies' 
reports  in  cases  where  it  is  not  strictly  holding  companies.  Strictly 
holding  companies  claim  they  are  not  compelled  under  the  interstate- 
commerce  law  to  make  Rich  returns,  and  the  leading  companies  have 
refused  to  make  any  reports. 

The  Chairman.  That  is,  in  their  capacity  as  a  holding  company? 

Mr.  Warne.  In  their  capacity  as  a  holding  company,  not  a  rail- 
road company. 

Senator  Cummins.  Of  course  all  the  income  that  a  railroad  com- 
pany has  lies  behind  its  capitalization — that  is,  its  stocks  and  it* 
bonds? 

Mr.  Warne.  Yes. 

Senator  Cummins.  And  I  should  like  to  know  how  much  income 
these  companies  have,  or  will  have,  in  addition  to  the  amount  which 
we  propose  to  guarantee? 

Mr.  Warne.  I  think  you  can  secure  that  information  by  a  request 
upon  the  Interstate  Commerce  Commission. 
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Senator  Ccmmins.  I  have  been  fairly  familiar  with  these  reports 
for  a  good  many  years,  but  I  have  not  been  able  to  satisfy  myself 
upon  fiiat  point,  except  to  this  extent,  that  they  will  have  a  very 
large  income  in  addition  to  the  amount  that  we  propose  to  guarantee 
them. 

Mr.  Warnk.  That  is  illustrated  in  the  case  of  the  New  York  Cen- 
tral ;  as  an  operating  road  it  pays  out  a  certain  amount  of  dividends; 
as  a  holding  company  it  receives  a  larger  amount  of  dividends  than 
it  pays  out. 

Senator  Cummins.  I  did  not  know  but  what,  with  your  inquiry 
and  your  examination  of  the  accounts,  you  could  tell  us  how  much 
these  roads  would  have  all  together,  first  the  income  that  we  propose 
to  guarantee,  and  then  the  income  which  they  will  have  from  other 
sources. 

Mr.  Warne.  I  could  have  prepared  that  information,  Senator,  if 
I  had  known  you  wanted  it,  but  I  have  not  got  it. 

Senator  Cummins.  I  think  it  would  be  very  material  to  get  it 
before  we  are  through  with  this  hearing. 

Now,  one  other  subject.  Do  you  know  to  what  extent  the  holding 
by  the  railroad  companies  of  the  stocks  or  bonds  of  other  railroad 
companies  is  represented  in  either  stock  or  bonds  of  the  holding  com- 
panies ? 

Mr.  Warne.  No;  that  is  very  difficult  to  ascertain  unless  you  an- 
alyze the  individual  companies'  accounts.  You  probably  can  get  at 
it  indirectly  in  this  way,  that  there  is  about  $4,000,000,000  of  Amer- 
ican railway  securities  owned  by  the  railroads.  That  could  be  an- 
alyzed from  the  report  of  any  particular  railroad  company  to  the 
Interstate  Commerce  Commission. 

The  Chairman.  That  is  what  is  known  in  the  parlance  of  a  profes- 
sion, if  there  is  a  profession  of  accountants,  as  a  duplication? 

Mr.  Warne.  A  duplication;  yes. 

Senator  Cummins.  In  capitalization? 

Mr.  Warne.  In  capitalization. 

Senator  Cummins.  That  is  what  brings  the  capitalization  down 
from  about  $21,000,000,000  to  $17,000,000,000? 

Mr.  Warne.  Yes,  sir. 

Senator  Cummins.  Is  it  accurately  expressed,  I  mean  this  $17,- 
000.000,000,  which  is  the  result  of  that  deduction;  is  it  security  ex- 
pressed by  calling  it  the  capitalization  in  the  hands  of  the  public  ? 

Mr.  Warne.  That  is  a  classification  that  the  Interstate  Commerce 
Commission  has  made,  and  is  an  arbitrary  classification.  But  many 
railroad  companies,  in  reporting  to  the  commission,  include  securities 
in  the  hands  of  the  public,  securities  that  are  in  the  hands  of  other 
railroad  companies. 

Senator  Kellogg.  Will  you  add  right  there  that  is  why  they  report 
separately  to  the  commission,  is  it?  He  says  many  railroad  com- 
panies include  in  their  statements  stock  owned  by  the  public,  and 
stock  owned  by  themselves.  That  is,  where  there  is  a  sperate  report 
to  the  commission,  a  separate  operation? 

Senator  Cummins.  I  think  it  means  this:  The  $4,000,000,000, 
speaking  in  round  numbers,  that  the  Interstate  Commerce  Commis- 
sion deducts  from  the  total  bonds  and  stock,  reaching  a  result  of 
about  $17,000,000,000,  does  not  exclude  the  bonds  and  stocks  held  by 
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railroad  companies  which  have  not  been  represented  by  the  issuance 
of  bonds  and  stocks  by  the  holding  companies.  I  think  that  it  con- 
siders, if  I  understand  it  rightly,  that  part  of  the  capitalization  as  in 
the  hands  of  the  public. 

Mr.  Warne.  A  good  many  roads  do  in  their  reports  to  the  coinmis- 
sioji.    They  do  not  make  that  clear  distinction. 

Senator  Cummins.  You  were  inquired  of  with  regard  to  these  se- 
curities in  the  hands  of  insurance  companies  and  trust  companies 
and  banks.  Mainly  the  securities  that  are  held  by  these  institutions 
are  the  bonds  of  the  railroad  companies,  are  they  not? 

Mr.  Warne.  Very  largely — some  stock. 

Senator  Cummins.  You  do  not  know  the  amount  of  them,  but  if 
the  Government  guarantees  during  the  period  of  its  possession  the 
interest  which  the  railroad  companies  have  agreed  to  pay  upon  these 
bonds,  it  will  have  strengthened  and  fortified  them  as  much  as  it 
possibly  can  do,  will  it  not? 

Mr.  Warne.  I  think  that  is  true,  except  in  those  cases  where  the 
operating  income,  the  average  of  the  last  three  years,  does  not  give 
a  fair  return. 

Senator  Cummins.  Of  course,  I  am  referring  to  the  bonds  of  the 
good  railroad  companies  that  have  an  operating  income  above  the 
interest  upon  the  bonds? 

Mr.  Warne.  Yes,  sir. 

Senator  Gore.  The  bonded  indebtedness? 

Senator  Cummins.  The  bonded  indebtedness.  With  regard  to  the 
stock,  you  have  no  information  as  to  the  amount  held  by  banks 
and  insurance  companies  and  trust  companies,  have  you? 

Mr.  Warne.  No,  sir. 

Senator  Cummins.  It  must  be  a  comparatively  small  amount? 

Mr.  Warne.  I  should  say  comparatively;  yes,  sir. 

Senator  Cummins.  I  think  it  is  true  that  the  laws  of  most  State* 
prohibit  insurance  companies  from  investing  in  the  stocks? 

Mr.  Warne.  Yes,  sir;  but  not  in  the  bonds. 

Senator  Cummins.  And  the  stocks  which  are  held  by  banks  and 
trust  companies,  I  think,  are  mainly  held  as  pledges  on  securities 
for  the  obligation  of  a  third  person? 

Mr.  Warne.  That  is  true  to  a  considerable  extent ;  yes,  sir. 

Senator  Cummins.  You  have  given  us  a  very  clear  idea  of  the 
faults  and  in  accuracies  of  the  so-called  investment  accounts.  No  one 
could  claim,  I  assume,  that  taking  the  railroads  as  a  whole,  the  in- 
vestment is  greater  than  the  bonded  and  unbonded  debt  and  the  par 
of  the  capital  stock? 

Mr.  Warne.  We  claim  that  it  is  a  great  deal  less. 

Senator  Cummins.  A  great  deal  less?. 

Mr.  Warne.  A  great  deal  less;  and  from  the  experience  so  far  of 
the  Interstate  Commerce  Commission  it  runs  from  20  to  50  per  cent 
of  the  present  capitalization.  In  other  words,  it  should  be  cut  down 
in  cases  from  one-quarter  to  one-half. 

Senator  Cummins.  What  do  you  think,  therefore,  of  the  plan  that 
is  set  forth  in  this  bill  of  guaranteeing  to  the  railroads  which  nw 
75  or  80  per  cent  of  the  traffic  of  this  country  an  income,  while  the 
Government  is  in  possession,  that  will  not  only  pay  all  the  intend 
upon  their  debts  and  6  per  cent  upon  the  par  of  all  their  capita! 
stock,  but  $150,000,000  more? 
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Mi*.  Warne.  I  look  at  that  request  in  this  way,  Senator:  Affairs 
are  in  a  condition  of  climax.  We  are  engaged  in  a  world  war  of 
tremendous  importance.  Since  the  prosecution  of  that  war,  the 
railroads  are  tremendously  important,  and  I  personally  would  rather 
run  the  risk  of  giving  the  railroads  a  great  deal  more  than  honestly 
they  should  have  than  to  possibly  take  any  action  that  would  give 
them  less  than  they  absolutely  need  for  their  efficient  conduct  during 
the  war;  but  I  should  make  it  explicitly  understood  that  that  does 
not  in  any  way  make  rights  after  the  war. 

Senator  Cummins.  Their  properties  are  to  be  maintained  without 
any  expense  to  them  ? 

Mr.  Warne.  Yes,  sir. 

Senator  Cummins.  They  are  to  be  returned,  if  ever,  in  as  good 
condition  as  taken ;  they  are  guaranteed  against  all  depreciation ;  they 
are  relieved  of  all  the  hazards  and  risks  which  attend  a  period  of 
the  kind  through  which  we  are  passing;  and  it  seems  to  me  that  if 
they  can  get  a  large  dividend  upon  all  their  capital  stock,  after 
paying  the  interest  upon  all  their  debts,  they  ought  to  be  satisfied. 

Mr.  Warne.  I  should  agree  with  that  unquestionably  if  the  condi- 
tions were  normal ;  but  in  the  big,  broad  aspect  of  the  economics  of 
the  railroads,  you  can  not  measure  in  money  value,  the  real  value, 
these  transportation  systems  are  to  the  country.  Any  price,  almost, 
that  the  people  would  pay  for  our  transportation  systems,  in  the 
big,  broad  view  of  it,  is  worth  it.  But  there  is  a  basis  where  an 
honest,  just,  and  fair  return  for  the  work  performed  and  the  money 
involved  should  be  made  the  basis.  But  you  can  not  make  that  the 
basis  now. 

Senator  Cummins.  You  start  out  with  the  proposition  that  the 
capitalization  represents  a  good  deal  more  than  the  value  of  the 
interest  which  the  railway  companies  have  in  the  property. 

Mr.  Warne.  That  is  very  true,  indeed. 

Senator  Cummins.  So  much  more  that  when  we  pay  a  higher  rate 
of  interest  upon  all  the  capital  stock  that  we  may  assume  that  we  are 
paying  a  still  higher  rate  of  interest  upon  the  real  value? 

Mr.  Warne.  I  think  that  is  true,  unquestionably. 

Senator  Cummins.  I  think  that,  in  view  of  all  these  circumstances, 
the  strain  which  the  war  puts  upon  all  of  us,  the  necessity  that  every- 
body should  make  some  sacrifice  in  order  to  carry  on  the  war,  that 
the  railroads  ought  to  be  satisfied  with  this  sure  and  large  return 
which  I  have  indicated. 

Mr.  Warne.  I  think  that  is  a  reasonable  point  of  view,  and  I 
believe  that  the  railroad  employees  are  not  opposed  to  the  proposition 
as  presented  in  the  administration's  program. 

Senator  Cummins.  Your  contention  is  that  the  amount  that  is  now 
contemplated  under  this  bill  to  be  piven  to  the  railroads,  though  it 
may  be  excessive  as  viewed  in  the  light  of  the  real  investments  that 
the  railroads  have,  yet  it  would  be  wiser  to  pay  that  in  the  emergency 
that  is  now  before  us  than  to  jeopardize  the  efficiency  of  the  roads  in 
the  emergency? 

Mr.  Warne.  That  is  my  personal  view.  Senator;  unquestionably. 

Senator  Gore.  Would  that  not  be  true  also  of  steel  properties,  and 
wheat,  and  so  on? 

Senator  Cummins.  The  Government  puts  up  all  the  money  to  make 
them  just  as  efficient  as  they  can  be  made,  and  how  will  the  money 
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we  pay — the  excessive  compensation   that   we   pay — add   to  their 
efficiency  ? 

Mr.  Warne.  I  look  at  it,  Senator,  somewhat  in  this  way :  We  hjui 
to  build  quite  a  number  of  cantonments  hurriedly  under  the  emer- 
gencies of  the  circumstances,  and  I  do  not  believe  there  is  any  ques- 
tion but  those  cantonments  cost  a  great  deal  more  than  they  would 
under  ordinary  circumstances  of  business.  I  think  that  is  a  good 
plan,  personally,  because  I  do  not  think  we  can  measure  anything 
to-day  from  our  ordinary,  normal  point  of  view.  We  have  got  t» 
measure  it  from  an  exaggerated  and  abnormal  point  of  view,  and  I. 

f>ersonally,  would  rather  give  the  railroads  too  much  money  than  too 
ittle  under  present  conditions. 

Senator  Gore.  We  have  adopted  the  plan  of  making  the  farmer 
take  less  for  his  wheat  than  it  is  worth — $2.20.  On  the  one  hand,  we 
are  paying  the  farmers  less  for  their  stuff  than  it  is  worth,  which  is 
bad  policy,  while,  on  the  other  hand,  we  are  paying  the  railroads 
more  for  their  stuff  than  it  is  worth,  which  is  also  a  bad  policy.  I 
am  not  sure  that  you  are  not  right — — 

Mr.  Warne.  Do  you  want  to  be  consistent,  sir? 

Senator  Gore.  I  would  not  make  any  contention  of  that  sort,  but 
I  think  the  policy  with  the  farmer  is  a  wrong,  uneconomic  policy, 
and  I  think  there  will  be  less  wheat  grown  this  vear  than  there  would 
be  otherwise. 

Mr.  Warne.  I  think  that  is  true. 

Senatore  Gore.  I  think  we  ought  to  approximate  it  fairly  in  both 
instances. 

Mr.  Warne.  I  think  that  is  true  also  of  the  Government's  attitude 
toward  the  coal  situation. 

Senator  Gore.  But  it  certainly  can  not  justify  paying  one  set  of 
people  less  than  their  stuff  is  worth  and-  paying  another  set  of  people 
more  than  their  stuff  is  worth.    That  is  ooubly  indefensible. 

Mr.  Warne.  That  is  true. 

Mr.  Gore.  I  suppose  the  three  most  practical  plans  of  railway  con- 
solidation are:  First,  for  two  or  more  roads  actually  to  consolidate 
ond  become  one  road  in  fact  and  in  law ;  another  is  for  one  company 
to  own  stock  in  another  sufficient  to  control  it;  and  another  is  to 
organize  a  holding  company  to  hold  the  stocks  of  two  or  more  dif- 
ferent concerns.  Those  are  the  three  most  practical  plans,  are  the\ 
not? 

Mr.  Warne.  Yes,  sir. 

Senator  Gore.  Are  the  economic  effects  of  those  three  plans  the 
same,  and  if  not,  I  should  like  you  to  discuss  their  comparative 
merits  and  demerits. 

Mr.  Warne.  It  depends  a  good  deal  upon  the  basis  of  your  organi 
zation.     If  you  take  your  money  and  make  an  actual  investment, 
owning  the  physical  property  and  reporting  your  investment  for 
what  it  actually  was,  you  have  got  a  situation  that  no  one  can  com- 
plain of. 

Senator  Gore.  No  matter  what  the  details  of  the  plan  are? 

Mr.  Warne.  No  matter  what  the  details  of  the  plan  are.  Under 
our  present  system  we  are  paying  returns  on  five  or  ten  or  twenty 
dollars  where  only  one  dollar  is  doing  the  work,  and  any  system 
that  would  do  that  would  be  a  wrong  system,  whether  it  is  a  system 
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of  direct  ownership  of  physical  property,  or  whether  it  is  a  system 
of  the  ownership  of  securities  of  another  company,  or  a  holding 
company. 

Senator  Gore.  That  is  undoubtedly  true,  but  the  point  is  this,  do 
you  object  to  consolidation  per  se  ? 

Mr.  Warne.  In  itself;  no,  sir. 

Senator  Gore.  Do  you  not  think  it  is  a  policy  which  rather  ought 
to  be  encouraged  ? 

Mr.  Warne.  Oh,  yes;  I  do.  Organization,  cooperation,  consolida- 
tion, I  thoroughly  believe  in. 

Senator  Gore.  If  we  could  bring  about  a  transcontinental  system, 
do  you  not  think  it  would  be  a  good  idea  ? 

Mr.  Warne.  I  do;  yes,  sir. 

Senator  Gore.  Do  you  think  it  is  practicable  outside  of  Govern- 
ment ownership? 

Mr.  Warne.  It  may  be,  for  the  time  being  as  an  experiment  under 
Government  regulation  and  private  ownership. 

Senator  Gore.  Have  you  ever  tried  to  work  out  a  unified  system,  a 
transcontinental  system  that  would  be  really  one  system,  and  yet  not 
be  under  Government  ownership  ? 

Mr.  Warne.  No,  sir;  I  have  not  gone  that  far,  Senator,  with  the 
railway  situation.  It  strikes  me  as  feasible  that  we  could  make  our 
railway  systems  fit  in  with  the  political  extent  of  our  territory.  I 
do  not  see  why  it  should  not. 

Senator  Gore.  I  should  like  to  know  what  your  theory  is  in  regard 
to  the  railway  business  being  a  competitive  business  under  regula- 
tion by  the  Interstate  Commerce  Commission? 

Mr.  Warne.  I  think  it  would  be  a  very  great  injury. 

Senator  Gore.  Do  you  not  think  it  is  rounded  on  a  false  motion? 

Mr.  Warne.  I  do;  I  think  it  is  economically  wrong  to  attempt  to 
force  competition. 

Senator  Gore.  As  a  matter  of  fact  it  never  can  be  worked  out, 
can  it,  do  you  think? 

Mr.  Warne.  Only  under  a  system,  and  all  of  your  systems  have 
this  defect,  only  under  a  system  where  the  controlling  powers  are 
working  primarily  for  the  public  interest  and  not  for  private 
profit;  any  system  where  private  profit  supersedes  tehe  public  in- 
terest will  have  grievous  mistakes  and  errors.  I  will  venture  this 
assertion,  that  if  the  railroads  of  the  United  States  were  left  unre- 
strictedly in  the  hands  of  the  operating  officials  without  any  inter- 
ference of  any  kind  from  large  security  holders,  that  you  would  get 
verv  much  better  transportation  systems. 

Senator  Gore.  We  have  finances  and  transportation  mixed  up? 

Mr.  Warne.  Unfortunately  you  have.  The  railway  is  an  industry 
pursuing  an  economic  result  that  is  being  interfered  with  in  its 
operation  by  a  wholly  and  entirely  different  purpose  in  the  minds  of 
those  who  control  the  finances  of  that  concern. 

Senator  Gore.  I  have  a  sort  of  notion  that  we  ought  to  deal  with 
the  whole  system  as  if  it  were  a  monopoly,  naturally  and  essentially 
so,  adapt  that  policy  to  that  fact. 

Mr.  Warne.  We  do  deal  with  it  as  an  actual  fact  in  that  same  way 
to-day.  Your  so-called  antitrust  law  has  had  no  effect  in  prevent- 
ing railway  consolidation,  except  in  particular  instances  where  the 
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courts  have  declared  the  ownership  of  Competing  lines  is  wrong  and 
has  disrupted  them. 

Senator  Gore.  Do  you  not  think  when  we  fix  rates  and  say  that 
shall  not  charge  a  higher  rate,  and  at  the  same  time  say  they  shall 
compete 

Mr.  Warne.  It  is  not  economics. 

Senator  Gore.  It  is  a  contradiction  of  terms,  of  facts,  is  it  not  i 

Mr.  Warne.  It  is  an  attempt  to  inject  into  an  economic  problem  a 
political  principle. 

Before  closing  I  should  like,  in  a  general  way,  to  give  the  commit- 
tee some  idea  of  these  ownerships  of  railway  stock.  I  refer  to  a  mat- 
ter that  was  issued  by  the  railroads  in  one  of  our  very  recent  wage 
controversies  in  which  they  attempted  to  show  the  average  amount  of 
stock  per  stockholder,  par  value.  In  this  compilation  the  railroads 
took  the  total  capital  stock  outstanding  and  the  number  of  stock- 
holders, divided  one  by  the  other,  and  as  a  result  gave  us  for  the  aver- 
age amount  of  capital  stock  per  stockholder  $13,958.  Of  course, 
even  as  a  mathematical  proposition,  there  is  nothing  to  that,  and  to 
ascertain  the  average  stock  you  can  not  get  it  by  dividing  the  total 
number  of  stockholders  into  the  total  amount  of  stock.  Ten  stock- 
holders may  own  95  per  cent  of  the  stock.  That  is  illustrated  here 
in  the  case  of  the  New  York  Central. 

The  total  number  of  stockholders  of  record  in  the  New  York  Cen- 
tral is  25,446.  But  the  amount  of  stock  held  by  the  vast  majority  of 
these  is  small  and  relatively  insignificant  in  comparison  with  the 
holdings  of  the  leading  stockholders,  say  the  first  10.  Let  us  see  who 
are  these  10  leading  stockholders  in  the  New  York  Central,  as  well  as 
the  amount  of  stock  each  holds.  This  information  is  from  the  re- 
port of  the  company  to  the  Interstate  Commerce  Commission : 

NEW  YORK  CENTRAL'S   10  LEADING  STOCK HOLDKRK. 

Oregon  Short  Line  Railroad  Co $20,000,000 

New  York  State  Railway  &  Terminal  Co 18,436,000 

W.  K.  Vanderbilt— 13.599,400 

John  Axten 5,525.000 

Charles  W.  Harkness 3,600.000 

Northern  Finance  Corporation 2,400.000 

Fahnestock  &  Co 1, 740.000 

Alice  G.  Vanderbilt  et  al.,  trustee 1,666,300 

Frederick  W.  Vanderbilt 1, 501,000 

Florence  A.  V.  Twombly 1,500.000 

Total  stock  of  10  stockholders G9. 967. 700 

Of  the  entire  amount  of  stock  of  the  New  York  Central,  these  10 
leading  stockholders  alone  own  as  much  as  $69,967,700,  or  as  large  a 

Eroportion  as  28  per  cent.  Three  corporations — the  Oregon  Short 
line,  the  New  York  State  Railway  &  Terminal  Co.,  and  the  Northern 
Finance  Corporation — own  more  than  16  per  cent  of  the  New  York 
Central's  total  stock — nearly  $41,000,000.  Curiously,  the  entire  capi- 
tal stock  of  the  New  York  State  Railway  &  Terminal  Co.,  which 
amounts  to  only  $100,000,  is  owned  by  the  New  York  Central.  Mem- 
bers of  the  Vanderbilt  family  alone  own  more  than  7  per  cent — a  total 
of  more  than  $18,000,000— of  New  York  Central's  stock. 

The  holdings  of  the  10  leading  stockholders  have  increased  $21.- 
500,000,  or  nearly  45  per  cent,  since  the  mere  "  legal "  merging  of  the 
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two  systems.  These  10  stockholders  alone  absorbed  $21,512,000  of 
the  $24,014,000  increase  in  stock,  or  as  much  as  90  per  cent  of  the 
entire  stock  increase. 

In  consequence  of  their  ownership  of  stock,  these  10  stockholders 
combined  have  a  voting  power,  in  the  election  of  directors  and  in  the 
determination  of  other  matters  of  policy,  to  the  extent  of  nearly 
seven  hundred  thousand  votes.  This  is  more  than  28  per  cent  of  the 
total  voting  power  of  all  the  stock.  One  stockholder,  and  this,  too, 
another  railway  corporation — the  Oregon  Short  Line — has  200,000 
votes.  Another  corporation  stockholder — the  New  York  State 
Realty  &  Terminal  Co.,  which  the  New  York  Central  itself  owns  and 
entirely  controls,  has  184,360  votes.  Still  a  third  corporation — the 
Northern  Finance  Corporation — has  24,000  votes.  The  remaining  7 
of  the  10  leading  stockholders  together  have  291,317  votes. 

Concentrated  toward  the  same  end,  these  holdings  of  the  10  lead- 
ing stockholders  are  sufficient  against  the  remaining  scattered  hold- 
ings  among  diversified  interests,  many  of  which  seldom  exercise 
their  voting  rights,  to  dominate  the  election  of  directors  and  to  de- 
termine the  policy  of  the  corporation.  These  10  stockholders,  at 
least  3  of  whom  are  working  in  harmony,  have  greater  voting  power 
than  tens  of  thousands  of  other  stockholders.  One  individual  holder 
alone  of  the  10— William  K.  Vanderbilt — has  as  many  as  135,994 
votes.  Members  of  the  Vanderbilt  family  have  a  combined  voting 
strength  as  individuals  of  182,667  votes.  It  would  take  these  many 
different  individuals,  each  owning  one  share  of  New  York  Central 
stock,  to  equal  the  voting  power  of  this  one  family. 

The  accompanying  table  shows  the  voting  strength  in  New  York 
Central  affairs  of  each  of  the  10  leading  stockholders: 

VOTING   STRENGTH  OF    10    STOCKHOLDERS,    NEW  YORK   CENTRAL. 

Votes. 

Oregon  Short  Line  Railroad  Co 200,000 

New  York  State  Realty  &  Terminal  Co 184,  360 

William  K.  Vanderbilt 135,994 

John  Axten 55, 250 

Charles  W.  Harkness 36,000 

Northern  Finance  Corporation 24, 000 

Fahnestock  &  Co 17, 400 

Alice  G.  Vanderbilt  et  al..  trustee 16,663 

Frederick  W.  Vanderbilt 15, 010 

Florence  A.  V.  Twombly 15,000 

Total  voting  strength  of  10  stockholders 699,  677 

There  is  another  equally  important  aspect  of  this  question  of  con- 
centration of  stock  ownership.    The  other  aspect  is  that  of  dividends. 

Of  the  total  amount  of  dividends  declared  by  the  New  York  Cen- 
tral, the  10  leading  stockholders  receive  annually  more  than  29  per 
cent — a  sum  each  year  amounting  to  nearly  $3,500,000.  The  three 
corporation  stockholders  receive  dividends  amounting  to  $2,041,800— 
more  than  16  per  cent  of  all  the  dividends  paid  annually  by  this 
company.  As  much  as  $1,000,000  goes  to  the  Oregon  Short  Line, 
$921,800  to  the  New  York  State  Realty  &  Trust  Co.,  whose  capital 
stock  itself  is  only  $100,000,  and  $120,000  to  the  Northern  Finance 
Corporation. 
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Members  of  the  Vanderbilt  family  receive  annually  in  dividends 
alone  from  the  New  York  Central  amounts  in  excess  of  $900,000. 
A  single  member  of  this  family — William  K.  Vanderbilt — receives 
annually  in  dividends  alone  from  the  New  York  Central  as  much 
as  $679,970— a  dividend  payment  quarterly  of  $169,992.50. 

The  same  analysis  could  be  made  of  other  leading  companies,  and 
if  the  committee  is  sufficiently  interested  in  that  point  you  can,  with- 
out trouble,  secure  from  the  Interstate  Commerce  Commission  the 
interest  of  the  10  leading  stockholders  of  all  of  the  leading  corpora- 
tions. 

The  Chairman.  The  committee  will  stand  in  recess  until  2  o clock, 
and  at  2  o'clock  we  will  hear  such  others  as  are  to  be  heard.  Mr. 
Wills,  are  you  through  now? 

Mr.  Wills.  Mr.  Plumb  has  one  further  statement  he  would  like 
to  make  to  the  committee. 

The  Chairman.  Let  me  state  that  there  is  a  proposed  draft  by  the 
proponents  of  the  bill  before  each  member  here,  and  to  the  proposed 
modification  of  section  9  Mr.  Plumb  desires  to  address  himself. 

Mr.  Plumb,  if  you  will  como  at  2  o'clock  we  will  give  you  time  then 
to  explain  your  attitude  toward  that  modification. 

(Thereupon,  at  12  o'clock  m.,  a  recess  was  taken  until  2  o'clock 
p.  m.) 

AFTER   RECESS. 

The  committee  reassembled  at  3.30  o'clock  p.  m.,  pursuant  to  the 
taking  of  recess. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Plumb, 
you  requested  this  morning  that  you  be  given  an  opportunity  to  make 
some  statement  in  reference  to  the  proposed  amenonient  to  section  9. 
You  may  now  make  that  statement. 

STATEMENT  OF  ME.  GLENN  E.  PLUMB— Resumed. 

Mr.  Plumb.  As  to  section  9,  yesterday  in  my  remarks  I  stated 
that  I  understood  a  draft  of  section  9  was  .now  being  prepared  which 
would  be  submitted  and  that  I  did  not  care  to  express  any  opinion 
as  to  the  merits  of  the  compensation  until  that  section  was  before  us. 
It  has  now  been  submitted,  and  I  want  to  say  that  as  to  any  plan 
providing  for  changed  laws  regarding  the  compensation  to  be 
awarded  employees  for  injuries,  the  matter  is  of  supreme  importance 
to  members  of  our  organizations,  and  any  plan  submitted  would 
have  to  be  taken  up  first  with  the  organizations  before  we  could  ex- 
press either  approval  or  disapproval  of  a  proposed  plan,  but  section 
9  as  it  is  now  redrafted  contains  a  provision  abrogating  our  rights 
and  remedies  now  provided  by  existing  law,  either  State  or  Federal, 
and  that  of  course  we  can  not  agree  to  or  sanction. 

We  do  not  yet  know  whether  we  are  to  be  considered  as  Federal 
employees  or  whether  we  are  to  be  considered  as  employees  of  private 
corporations.  Section  11  of  the  bill  retains  all  remedies  now  existing 
for  all  other  citizens,  be  they  shippers,  travelers,  or  members  of  the 
general  public.  Until  our  status  is  definitely  determined  and  pro- 
nounced, we  think  that  we  should  have  the  same  benefits  that  all  of 
the  rest  of  the  public  enjoy  and  that  any  rights  or  remedies  now  ex- 
isting should  be  fully  preserved  to  us  until  a  new  status  is  definitely 
created.    If  that  is  done  and  section  11,  which  is  intended  to  preserve 
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rights  and  remedies  for  all  other  citizens,  is  made  applicable-  to  the 
employees  as  well,  then  there  is  no  emergency  which  requires  a  pro- 
vision at  this  time  for  the  employees. 

Senator  Robinson.  Is  the  language  in  section  11  adequate  to  do 
that,  or  would  you  suggest  an  amendment  of  it? 

Mr.  Plumb  (reading) : 

That  carriers  while  under  Federal  control  shall  in  so  far  as  not  inconsistent 
therewith,  or  with  the  provisions  of  this  act,  or  any  other  act,  applicable  to 
such  Federal  control  or  any  order  of  the  Pesident,  be  subject  to  all  laws  and 
liabiUties  as  common  carriers,  whether  arising  under  statutes  or  at  common  law, 
and  suits  may  be  brought  by  and  against  such  carriers  and  judgment  rendered 
as  uow  provided  by  law. 

Senator  Robinson.  That  language  is  as  broad  as  it  can  be. 

Mr.  Plumb.  That  language  is  broad  enough  to  include  the  rights 
of  the  employees,  and  I  think  no  amendment  would  be  necessary  to 
preserve  our  rights  under  that  section,  but  with  section  9  in  the  bill  the 
provisions  of  section  11  would  not  apply  to  employees,  and  with  sec- 
tion 9  in  the  bill  I  infer  that  whatever  remedies  are  provided  under 
section  9  will  have  to  date  back  to  the  date  when  the  roads  were 
taken  over,  so  that  we  are  left  suspended  between  heaven  and  earth, 
not  knowing  what  our  rights  are,  until  at  some  future  date  the  Presi- 
dent provides  a  scheme  of  compensation. 

Senator  Cummins.  Mr.  Plumo,  that  is  the  broader,  and  I  think  the 
more  vital,  question  in  section  9.  We  transfer  to  the  President  under 
section  9  our  whole  legislative  function  with  regard  to  the  liability 
of  carriers  to  employees,  or  the  substitution  of  a  compensation  scheme 
for  the  liability.  Can  you  contemplate  a  thing  of  that  sort  with  any 
complaisance? 

Mr.  Plumb.  We  do  not  contemplate  that  situation  with  entire 
satisfaction.  The. providing  of  a  scheme  of  compensation  and  pro- 
viding remedies  which  shall  take  the  place  of  those  iu>w  existing  is 
purely  a  question  of  legislative  function  and  measures  to  affect  that 
end  should  be  careully  considered,  and  all  interests  affected  should 
be  heard  and  advised  with,  so  that  resulting  legislation  might  be  fair 
and  equitable  to  all  of  the  interests. 

That  necessarily  can  not  be  done  in  an  emergency,  and  we  are  not 
asking  that  it  be  done  at  this  time.  We  are  perfectly  willing  to  go 
along  with  the  general  public.  Leave  us  as  we  are  for  the  present. 
Let  us  assert  the  rights  and  remedies  which  the  law  now  provides 
until  due  and  careful  consideration  can  be  given  to  a  measure  that 
shall  be  adequate. 

Senator  Kellogg.  Were  you  through,  Senator,  on  that  point  ? 

Senator  Cummins.  Yes. 

Senator  Kellogg.  The  important  thing,  so  far  as  employees  are 
concerned,  is  what  the  schedule  shall  be.  In  other  words,  in  any  leg- 
islation the  most  important  thing  is  the  schedule  of  compensation  and 
the  manner  and  time  of  its  payment.  Would  you  want  to  vest  in 
anybody  the  absolute  power  to  impose  any  schedule  they  saw  fit  on 
2,000,000  employees  in  this  country  ? 

Mr.  Plumb.  Not  to  be  exercised  arbitrarily. 

Senator  Kellogg.  If  I  recollect  right,  when  the  question  was  up 
before  the  commission  of  Congress,  they  first  took  up  the  constitu- 
tionality and  then  the  question  which  the  unions  were  very  much 
interested  in,  of  course,  was  the  schedule  of  compensation,  and  that 
seemed  to  be  the  most  important  thing. 
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Senator  Cummins.  That  is  the  point  on  which  the  legislat  - 
finally  failed? 

Senator  Kellogg.  Yes. 

Mr.  Plumb.  To  my  mind,  and  I  know  that  I  reflect  the  opinion  .  f 
the  officials  whom  we  have  had  an  opportunity  to  consult,  we  ft* 
that  the  matter  is  of  too  much  importance  to  be  disposed  of  in  iLi 
summary  manner. 

Senator  Robinson.  You  would  rather  have  it  determined  by  seyi 
rate  legislation  and  with  due  consideration? 

Mr.  Plumb.  We  certainly  would,  and  we  are  perfectly  willing  :•* 
bear  any  sacrifice  that  is  imposed  on  the  general  public  in  having  «  : 
right  to  levy  an  attachment  taken  away.  We  are  protected  as  ni.i  _ 
as  the  shippers  and  the  traveling  public.  We  ask  no  more.  But  unt 
careful  legislation  can  be  framed  and  which  shall  adequately  ni»-  * 
the  situation,  we  prefer  that  nothing  shall  be  done,  but  the  sUf i* 
shall  be  maintained. 

Senator  Kellogg.  I  do  not  wish  to  imply  that  I  am  opposed  to  th* 
principle  of  compensation  of  that  kind.  I  think  ultimately  it  ouch: 
to  come  and  has  got  to  come. 

Mr.  Plumb.  We  are  not  opposing  the  principle. 

Senator  Kellogg.  I  do  not  think  any  man  working  on  a  railroad 
gets  pay  enough  to  take  the  risks  of  that  employment,  and  I  thi'k 
the  risks  should  be  borne  in  such  a  way  that  he  will  not  have  to  tak* 
them. 

Mr.  Plumb.  It  seems  to  me  that  if  the  employees  are  willing  to 
abide  with  the  situation  and  await  the  results  that  experience  ani 
study  can  frame,  we  ought  not  to  have  a  remedy  forced  upon  us  thii 
is  not  adequate. 

Senator  Kellogg.  I  understand. 

Senator  Robinson.  Very  well.    I  think  we  understand  your  vie*"? 

Senator  Cummins.  The  first  draft  of  the  bill  provided  that  the 
President  could,  if  he  wanted  to,  extend  the  operation  of  the  prespnt 
compensation  law  to  these  employees.  We  knew  then  what  we  wenr 
doing,  and  now  we  know  nothing  about  what  we  are  doing. 

Senator  Robinson.  That  section  was  submitted  to  some  one  to  be 
considered,  and  the  draft  in  the  tentative  bill  here  is  purely  tentative, 
and  I  am  impressed  with  the  suggestions  you  make  and  I  think  thti* 
will  be  no  difficulty  about  it. 

Mr.  Plumb.  If  I  said  anything  yesterday  that  can  be  construed  *$ 
having  any  other  meaning  than  that  which  I  have  said  to-day.  I 
want  you  to  disregard  what  I  said  yesterdav. 

Senator  Kellogg.  I  did  not  understand  that  you  did  say  anything 
different  yesterday. 

Senator  Robinson.  I  understand  vour  attitude  perfectly.  You  did 
not  know  the  nature  of  the  draft  tnat  was  to  be  submitted,  and  to- 
day you  say  you  do  not  consent  to  this. 

Mr.  Plumb.  No.  My  understanding  from  the  oral  conference  I 
had  was  that  they  would  merely  provide  that  there  would  be  futurt 
legislation  to  ta£e  care  of  us,  but  I  did  not  understand  that  fin* 
legislation  as  this  was  to  be  proposed. 

Senator  Robinson.  Of  course,  it  is  not  necessary  to  provide  w^t 
future  legislation  shall  be,  because  Congress  can  legislate  on  'v 
subject  at  any  time  it  chooses. 
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Mr.  Plumb.  The  power  always  exists. 

Senator  Kellogg.  Mr.  Chairman,  may  I  put  a  document  in  the 
record  ? 

The  Chairman.  Yes.  Without  objection,  you  may  hand  to  the 
stenographer  the  memorandum  that  you  want  to  insert  in  the  record. 

Senator  Kellogg.  The  other  day  I  asked  some  witness  if  it  was 
not  a  fact  that  industrial  securities  had  risen  in  price  during  1915 
and  1916  more  rapidly  than  railroads,  and  I  do  not  now  exactly 
remember  the  answer,  but  in  order  to  clear  the  matter  I  asked  the 
New  York  paper  that  publishes  these  statistics  to  furnish  the  state- 
ment, and  Mr.  Osmond  Phillips,  the  editor,  has  sent  a  diagram 
showing  25  railroads  and  25  industrial  stocks  forming  the  basis  of 
monthly  and  weekly  high  and  low  prices,  with  the  names  of  the 
railroads  and  the  names  of  the  industrials  attached,  which  I  ask  to 
be  put  into  the  record. 

The  Chairman.  Without  objection,  it  is  so  ordered. 

(The  statement  referred  to  is  here  printed  in  full,  as  follows:) 

[From  the  Annalist*  New  York,  Monday,  Dec.  81,  1917.] 
Rail  and  Industrial  (■hangks  Sinck  Staut  of  Wak. 

The  chart  shows  the  changes  hy  months  in  the  average  price  of  25  each  of 
the  leading  railroad  and  industrial  stocks  listed  on  the  New  York  Stock  Ex- 
change. The  heavy  line  indicates  the  high  and  low  points  by  months  of  the 
railroad  shares,  and  the  clotted  line  the  monthly  changes  of  the  industrials. 
For  December,  1917,  two  points  are  recorded,  the  lowest  to  which  the  stocks 
fell  in  the  month  and  the  highest  reached  after  President  Wilson  announced 
the  taking  over  of  the  railroads  by  the  Government. 

STOCK  MABKET  AVERAGES. 


Railroads. 

Atchison,  Topeka  &  Santa  Fe. 
Baltimore  &  Ohio, 
•hesapeake  &  Ohio, 
^hicago  Great  Western,  preferred. 
Chicago,  Milwaukee  &  St.  Panl. 
'Miicago  &  North  Western. 
Chicago.  Rock  Island  &  Pacific. 
Denver  &  Rio  Grande,  preferred. 
Erie. 

;reat  Northern,  preferred, 
rilinois  Central. 
Kansas  City  Southern, 
f^high   Valley. 
Louisville  &  Nashville. 
Vew  York  Central. 
s:ew  York,  New  Haven  &  Hartford. 
Vew  York,  Ontario  &  Western. 
Norfolk  &  Western. 
Northern  Pacific. 
NMinsylvania. 
heading. 

*«*.siboard  Air  Line,  preferred. 
Southern  Pacific. 
Southern  Railway,  preferred. 
Tnion  Pacific. 


Industrials. 

American  Can. 
American  Car  &  Foundry. 
American  Locomotive. 
American  Smelting  &  Refining. 
American  Sugar. 
Anaconda  Copper. 
Baldwin  Locomotive. 
Bethlehem  Steel. 
Central  Leather. 
Consolidated  Gas. 
Crucible  Steel. 
Distillers  Securities. 
General  Electric. 
Great  Northern  of  Oregon. 
Goodrich. 
Maxwell  Motors. 
Pressed  Steel  Cars. 
Republic  Iron  and  Steel. 
Studebaker  Corporation. 
United  States  Rubber. 
United  States  Steel. 
Utah  Copper. 

VI rgl ni  a-C«i  rol  i na  Chemical. 
Western  Union. 

Westinghouse  Electric   and   Manufac- 
turing. 
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The  Chairman.  Mr.  Todd,  has  this  statement  which  you  present 
here  been  printed  in  the  House  hearings? 

Mr.  Todd.  No,  sir;  it  has  not.  The  only  thing  that  has  ever  been 
in  print  are  copies  of  some  of  the  official  reports  of  the  Interstate 
Commerce  Commission. 

The  Chairman.  Mr.  Albert  M.  Todd,  president  of  the  Public  Own- 
ership League  of  America  submits  a  statement  in  the  nature  of  a  brief 
which  will  be  printed  in  the  record  unless  there  is  objection.  No 
objection  is  heard,  and  it  is  so  ordered. 

Mr.  Todd.  May  I  please  ask,  Mr.  Chairman,  whether  I  may  be 
allowed  to  finish  that  ?  The  part  that  I  desire  to  finish  is  simply  the 
extracts  from  some  of  the  reports  of  the  Interstate  Commerce  Com- 
mission because  I  did  not  have  time  to  complete  it. 

The  Chairman.  How  voluminous  will  this  be?  Will  that  be  very 
voluminous? 

Mr.  Todd.  No,  sir.  I  will  be  very  glad  to  pay  any  expense  if  there 
is  any. 

The  Chairman.  No.  I  just  asked  you  that  question  to  ascertain  if 
it  would  be  kept  within  reasonable  bounds. 

Mr.  Todd.  I  think  perhaps  the  entire  statement,  including  what 
I  would  be  glad  to  add,  if  possible,  would  occupy  much  less  than  50 
pages. 

The  Chairman.  Very  well.  Without  objection,  you  will  be  given 
leave  to  add  the  matter  referred  to  and  this  statement  will  be  printed 
in  the  record. 

Mr.  Todd.  I  thank  you  very  much,  Mr.  Chairman.  I  will  say  that 
if  at  any  time  you  desire  to  cross-question  me  on  any  statements  I 
will  be  pleased  to  come,  because  I  expect  to  remain  in  Washington 
for  a  couple  of  months. 

The  Chairman.  Very  well,  sir. 

(The  statement  referred  to  is  here  printed  in  full,  as  follows:) 

STATEMENT  OF  HON.  ALBERT  M.  TODD,  PRESIDENT  OF  THE  PUBLIC 

OWNERSHIP   LEAGUE   OF   AMERICA. 

Oentlemen,  In  appearing  before  you  to  represent,  so  far  as  I  may,  the  interests 
not  only  of  the  Public  Ownership  League  of  America  but  the  citizenship  at 
large  of  our  country,  from  whose  industry  the  means  have  been  provided  for 
building  and  maintaining  all  of  our  transportation  and  other  public  utilities,  I 
desire  first  to  thank  you  for  the  privilege  you  have  so  kindly  accorded. 

At  no  time  in  the  history  of  our  Nation  or  the  world  has  legislation  been 
enacted  of  such  colossal  economic  interest  as  that  now  before  Congress,  and 
which  will  so  vitally  affect  the  political  institutions  of  our  country  and  the  hap- 
piness and  welfare  of  its  people. 

In  placing  my  views  before  you,  I  shall,  on  account  of  the  limitations  of  time, 
not  enter  into  an  academic  argument  but  confine  my  remarks  largely  to  the 
financial  aspects  of  the  question.  I  will  only  briefly  state  that  public  owner- 
ship, as  well  as  operation,  of  all  those  utilities  and  natural  resources  which  by 
their  nature  are  essentially  monopolies,  is  one  of  the  most  natural  functions  of 
government,  and  is  fundamental  to  justice,  equality  of  opportunity,  and  democ- 
racy. This  has  been  my  belief  for  more  than  30  years  and  has  been  constantly 
confirmed  by  study  and  observation  in  many  foreign  countries  as  well  as  in  our 
own.  In  reference  to  this  I  will  briefly  state  my  experience  in  the  genuinely 
democratic  Republic  of  Switzerland. 

Traveling  through  Switzerland,  one  is  immediately  impressed  with  the  in- 
dustry, dignity,  and  liberty-ioving  spirit  of  the  people,  evidenced  by  their  every 
act  and  word.  The  locomotive  engineer,  the  conductor,  the  fireman,  the  brake- 
man,  and  the  men  who  construct  and  maintain  the  tracks,  know  they  are  not 
mercenary  employees,  but  are  part  owners  of  the  railways  and  all  the  public 
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works,  and,  as  such,  take  a  just  pride  and  interest  In  their  duties  and  labors. 
Under  this  system  strikes  or  lockouts  are  unknown  and  impossible,  for  each 
employee  realizes  that  in  rendering  his  best  service  he  is  rendering  a  service  to 
the  State  and,  as  a  citizen  of  the  State,  to  himself.  It  will  thus  be  readily  seea 
how,  with  every  employee  giving  his  best  possible  endeavor  and  eacb  setting  an 
example  to  those  operating  the  other  utilities  (in  all  of  which  each  "citizen 
employee!'  has  a  personal  interest),  the  State  secures  much  higher  efficiency 
and  service,  with  proportionate  decrease  in  cost  to  the  public  As  the  fictitious 
salaries  paid  in  this  country  to  presidents  of  the  public-service  companies  whose 
chief  interest  is  to  absorb  the  earnings  of  the  road  are  unknown  and  all  officer 
and  employees  are  coworkers  under  civil-service  rules — "  soldiers  for  the  com- 
mon good  " — private  graft  and  plunder  are  impossible  and  unknown. 

Illustrating  the  results  under  this  system,  I  purchased  this  ticket  which  I 
show  you,  good  for  42  days'  continuous  or  intermittent  rides  at  the  pleasure  of 
the  holder,  over  any  and  all  of  the  railways  and  steamboats,  for  the  equivalent 
of  $27,  or  about  $0.67  a  day.  Tickets  are  also  issued  for  3,  6,  and  12  months 
at  much  lower  rates;  and  yet,  though  these  roads,  in  many  places  tunneled 
through  the  mountains  or  skirting  precipitous  cliffs,  cost  a  million  dollars  per 
mile  to  construct,  the  results  are  so  highly  satisfactory  that  the  Republic  U 
constantly  building  extensions  as  rapidly  as  possible. 

Results  in  efficiency  and  economy  equally  marvelous  as  compared  with  oar 
corporate-owned  systems  prevail  in  the  telegraph,  telephone,  express,  and  street 
railways;  and  one  wonders  how  the  American  people  can  be  induced  in  the 
face  of  the  reckless  speculating  and  plundering  of  our  public  utilities  by  so- 
called  ••  high  financiers  "  to  permit  the  functions  of  their  life  to  be  thus  con- 
trolled and  abused.  It  seems  incredible  that  intelligent  men  engaged  in  mann- 
facturing  and  other  legitimate  business  should  not  join  the  farmers  and  was* 
earners  in  the  demand  for  public  ownership.  Under  the  present  corporate 
system  the  rule  of  the  railways  is  to  charge  "all  the  commodity  will  bear,** 
thus  limiting  both  the  profits  of  the  producers  and  the  power  of  the  consumers 
to  buy;  the  transportation  companies  thus  levying  the  largest  tax  possible 
without  entirely  killing  the  industry. 

I  will  now  turn  to  the  practical  questions  involved  in  the  bill  under  con- 
sideration. 

The  President  of  the  United  States,  by  proclamation  issued  pursuant  to  the 
authority  vested  in  him  by  Congress,  has  recently  taken  over  the  railroads  of 
the  country  for  operation  by  the  Federal  Government  during  the  continuance  «f 
the  war,  in  which  wise  and  patriotic  act  he  has  had  the  support  and  approval 
of  the  entire  Nation ;  and  as  Congress  is  now  legislating  respecting  the  com 
pensation  to  be  paid  the  railroads  and  the  various  conditions  under  which  the** 
systems  are  to  be  operated,  it  is  highly  important  that  in  the  solution  of  thin 
question  the  wisest  possible  action  be  secured. 

We  who  believe  that  the  public  ownership  and  operation  of  all  public  utilities 
which  by  their  nature  are  necessary  to  the  welfare  and  happiness  of  the  people 
is  a  natural  governmental  function,  and  we  also  believe  that  the  rightful  solii 
Hon  of  the  question  is  not  based  merely  upon  the  operation  of  these  utilities 
during  the  period  of  the  war.  We  look  forward  to  the  time — which  we  hope 
is  in  the  very  near  future — when,  through  the  patriotism  of  our  citizens  and 
the  heroism  of  our  soldiers,  victory  shall  come  to  our  arms,  bringing  a  peace 
that  shall  be  wise  and  just  to  all  mankind,  as  the  fruit  of  the  great  sacrifice* 
America  and  her  allies  are  making  in  this  world  struggle.  Among  the  fruit* 
of  such  peace  those  of  us  who  believe  in  equality  of  opportunity,  civil  liberty, 
and  democracy,  hope  that  public  ownership  and  operation  of  public  utilities  and 
natural  resources  will  be  among  our  greatest  achievements. 

These  several  circumstances  unite  to  make  the  present  year  momentous  with 
respect  to  the  development  and  solution  of  transportation  problems.  .  Nothins 
like  the  present  situation  has  been  seen  before  in  the  history  of  the  world 
No  governmental  undertaking,  outside  of  the  Great  War  itself,  approaches  in 
magnitude  either  the  valuation  or  the  operation  of  the  approximately  25O.0flfl 
miles  of  railroads  in  the  United  States.  The  welfare  of  the  country  i«  *«> 
obviously  bound  up  with  the  efficiency  of  its  transportation  system,  ami  the 
prosperity  of  the  country  is  so  largely  dependent  upon  the  reasonableness  of 
transportation  charges,  that  it  is  needless  to  dwell  upon  these  general  aspect* 
of  the  problem.  But  very  few  people  outside  of  the  railroad  men  themselves 
appear  to  realize  the  tremendous  importance  of  the  issues  now  being  deter- 
mined by  the  President,  Congress,  and  the  Interstate  Commerce  Commission 
with  respect  to  the  valuation  of  railroads;  the  fixing  of  the  compensation  to 


GOVERNMENT  CONTROL  AND  OPERATION  OP  RAILROADS.       1117 

be  paid  them  during  the  period  of  governmental  operation  and  private  owner- 
ship; and  with  respect  to  the  determination  of  the  just  and  fair  price  to  be 
paid  by  the  Government  when  it  shall  proceed  to  Government  ownership  as 
well  as  operation. 

The  Public  Ownership  League  of  America  has  been  organized  for  the  purpose 
of  furthering  the  policy  of  Government  ownership  and  operation  of  public 
utilities,  including  transportation  systems.  It  is  not  blind,  however,  to  the 
dangers  arising  out  of  the  stress  and  strain  of  these  terrible  times.  It  realizes 
that  the  mere  form  of  Government  ownership  or  operation  will  not  in  itself 
guarantee  to  the  people  of  this  country  the  benefits  which  they  are  entitled  to 
receive  from  the  full  recognition  and  performance  of  the  transportation  service 
as  a  public  function.  The  success  of  governmental  operation  of  the  railroads 
after  the  war  is  over  will  depend  in  large  measure  upon  the  financial  obliga- 
tions which  the  Government  assumes  in  connection  with  their  acquisition. 
Many  df  the  great  railroad  systems  of  the  country  have  been  exploited  and 
robbed  by  their  managers  over  long  periods  of  years  in  ways  that  have  created 
national  scandals  unparalleled  in  the  world's  history.  In  this  manner  many 
of  the  roads  have  at  different  times  been  brought  to  bankruptcy  or  to  a  financial 
condition  verging  upon  it  by  the  studied  acts  of  their  officials  who,  having 
been  intrusted  with  the  management,  have  betrayed  that  trust  for  their  private 
profit.  The  Public  Ownership  League  and  the  thoughtful  public  at  large  be- 
lieve that  it  would  work  a  gross  injustice  to  the  Nation  to  take  the  railroads 
as  they  are,  looted  and  overcapitalized,  and  make  good  to  the  owners  all  of 
the  wicked  and  foolish  speculations  of  the  past,  without  respect  to  the  actual 
value  of  the  properties  now  devoted  to  railroad  purposes.  It  Is  not  our  desire 
to  be  destructive  in  our  suggestions  as  to  governmental  policies,  but  rather  to 
be  constructive  in  the  best  sense,  with  the  future  success  of  Government  owner- 
ship and  operation  constantly  in  view. 

Few  people  outside,  of  Washington  realize  the  enormous  pressure  the  rail- 
roads attempt  to  bring  to  bear  on  the  Interstate  Commerce  Commission  and 
the  committees  of  Congress.  The  railroads  represent  an  investment  of  many 
billions  of  dollars  and  are  naturally  in  a  position  to  employ  and  do  employ 
great  numbers  of  the  most  skillful  attorneys  to  take  possession  of  the  cnpital 
and  try  to  enforce  their  views  and  their  will  upon  the  governmental  authorities 
having  to  do  with  the  determination  of  the  great  problems  at  issue.  The 
league  conceives  that  the  future  welfare  of  the  people  of  the  United  States  will 
be  very  greatly  affected  by  the  decisions  now  about  to  be  made  with  respect 
to  two  chief  problems,  as  follows : 

1.  The  extent  of  the  compensation  to  be  paid  by  the  Government  for  the  use 
of  the  railroads  during  the  period  of  private  ownership  and  Government  opera- 
tion.— The  primary  Importance  of  this  problem  is  not  in  the  amount  of  com- 
pensation or  rental  that  may  be  paid  during  the  continuance  of  the  war  or  for 
the  brief  period  of  years  during  which  the  scheme  of  private  ownership  and 
governmental  operation  continues,  but  in  the  effect  that  the  payment  of  such 
compensation  and  the  agreements  made  with  respect  to  it  have  upon  the  ulti- 
mate purchase  price  of  the  roads  when  their  ownership  passes  from  private 
hands  to  the  Government.  The  establishment  of  a  fixed  compensation  or 
rental  to  continue  so  long  as  governmental  operation  of  privately  owned  roads 
continues  will  naturally  have  the  effect  of  determining  the  earning  power  of 
the  property  from  the  present  time  on  to  the  time  when  the  purchase  price 
therefor  Is  to  be  fixed;  and  If  the  compensation  or  rental  is  excessive,  the 
result  may  be  the  addition  of  several  billion  dollars  to  the  permanent  burdens 
of  the  transportation  system  of  the  country.  With  the  railroads,  as  with 
public  utilities,  it  is  of  the  utmost  importance  to  the  consuming  public  that  the 
recognized  capital  value  shall  be  kept  as  low  as  practicable  and  shall  not  be 
swelled  by  the  capitalization  against  the  public  of  gratuities  and  special  privi- 
leges conferred  upon  the  transportation  companies  in  times  of  great  public 
need  and  danger. 

2.  The  principles  of  valuation  to  be  applied  in  determining  the  value  of  the 
physical  assets  of  the  railroads. — Valuation  is  a  technical  and  difficult  process, 
largely  hypothetical,  with  which  the.  average  citizen  is  not  familiar.  Even 
many  well-informed  persons  suppose  that  the  value  placed  upon  a  public  utility 
property  by  a  skillful  engineer  is  an  ultimate  fact  which  must  be  accepted  by  all 
parties  without  question.  In  truth,  however,  the  final  valuation  even  of  the 
physical  property  of  a  railroad  or  any  other  public  utility  is  built  upon  a  series 
of  assumptions  and  by  the  application  of  a  series  of  rules  with  respect  to  each 
one  of  which  the  particular  interests  and  judgment  of  the  engineers  doing  the 
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work  have  great  influence.  Concealed  in  a  final  valuation  are  many  technu-al 
questions  which  are  matters  of  grave  doubt  and  with  respect  to  which  the  inter- 
ests of  the  public  and  of  the  public-service  corporations  are  diametrically  op- 
posed. As  applied  to  the  railroads  of  the  United  States  the  difference  in  th* 
principals  advocated  at  many  points  in  the  valuation  work  affect  the  firm1. 
results  to  the  extent  of  hundreds  of  millions,  or  even  billions,  of  dollars. 

8.  The  principles  to  be  applied  respecting  the  capitalization  of  the  railroad*  in 
fixing  their  compensation. — As  it  will  require  about  three  more  years  for  the 
Interstate  Commerce  Commission  to  complete  its  report  on  the  physical  valu- 
ations of  the  railroads,  and  as  the  true  amounts  of  money  actually  and  legiti- 
mately invested  have  been  so  completely  hidden  by  irregular  accounting  and  the 
burning  of  books  and  records  to  conceal  the  facts,  the  true  capitalization  is  at 
present  known.  On  this  account  I  shall  introduce  herewith  evidence  and  the 
official  findings  of  the  Interstate  Commerce  Commission  to  show  that  the  present 
capitalization  as  claimed  in  every  case  examined  is  without  any  vestige  of  reli- 
ability and  is  swelled  to  many  times  the  true  amount  by  extravagance  and  specu- 
lations outside  of  railroad  purposes.  In  consequence  to  these  facts  I  remm- 
mend  that  further  investigations  be  instituted  with  all  speed,  with  the  view  of 
ascertaining  the  true  and  legitimate  capital  investments  on  which  only,  and  not 
on  water,  the  Government  compensation  to  the  railroads  should  be  based,  unri1 
the  physical  valuations  be  also  completed. 

In  the  above  connection  I  respectfully  suggest  that  the  knowingly  falsify  Ins 
of  records  and  the  destruction  of  accounts  be  included  in  the  section  of  the  bill 
cespecting  criminal  acts  and  punished  accordingly. 

I  also  respectfully  suggest  that  the  bill  provide  for  a  continuing  lien  upon  tbe 
railroads  in  favor  of  the  Government  for  any  overpayments  which  may  be  mane: 
that  the  extravagant  salaries  paid  in  some  Instances  be  revised,  and  all  salaries 
be  based  upon  the  value  of  the  services  rendered;  that  "income  on  surphiO 
which  is  income  on  income,  be  eliminated ;  and  that  if  for  temporary  purposes 
it  be  based  on  the  average  income  of  preceding  year*  the  period  should  be  ex- 
tended to  include  the  past  10  years  rather  than  for  the  period  proposed  of  three 
war  years  with  their  excessive  profits. 

Herewith  I  respectfully  submit  the  evidence  on  which  my  conclusions  are 
based  regarding  the  finances  and  practices  of  the  American  railroads;  and  in 
closing  I  desire  again  to  express  my  high  respect  for  the  patriotism  of  the 
President  in  this  emergency. 

The  illegal  and  fraudulent  practices  of  the  American  railway  companies  in 
the  falsifying  of  their  accounts  to  cover  up  the  expenditures  of  the  stock- 
holders* money  for  influencing  and  controlling  legislation,  politics,  and  the 
press;  the  frauds  practiced  by  directors  in  taking  for  their  private  use  the 
funds  of  the  company;  the  deceptive  accounting  regarding  capitalization, 
investment,  etc.;  and  the  burning  of  the  books  and  records  to  secure  secrecy 
of  their  acts,  as  shown  in  the  official  reports  of  the  Interstate  Commerce 
Commission,  will  now  be  shown. 

During  the  years  from  1912  to  1915  various  complaints  were  made  by 
shippers  and  the  public  to  Congress  and  the  Interstate  Commerce  Commission 
respecting  certain  illegal  practices  of  four  important  systems  of  railways  and 
their  resulting  inefficiency  of  service  and  unjust  rates.  On  account  of  these 
complaints,  which  seemed  well  substantiated,  the  Interstate  Commerce  Com- 
mission, partly  on  its  own  initiative  and  partly  in  compliance  with  resolutions 
of  Congress,  made  investigations  and  issued  their  official  reports  of  find  ins? 
in  the  years  1913  to  1917  respecting  the  unlawful  practices  and  financial 
transactions  of  the  following  four  railway  systems: 

The  New  York,  New  Haven  &  Hartford  Railroad  Co.  (Report  No.  tTi®: 
date  July  11,  1914.) 

The  Louisville  &  Nashville  Railroad  Co.  (Report  No.  4788;  date  Feb.  9. 
1915. ) 

The  Chicago,  Rock  Island  &  Pacific  Railway  Co.  (Report  No.  6834;  dare 
July  31.  1915.) 

The  Cincinnati,  Hamilton  &  Dayton  Railroad  Co.  and  the  Pere  Marquette 
Railroad  Co.     (Report  No.  6888;  date  March  13,  1917.) 

These  investigations  were  made  with  the  most  painstaking  care  possible. 
covering  long  periods  of  time,  in  which  special  agents  of  the  commission  were 
employed  to  secure  information  and  to  investigate  the  books  and  accounts; 
and  officers  of  the  companies  were  summoned  before  the  commission,  several 
thousand  pages  of  testimony  being  taken.     The  findings  of  the  coramissioo 
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were  published  in  their  official  reports  mentioned  and  disclose,  among  others, 
the  following  facts: 

The  evidence  secured  by  the  commission  shows  that  every  railroad  company 
investigated  knowingly  falsified  their  accounts,  partly  in  order  to  hide  ex- 
penditures of  large  sums  for  controlling  politics  and  elections  and  influencing 
legislation  and  the  administration  of  laws;  falsifying  the  accounts  respecting 
capital,  expenses,  ami  profits,  so  that  the  commission  in  many  instances  was 
unable  to  find  for  what  purpose  vast  sums  were  expended ;  and  in  many  cases 
the  books  and  accounts  were  burned  by  the  directors  in  order  to  hide,  in  so  far 
as  possible,  various  illegal  transactions.  Many  of  these  acts  were  done  by 
directors,  who  are  well  known  as  among  the  world's  greatest  financiers;  yet, 
even  though  many  records  were  willfully  destroyed,  the  commission  was  aide 
to  secure  sufficient  evidence  in  many  cases  to  disclose  the  facts. 

In  order  to  place  the  various  illegal  practices  in  systematic  order  and  to 
refer  to  official  evidence — the  findings  of  the  commission — they  may  be  briefly 
classified  as  follows: 

1.  Extravagant  speculations  and  purchases  of  worthless  securities  in  the 
interests  of  the  directors;  peculations  from  the  stockholders'  money  by  illegal 
devices,  accompanied  by  the  falsifying  of  books  and  accounts  and  their  later 
burning  by  the  directors. 

2.  Illegally  spending  the  stockholders'  money  and  property  to  corruptly 
influence  politics,  the  press,  and  public  opinion,  and  to  secure  secrecy  respecting 
their  acts. 

3.  Acts  to  secure  a  monopoly  against  the  public  interest  by  the  violation  of 
the  laws  of  many  States  as  well  as  of  the  Nation. 

4.  The  organization  by  the  railway  directors  of  fake  corporations  with 
dummy  officers  to  hide  the  identity  of  the  real  promoters  and  shield  them  from 
prosecution. 

.").  The  voting  to  themselves  by  the  directors  of  extravagant  salaries,  in  addi- 
rion  to  which  large  sums  were  taken  by  some  of  these  officials  without  warrant 
of  law. 

The  various  acts  recited  are  necessarily  interwoven  and  will  be  grouped  by 
subjects  as  symmetrically  as  convenient. 

The  wasting  of  the  companies'  resources  iu  extravagant  speculation  and  the 
burning  of  the  records. 

The  following  extracts  are  from  the  official  report,  No.  6569,  of  the  Inter- 
state Commerce  Commission,  respecting  the  New  York,  New  Haven  &  Hartford 
Railroad  Co.,  July  11,  1914  (pp.  32  to  35)  : 

14  Public  hearings  were  held  extending  over  a  period  of  60  days  of  almost  con- 
tinuous session.  Witnesses  in  a  position  to  have  knowledge  of  the  transactions 
under  scrutiny  were  examined.  In  the  search  for  truth  the  commission  had 
to  overcome  many  obtacles,  such  as  the  burning  of  books,  letters,  and  documents 
find  the  obstinacy  of  witnesses  who  declined  to  testify  until  criminal  proceedings 
were  begun  for  their  refusal  to  answer  questions.  The  New  Haven  system  has 
more  than  300  subsidiary  corporations,  in  a  web  of  entangling  alliances  with 
each  other,  many  of  which  were  seemingly  planned,  created,  and  manipulated 
by  lawyers  expressly  retained  for  the  purpose  of  concealment  or  deception. 
Ordinarily  in  investigations  of  this  character  evidence  Is  easily  adduced  by 
placing  the  witnesses  upon  the  stand,  but  in  this  investigaton  the  witnesses 
jther  than  the  accountants  for  the  commision  were  in  the  main  hostile  and  with 
few  exceptions  their  testimony  was  unwillingly  given. 

*'  The  result  of  our  research  into  the  financial  workings  of  the  former  manage- 
ment of  the  New  Haven  system  has  been  to  disclose  one  of  the  most  glaring  in- 
stances of  maladministration  revealed  in  all  the  history  of  American  railroading. 
In  the  course  of  the  investigation  many  instances  were  uncovered  of  violation  of 
the  laws  of  different  States.  As  these  wTere  not  understood  to  be  pertinent  to 
mr  inquiry  under  the  Senate  resolution  we  did  not  follow  them  into  their 
letalls.  As  pointing  to  violations  of  State  laws,  we  have  turned  over  the  evi- 
dence concerning  local  occurrences  in  New  York  City  to  the  district  attorney 
for  the  proper  district,  and  the  testimony  relating  to  irregularities  in  Massachu- 
setts and  Rhode  Island  have  been  laid  before  the  proper  authorities  of  those 
States.  The  commission  has  also  furnished  the  Department  of  Justice  with  a 
•omplete  record  of  the  testimony. 

"The  difficulties  under  which  this  railroad  system  has  labored  in  the  past 
ire  Internal  and  wholly  due  to  Its  own  mismanagement.  Its  troubles  have  not 
urisen  because  of  regulation  by  governmental  authority.     Its  greatest  losses  and 
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most  costly  blunders  were  made  In  attempting  to  circumvent  gorenm**^ 
regulation  and  to  extend  its  domination  beyond  the  limits  fixed  by  law. 

"  The  subject  matter  of  this  inquiry  relates  to  the  financial  operation  f 
railroad  system  which,  on  June  30,  1903,  had  a  total  capitalization  of  arc?  '» 
mately  $93,000,000,  of  which  $79,000,000  was  stock  and  $14,000,000  boml*    '. 
the  10  years  from  June  30,  1903,  this  capitalization  was  increased  from  $£0'»« 
000  to  $417,000,000,  exclusive  of  stock  premiums,  or  an  increase  $324.im>'»« 
Of  this- increase  approximately  $120,000,000  was  devoted  to  it*  railroad  pm;»-t 
and  was  expended  for  betterments  and  equipment.    This  leaves  the  «rv- 
$204,000,000,  which  wTas  expended  for  operations  outside  of  Its  rallrcvd  w  •• 
Through  the  expenditure  of  this  sum  this  railroad  system  has  pracica!'* 
nopolized  the  freight  and  passenger  business  In  five  of  the  State*  of  rf*  V 
It  lias  acquired  a  monopoly  of  competing  steamship  lines  and  trollc»y  ««-•»   • 
in  the  section  which  it  serves.    The  financial  operations  necessaiy  **«■*•  •••- 
acquisitions,  and  the  losses  which  they  have  entailed,  have  been  skill fu  fi    * 
cealed  by  the  juggling  of  money  and  securities  from  one  subsidiary  <i»rr»- 
to  another. 

"  Significant  Incidents. 

"Marked  features  and  significant  incidents  in  the  loose,  extravagant 
improvident  administration  of  the  finances  of  the  New  Haven,  as  shown  K  '    * 
investigation,  are  the  Boston  &  Maine  despoilment;  the  iniquity  of  the  w  •' 
Chester  acquisition;  the  double  price  paid  for  the  Rhode  Island  trolle?*.  * 
recklessness  ir.  the  purchase  of  Connecticut  and  Massachusetts  trolley*  *»t  [■-    * 
exorbitantly  in  excess  of  their  market  value;  the  unwarranted  exnend  !••&-•• 
large  amounts  In  'educating  public  opinion';  the  disposition,  without  k: 
edge  of  the  directors,  of  hundreds  of  thousands  of  dollars  for  influencing  p- 
sentiment;   the  habitual  payment  of  uuitemized  vouchers  without  anj    •  ■   * 
specification  of  details;  the  confusing  interrelation  of  the  principal  o»- • 
and  its  subsidiaries  and  consequent  complication  of  accounts ;  the  pra^  f    ' 
financial  legerdemain  in  issuing  large  blocks  of  New  Haven  stock  for  n<»t»^    * 
the  New  England  Navigation  Co..  and  manipulating  tnese  securities  fci  -fc 
forth ;  fictitious  sales  of  New  Haven  stock  to  friendly  parties  with  the  "~  - 
of  boosting  the  stock  and  unloading  on  the  public  at  the  higher  '  market  pr  •• 
the  unlawful  diversion  of  corporate  funds  to  political  organizations:  ?h«»  *   ' 
tering  of  retainers  to  attorneys  of  five  States,  who  rendered  no  ltenmw*!  '    • 
for  services  and  who  conducted  no  litigation  to  which  the  railroad  *  ■.- 
party ;  extensive  use  of  a  paid  lobby  in  matters  as  to  which  the  director*  *-' 
to  have  no  information;  the  attempt  to  control  utterances  of  the  press  |»j  *.'• 
sidizing  reporters ;  payment  of  money  and  the  profligate  Issue  of  free  r**- " 
to  legislators  and  their  friends;  the  investment  of  $400,000  in  security  • ' 
New  England  newspaper;  the  regular  employment  of  political  bosses  In  I:1  • 
Island  and  other  States,  not  for  the  purpose  of  having  th?m  perfon; 
service,  but  to  prevent  them,  as  Mr.  Mellen  expressed  it,  from  •  heconihi:: 
on  the  other  side';  the  retention  of  John  L.  Billard  of  more  than  Si?'*"0 
In  a  transaction  in  which  he  represented  the  New  Haven  and  Into  wb  « - 
invested  not  a  dollar;  the  inability  of  Onkleigh  Thome  to  account  for  $l.tt?_«u 
of  the  funds  of  the  New  Haven  intrusted  to  him  In  carrying  out  the  We*M  f'  * 
proposition ;  the  story  of  Mr.  Mellen  as  to  the  distribution  of  $1,200,000  for  «*•"• 
rupt  purposes  in  bringing  about  amendments  of  the  Westchester  am!  I"  •" 
Chester  franchises;  the  domination  of  all  the  affairs  of  this  railroad  by  V* 
Morgan  and  Mr.  Mellen  and  the  absolute  subordination  of  other  tnenuVr* 
the  board  of  directors  to  the  will  of  these  two;  the  unwarranted  Incn»-i««p  «»f  "• 
New  Haven  liabilities  from  $93  000.000  In  1903  to  $417,000,000  in  191S    • 
increase  in  floating  notes  from  nothing  in  1908  to  approximately  Md.i*  ■«•••■ 
in  1913;  the  indefensible  standard  of  business  ethics  and  the  ah«en<v  of  r»    ' 
clal  acumen  displayed  by  eminent  financiers  In  directing  th3  destinies  *f  «*  • 
railroad  in  its  attempt  to  establish  a  monopoly  of  the  transportation  «»f  v  ■ 
England.     A  combination  of  all  these  has  resulted  In  the  present  depJ"-. ' 
situation  in  which  the  affairs  of  this  railroad  are  Involved.* 

Pages  35  to  41  of  the  report  give  a  history  of  the  celebrated  transaction 
which  18  miles  of  railroad,  in  which  Directors  J.  P.  Morgan,  sr..  Willi  is 
Rockefeller,  and  Mr.  Miller  were  interested,  was  unloaded  by  thero  on  iv 
railroad  company  at  a  meeting  kept  secret  from  the  rest  of  the  board  of  iHm* 
tors,  at  which  meeting  President  Mellen  presided.  This  property  proved  in  t» 
more  than  worthless  to  the  stockholders,  having  been  operated  at  an  anmi*i 
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loss  of  over  $1,000,000  and  for  which  their  directors  forced  them  to  pay  the  vast 
sum  of  $36,434,173.25. 

The  principal  accounts  respecting  this  transaction  were  kept  in  the  office  of 
J,  P.  Morgan  &  Co.  in  such  a  manner  as  to  hide  the  purposes  for  which  moneys 
were  received  or  expended,  under  the  title  of  "  Special  Account  No.  2."  Part 
of  the  accounts  were  kept  by  another  banker  interested  in  the  transaction 
named  Oakleight  Thome,  respecting  which  the  commission  report  says : 

"It  appeared  during  the  progress  of  this  investigation  that  the  personal 
records  of  Thorne  which  might  have  shown  the  details  of  these  disbursements 
had  been  burned  by  him  in  January,  1912." 

This  transaction  is  all  the  more  sensational  since  the  president  of  the  road 
was  not  permitted  by  the  directors,  who  robbed  it  to  the  etxent  of  millions 
of  dollars,  to  know  who  got  the  money. 

The  following  is  from  pages  35  to  38  of  the  report : 


n 


THE  NEW  YORK,   WESTCHESTER  A  BOSTON  RAILWAY  CO. 


"  The  Westchester  is  a  story  of  the  profligate  waste  of  corporate  funds.  The 
road  was  not  necessary  as  a  part  of  the  New  Haven  system.  It  parallels  other 
lines  already  owned  by  the  New  Haven  and  traverses  territory  which  the  New 
Haven  already  served.  That  it  was  recognized  as  unnecessary  by  the  New 
Haven  itself  at  its  inception  is  evidenced  by  the  fact  that  the  New  Haven  sought 
an  injunction  to  restrain  the  construction  of  this  road  on  the  specific  ground 
that  it  was  not  In  answer  to  any  public  necessity  and  paralleled  its  already 
existing  line. 

"The  enormous  sum  of  $36,434,173.25  was  expended  for  a  road  only  18.03 
miles  in  extent,  which  is  being  operated  at  an  annual  loss  of  approximately 
$1,250,000,  and  which  will  have  to  Increase  its  earnings  four  and  one-half  fold 
before  it  can  pay  its  operating  expenses  and  fixed  charges.  It  is  inconceivable 
that  this  enterprise  could  have  been  entered  Into  by  the  New  Haven  as  a  result 
of  the  mandates  of  good  judgment  and  proper  railroading. 

"The  Westchester  acquisition  was  planned  and  executed  by  a  special  com- 
mittee of  the  board,  consisting  of  directors  Morgan,  Rockefeller,  and  Miller, 
with  president  Mel  1  en  as  chairman.  The  vote  appointing  this  committee  'on 
proposed  competition  between  the  Connecticut  State  line  and  Harlem  River, 
with  power,'  does  not  disclose  an  Intention  to  authorize  the  buying  of  charters 
and  promotion  securities  and  the  building  of  a  new  railroad,  much  less  one  at 
a  cost  of  $36,000,000.  It  is  ambiguous  and  was  evidently  intended  to  conceal  a 
secret  purpose.  The  full  board  was  not  taken  into  the  confidence  of  those 
directors  who  wanted  these  securities  purchased,  and  no  report  was  ever  made 
by  this  committee  placing  the  situation  as  they  found  It  before  the  board. 

"  The  first  information  the  board  had  concerning  the  extravagant  acquisition 
of  Westchester  and  Port  Chester  securities  was  on  November  8,  1907,  when 
this  committee  made  its  only  report.  It  was  then  learned  that  $11,155,000  had 
been  expended  in  obtaining  control  of  these  two  Insolvent  promotion  schemes, 
and  that  this  expenditure  carried  with  it  an  obligation  to  construct  two  rail- 
roads, under  franchises  of  doubtful  validity,  paralleling  the  existing  line  of  the 
New  Haven. 

"  There  is  no  record  that  this  committee  ever  required  from  these  parties  an 
itemized  statement  of  the  disbursements  they  made  of  the  funds  advanced  from 
*  special  account  No.  2 ' ;  nor  was  any  such  statement  ever  rendered.  No 
vouchers  were  taken.  Special  account  No.  2  on  the  books  of  J.  P.  Morgan  &  Co. 
shows  nothing  more  than  the  lump  sums  received  from  the  New  Haven  and  the 
disbursement  of  the  same  to  Thorne  and  later  to  the  Millbrook  Co.  on  notes  of 
the  respective  payees.  It  appeared  during  the  progress  of  this  investigation 
that  the  personal  records  of  Thorne  which  might  have  shown  the  detail  of 
these  disbursements  had  been  burned  by  him  in  January,  1012. 

"  In  a  letter  of  October  30,  1906,  to  C.  S.  Mellen  from  the  attorney,  Francis 
Lynde  Stetson,  who  was  representing  all  the  parties  in  the  deal,  namely,  J.  P. 
Morgan  &  Co.,  the  Millbrook  Co.,  Perry  &  Thorne,  and  the  New  York,  New 
Haven  &  Hartford  Railroad  Co..  there  is  the  following  language  which  is  sig- 
nificant as  to  the  course  the  committee  was  pursuing : 

** '  Referring  to  the  conversation  this  morning  between  yourself,  Mr.  Thorne, 
and  myself,  It  has  occurred  to  me  that  it  is  possible  that  Mr.  Thome's  purchases 
and  even  his  payments  may  have  to  begin  before  he  shall  have  ascertained  the 
vr.lldity  of  the  two  principal  charters  which  he  is  to  acquire,  and  that  in  the 
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event  of  the  development  subsequently  of  their  invalidity  It  might  he  tfcu:  '.- 
money  spent  would  be  money  lost.' 

"  The  report  of  this  committee,  however,  was  unanimously  •  approved,  rat.:.-- 
nnd  confirmed '  at  the  meetiug  of  ihe  board  of  November  &  1907.  at  whi«~t»  *> 
following  directors  were  present:  Mellen,  Rockefeller,  Morgan,  Miloer.  Thu-r 
Brooker,  Brush,  Warner,  Cheney,  Miller,  Skinner,  Barney,  Taft.  WtnemV 
Hltou,  Hemingway,  Robertson,  Bobbins,  and  Parker. 

"After  this  meeting  of  the  board,  at  which  this  undetailed  report  \*a*  n.r:r.r. 
Mr.  Mellen  went  to  see  Mr.  Morgan,  and  requested  more  inforuuiti<*)   «*  - 
the  expenditure  of  the  amounts.    According  to  Mr.  Mellen's  evidentv.  Mr.  V  - 
gan  asked  him  if  he  knew  who  wrote  the  report  and  upon  Mr.  MellvuV  r*i  • 
4  Yes;  Mr.  Stetson  wrote  it.'    Mr.  Morgan  asked  him,  *l>o  \ou  think  \ou  kr* 
more   than    Stetson.'     Mr.   Mellen   admitted   he  did   not,   anil   api«rVuth   - 
quiesced,  but  took  the  precaution  to  write  upon  the  back  of  his  report.  *■•*.  ' 
still  smarting  under  the  humiliation  of  the  Interview  with  Mr.  Morgan   •  - 
following  words: 

"  'The  trouble  with  this  is  there  is  nothing  to  show  who  got  the  uinik*\  U*  :.* 
truck  turned  over.  I  don't  like  the  looks  of  it,  and  I  don't  see  whv  the  m-  • 
should  not  be  made  plain.  If  I  had  the  stock  and  sold  It.  I  should  en-' 
others  would  state  they  bought  it  of  me ;  but  that  don't  seem  to  have  h»^n  i  - 
disposition  here.  I  never  have  known  the  first  thing  about  who  original) \  >.•- 
the  securities,  what  they  were  sold  for;  and  no  one  has  thought  I  wa**-m»*  - 
to  know.  Perhaps  I  am  not.  I  would  feel  better  if  there  were  at  l*ni*t  a  •!.-••• 
sition  to  let  me  know  something  more  than  appears  in  the  record. 

•  <  \  S.  M 

" 11-&-1907. 

"The  New  Haven  had  now  acquired  two  franchises  with  route*  paralx  *• 
each  other  and  its  own  line  at  a  distance  of  only  a  few  hundred  yards  af .  ~ 
Some  money  had  been  spent  on  each  route  by  the  promoters,  as  require!  '■ 
their  franchises,  in  acquiring  real  estate,  surveying,  and  minor  cou^tnM"; 
The  franchise  for  the  route  for  which  the  larger  sum  had  been  expended.  •*• 
Westchester,  was  under  attack  in  the  courts.  Only  $281,860.64  had  been  **■£' 
on  the  Port  Chester  route,  and  a  proceeding  had  been  instituted  against  ti.  * 
franchise,  because  the  construction  work  had  not  progressed  as  required  >• 
the  validity  of  both  franchises  was  beclouded.  An  application  had  b*<eu  «  •  f 
to  the  proper  authorities  to  permit  the  consolidation  of  the  two  projects  anil  ti* 
construction  of  one  road,  but  this  was  tied  up  In  the  courts  by  injunction  |-r«- 
ceedings  in  which  an  appeal  had  been  taken  from  an  order  granting  \\w  .* 
junction. 

"  With  all  this  conflicting  litigation  pending,  matters  were  necessarily  »n  • 
most  unsatisfactory  state  and  at  a  tangled  standstill.  After  all  the  l>rr* 
expenditures  which  this  committee  had  made  in  acquiring  the  stock*  of  tl»*-» 
companies  there  was  still  outstanding  34,053$  shares  of  the  st<»ck  of  the  Nr* 
York,  Westchester  &  Boston  Railroad  Co.,  which  proved  to  he  the  ln*tr& 
ment  of  delivery.  According  to  the  testimony  of  Mr.  Mellen.  the  del  I  ten* 
appeared  in  the  person  of  the  late  Thomas  J.  Byrnes,  at  one  time  an  ln<r**t  * 
of  police  in  New  York  City. 

"The  solution  of  the  difficulties  was  the  further  expenditure  of  $1,524.07^77 
This  was  artfully  arranged  by  having  the  New  Haven  on  June  15,  llM^S,  trnt^f»r 
to  its  subsidiary,  the  New  England  Navigation  Co.,  8,000  shares  of  it*  %t»*  »  a' 
$150  per  share,  which  the  Navigation  Co.  in  turn  transferred  to  fharU**  * 
Mellen,  the  president  of  both  corporations,  who  conducted  the  ne*otlats«»"  * 
On  March  5,  1909,  an  additional  1,495  shares  of  New  Haven  stock  at  *ir»s  p»-f 
share  was  in  like  manner  placed  in  Mr.  Mellen's  possession,  and  crrtidn  *w 
of  money  were  also  advanced  to  him  from  time  to  time. 

"  There  were  just  13  things  that  had  to  be  done,  according  to  Mr.  Mellea.  t<> 
get  the  Westchester  out  of  its  franchise  difficulties,  and  it  is  significant  that  «>• 
amendments  to  the  franchises  were  obtained,  and  the  sequence  was  that  d* 
New  Haven,  in  addition  to  these  things,  received  90,431  of  the  34.0681  outstand- 
ing shares  of  the  New  York.  Westchester  &  Boston  Railroad  Co.  stock,  whi-'i 
Mr.  Mellen  testified  was  not  worth  10  cents  a  pound.  The  testimony  is  «r>n»- 
what  occult,  but  the  character  of  the  transaction  la  no  leas  certain.  Tin* 
money  was  used  for  corrupt  purposes  and  the  Improper  expenditures*  covered  oi> 
by  the  transfer  to  the  New  Haven  of  these  worthless  securities. 

"  In  explaining  how  these  negotiations  were  conducted  Mr.  Mellen  fiwtttw*' 
that  it  was  intended  that  one  share  of  New  Haven  stock  should  be  exchanged  for 
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rhree  shares  of  Westchester  stock.  When  the  New  Haven  stock  was  not  imme- 
diately at  hand  he  issued  to  the  messenger  who  brought  Westchester  stock  a 
duebill,  which  was  in  terms  an  order  on  himself  to  pay  on  demand  to  bearer  the 
specified  number  of  shares  of  New  Haven  stock  or  its  equivalent  in  cash  at  $150 
per  share,  with  accrued  dividends.  Many  of  these  duebills  were  not  presented 
until  Mr.  Mellen's  connection  with  the  New  Haven  was  severed,  and  five  of  them, 
aggregating  $50,000  approximately,  are  still  outstanding.  During  the  time  the 
duebills  were  outstanding  Mr.  Mellen  collected  the  dividends  on  the  New  Haven 
stock  which  they  represented,  and  at  each  dividend  period  unknown  messengers 
would  appear  in  his  office  at  the  Grand  Central  Station  in  New  York  City  and 
demand  these  dividends,  which  Mr.  Mellen  would  then  pay  with  his  personal 
checks,  so  drawn  that  the  identity  of  the  persons  cashing  them  could  not  be 
ascertained.  It  seems  very  strange  that  Mr.  Mellen  was  not  able  to  identify 
with  any  particularity  anyone  with  whom  he  had  these  transactions  except  the 
late  Thomas  J.  Byrnes. 

44  No  comment  is  necessary  to  make  clear  to  the  mind  the  corrupt  and  unlawful 
nature  of  this  transaction,  and  it  would  seem  that  the  amount  illegally  expended 
could  be  recovered  from  Mr.  Mellen  and. the  directors  who  authorized  it. 

"Almost  coincident  with  the  above  transaction  there  was  a  further  expendi- 
ture of  $1,135,935.41  made  to  settle  a  suit  brought  by  one  Got  shall,  a  contractor, 
against  Thorne  and  Perry,  which  the  New  Haven  paid  under  the  contract  which 
this  special  committee  had  made  with  the  parties.  This  further  amount  must 
also  be  charged  against  the  Westcliester  acquisition." 

How  the  Officials  Profit*:])  at  thk  Expense  of  Their  Ho  ads  by  Contracts 
With  Companies  in  Which  They  or  Their  Friends  Were  Financially 
Interested. 

The  records  of  the  New  Haven,  as  well  as  the  other  railway  systems  investi- 
gated, invariably  show  that  the  officials  did  not  purchase  their  supplies  in  a 
businesslike  manner  and  at  reasonable  prices,  but  at  extravagant  prices  In  their 
nwii  interest  without  regard  to  that  of  the  stockholders.  As  this  was  the 
ireneral  custom,  and  the  history  abounds  with  many  transactions,  a  single 
reference  must  suffice,  from  page  61  of  the  report : 

"  LARCJE  purchases  without  bids. 

••  Purchases  of  cars  and  coal  are  two  large  expenditures  ilmt  railroads  make. 
The  New  Haven  purchased  cars  almost  exclusively  from  James  B.  Brady 
without  competition  and  to  the  extent  of  some  $37,000,000.  Mr.  Brady,  as  a 
witness,  made  no  secret  of  his  generosity  to  the  officials  with  whom  he  had 
business.  His  methods  were  justified  by  him  on  the  ground  that  the  officers  of 
the  New  Haven  were  old  friends. 

14  Locomotives  were  purchased  from  a  company  in  which  a  director  of  the 
New  Haven  was  also  a  director.  Many  supplies  obtained  by  the  New  Haven 
were   from  companies  having  directors  who  were  also  directors  of  the  New 

Haven. 

"Corporate  economy  is  not  practicable  where  gifts  and  obligations  arising 
from  friendship  tend  to  obscure  official  duty." 

The  following  extract  respecting  the  railroads'  expenditures  for  controlling 
politics  is  found  on  pages  61-f>2  of  the  report: 

**  political  contributions. 

•*  The  New  Haven  Railroad  had  no  politics.  It  was  Democratic  in  Democratic 
States  and  Republican  In  Republican  States.  As  Mr.  Mellen  testified,  its 
effort  was  always  to  *  get  under  the  best  umbrella.* 

44  Payments  made  for  political  purposes  totaled  a  large  sum. 

"  For  Instance,  in  1900,  $50,000  was  contributed  by  th.»  New  Haven  for 
campaign  purposes  through  J.  P.  Morgan  &  Co.  No  proper  and  complete 
voucher  for  this  payment  appears  on  the  books  of  the  New  Haven  Co. 

"  In  1004  a  payment  of  $.T0.000  was  made  through  Mr.  Mellen  for  political 
purposes.  This  was  secretly  done  and  not  rej>orted  to  the  directors  or  stock- 
holders or  In  any  manner  made  public. 

•*  No  public-service  corporation  may  rightfully  use  corporate  funds  to  pro- 
mote a  political  cause  or  to  support  a  political  candidate  or  a  political  party. 
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"  A  corporation  as  such  has  no  political  principles  to  maintain  and  no  po- 
litical candidates  to  support. 

"  The  revenues  of  a  public-service  corporation  are  for  the  most  part  de- 
rived from  the  exercise  of  the  right  delegated  to  it  by  the  sovereign  power  to 
tax  the  public  by  fixed  rates  established  in  accordance  with  law.  Shippers 
and  the  traveling  public  may  be  presumed  to  be  divided  in  political  opinion. 
Corporate  revenue  derived  by  public  tax  from  men  of  one  political  conviction 
can  not  be  used  to  support  the  fortunes  of  a  candidate  or  party  of  contrary 
political  principles. 

"  Regardless  of  the  injustice  to  stockholders  and  travelers  belonging  t»» 
another  party  which  results  from  such  use  of  funds,  the  withdrawal  from 
corporate  use  and  the  diversion  to  political  use  is  illegal  and  indefensible." 

Dummy  Companies  Formed  to  Hide  the  Identity  of  Railroad  Officials  a* 
to  theib  Complicity  in  Illegal  Acts  and  Fkauds  on  the  Stock  holders. 

The  following  is  from  pages  45,  60,  and  61  of  the  official  report: 
"  Witnesses  who  were  officers  of  some  of  these  companies  appeared  before 
the  commission  and  testified  that  they  acted  as  '  dummies '  under  the  direction* 
of  Robbins  and  of  attorneys  selected  by  him.  Some  of  them  handled,  without 
any  knowledge  of  the  nature  or  purpose  of  the  transactions,  checks  approxi- 
mating $3,000,000. 

"  DUMMY   COMPANIES 


«« 


The  frequency  with  which  dummy  corporations  and  dummy  directors 
appear  in  this  record  leads  to  the  conclusion  that  some  one  high  in  the  counsels 
of  the  New  Haven  had  an  obsession  upon  the  subject  of  the  utility  of  such  sham 
methods.  The  directors  of  the  Billard  Co.  confessed  that  they  were  dummies 
and  knew  nothing  of  its  operations.  Why  men  of  respectability  and  standing 
as  these  appear  to  be  should  lend  their  names  as  dummies  passes  compre- 
hension. 

"  In  the  organization  of  one  of  the  steamship  companies  the  young  tail} 
stenographer  was  made  president;  and  a  youth  of  21  years  of  age  by  the 
name  of  Grover  Cleveland  Richards  was  selected  as  treasurer  of  another 
company. 

"  Clerks  and  irresponsible  persons  were  drawn  upon  to  supply  the  demand 
for  dummies  in  the  financial  joy  riding  by  the  management  of  the  New 
Haven.  Mellen's  stock  in  the  New  England  Investment  &  Securities  Co.  was 
held  by  James  B.  Brady,  who  testified  that  he  was  merely  a  dummy  for 
Mr.  Mellen.  Director  Skinner's  stock  in  this  same  company  was  held  by  a  rela- 
tive and  a  bookkeeper  in  his  office.  Thus,  throughout  the  entire  story  of 
deception,  the  New  Haven  management  vainly  endeavored  to  hide  the  true 
facts  behind  these  dummy  individuals  and  dummy  corporations. 

44  As  a  matter  of  law,  such  devices  are  feeble  and  puerile,  but  if  the  master 
financiers  behind  these  New  Haven  transactions  could  use  these  sham  methyls 
and  thus  give  their  Indorsement  to  the  availability  of  such  crooked  schemes  to 
cover  the  true  substance  and  fact  of  financial  transactions  it  indicates  a  low 
state  of  financial  morality.  No  condemnation  can  be  too  severe  to  apply  t«» 
the  frequent  use  of  these  companies  by  the  New  Haven. 

"  While  in  many  States  there  are  safeguards  established  by  law.  in  oth*r 
States  there  is  such  a  prodigality  in  the  creation  of  corporations  as  to  greatly 
prejudice  the  interests  of  investors,  creditors,  and  the  public  welfare  generally. 

"  While  stock  in  the  New  Haven  road  was  listed  on  the  New  York  Stock 
Exchange  a  large  portion  of  its  funds  were  invested  in  'blue  sky*  corpora- 
tions, the  officers  of  which  knew  nothing  of  the  purposes  or  assets  of  the  com- 
panies of  which  they  were  managers  or  officers.' 


»t 


Millions  Wasted  in  the  Purchase  at  Extravagant  Prices  of  Trolley  Line* 
and  Steamship  Companies,  in  Which  Transactions  a  United  States 
Senator  and  Railroad  Directors  Profited  at  the  Expense  of  Their  Stock- 
holders. 

The  following  is  from  pages  41-44  of  the  report: 

'*  RHODE  INLAND  TROLLEYS. 

"  The  purchase  of  the  Rhode  Island  trolleys  was  another  instance  of  millions 
wasted  in  acquiring  proj>erties  that  bring  an  annual  deficit  instead  of  a  surplus 
and  constitute  a  liability  instead  of  an  asset  in  the  New  Haven  System. 
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"The  evidence  shows  that  the  Rhode  Island  trolley  transactions  were 
Jeliberately  entered  into  with  a  full  knowledge  of  the  large  deficit  thnt  they 
kvould  bring  and  with  the  determination  to  acquire  trolley  control  in  Providence 
•egardless  of  expense. 

"A  committee  of  the  board  of  directors  of  the  New  Haven  had  been  appointed 
:or  the  purpose  of  looking  into  the  Providence  trolley  situation,  with  a  view  of 
purchasing  that  property,  and  this  committee,  after  considering  the  proposition, 
•eported  adversely.  Not  content  to  abide  by  this  action  of  his  board,  Mr. 
VIellen,  after  some  six  months,  revived  the  matter.  This  was  done  after  a  con- 
ference between  Mr.  Mellen  and  former  Senator  Nelson  W.  Aldrich,  who  was 
argely  interested  in  the  United  Traction  &  Electric  Co..  the  largest  lessor 
•ompany. 

*'  The  United  Gas  Improvement  Co.,  of  Philadelphia,  that  controlled  this 
woperty  under  lease,  had  capitalized  the  future  hopes  of  the  proposition  into 
i  holding  company  known  as  the  Rhode  Island  Securities  Co.  and  had  issued 
U9,899000  of  debentures,  which  represented  an  investment  of  approximately 
mly  $0,000,000.  The  difference  in  these  amounts  was,  as  Mr.  Mellen  testified, 
nerely  capitalized  water. 

"  Not  to  be  deterred  by  extravagant  expenditure,  Mr.  Mellen  undertook  to 
exchange  the  debentures  of  the  Providence  Securities  Co.,  which  he  had  created 
'or  the  purpose,  for  these  debentures  of  the  Rhode  Island  Securities  Co.  and  to 
idd  thereon  the  guaranty  of  the  New  York,  New  Haven  &  Hartford  Railroad 
3o.,  both  as  to  principal  and  interest.  The  result  of  the  transaction  was  to 
enable  the  United  Gas  Improvement  Co.  to  realize  par  value  on  these  securities 
rased  merely  upon  lively  expectation  of  future  possibilities  and  thereby  imine- 
iiately  placed  the  burden  of  the  watered  stock  upon  the  backs  of  the  New  Haven 
stockholders. 

"The  millions  that  were  made  from  this  transaction  did  not  come  through 
nagic.  but  were  brought  into  existence  at  the  expense  of  the  stockholders  of 
he  New  Haven,  upon  whom  and  the  public  the  yoke  of  giving  value  to  these 
lecurlties  ultimately  rested,  and  the  New  Haven  stock  was  diluted  to  the 
'xtent  of  the  water  thus  added.  The  gas  company  also  owned  some  Connecticut 
rolley  lines  and  it  was  made  a  further  condition  of  the  Rhode  Island  trolley 
inquisition  that  the  New  Haven  take  over  these  properties. 

"  When  the  details  had  been  worked  out  by  Mr.  Mellen  for  the  assuming  of 
his  additional  burden  the  board  of  directors  without  question  acquiesced.  Mr. 
tlellen  testified  that  these  Connecticut  trolleys  represented  a  payment  of  about 
510,000,000  more  than  their  value. 

44  This  transaction  seems  such  an  extravagant  purchase  as  makes  it  a  matter 
>f  interest  Just  who  owned  the  securities  of  the  Rhode  Island  Securities  Co. 
This  information  could  be  furnished  from  the  stock  books  of  that  company,  but 
luring  the  progress  of  this  investigation  it  was  learned  that  these  books  had 
ilso  been  burned.  A  detailed  report  on  the  Rhode  Island  trolleys  is  to  be 
ound  in  the  appendix  made  a  part  hereof,  Exhibit  B. 

•'The  Rhode  Island  and  Connecticut  trolley  ventures  are  further  evidences 
>f  the  prodigality  in  the  expenditure  of  the  money  of  the  New  Haven  stock- 
lolders  in  cnrrying  out  an  unlawful  policy  of  transportation  monopoly. 


>• 


THE   STEAMSHIPS. 


"The  New  Haven  from  time  to  time  had  felt  the  harassing  effect  of  compe- 
itlon  from  the  steamship  lines  that  plied  between  the  several  larger  cities  that 
t  served.  Restless  of  any  limitation  of  his  power,  President  Mellen  proceeded 
o  acquire  the  steamship  lines  and  thereby  stifle  this  Interference  with  the  New 
laven  properties. 

"  The  Hartford  &  New  York  Transportation  Co.  cost  the  New  Haven  $2,538,- 
116.78;  the  Eastern  Steamship  Corporation  cost  $4,200,000;  the  Merchants  & 
rtiriPi-s*  Transportation  Co.  cost  $5,774,500;  the  New  Bedford,  Marthas  Vineyard 
c  Pawtucket  Steamboat  Co.  cost  $141,700;  the  New  England  Steamship  Co.  cost 
12.100,000;  the  Maine  Steamship  Co.,  $17,300;  or  a  total  of  $24,772,416.78. 

"  The  testimony  shows  that  the  physical  valuation  of  the  properties  acquired 
s  a  result  of  these  outlays  approximates  something  like  $10,000,000.  The  New 
l.iven  :id\ises  that  it  has  recently  disposed  of  its  holdings  in  the  Merchants  & 
'liners'  Transportation  Co.,  at  a  loss  of  $3,594,500. 

"These  steamship  lines  were  not  acquired  by  the  New  Haven  openly,  but 
overtly  and  by  devious  methods.    Dummy  companies  and  dummy  officers  and 
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directors  were  used  in  financial  maneuvering  that  resulted  in  the  New  Hair 
controlling  these  steamships. 

"  In  connection  with  these  steamship  purchases,  it  was  necessary  to  haw 
piers.  The  record  shows  money  payments  in  connection  with  pier  leases  wt:.- 
were  unmistakably  improper,  and  these  payments  were  covered  up  by  Ua^ 
charged  on  the  books  of  other  companies  to  the  New  Haven  under  such  heailia* 
as  '  Repairs  on  steamers.' 

••  There  wore  payments  to  one  John  Hall  McKay  of  many  thousands  of  dollar* 
for  which  no  itemized  vouchers  were  given.  Mr.  McKay  left  for  Europe  aftr 
this  investigation  was  commenced,  and  his  evidence  could  not  he  sotik 
These  pier  leases  in  the  city  of  New  York  are  controlled  by  public  official. 
as  the  municipality  owns  the  piers,  and  arrangements  for  the  leases  had  to  fe 
made  through  these  officials.  But  because  of  the  methods  employed  to  coiwr 
these  expenditures  by  increases  of  capital  stock  and  otherwise,  it  ha*  tat 
impossible  to  give  any  total  amount  of  these  payments. 

"After  Mr.  Mellen  had  obtained  control  of  every  boat  line  of  any  imp>rtiv 
in  New  England,  he  suddenly  changed  his  attitude  when  the  public  discovers 
the  real  ownership.  It  was  then  that  he  proposed  and  urged  that  they  I*  di- 
posed  of,  but  in  this  he  was  overridden  by  his  board/* 

Juggling  the  Accounts  to  Increase  Capitalization  and  Hi  he  lRWsr,rtAErr:>* 

It  has  always  been  a  favorite  device  of  the  American  railroads  ti>  i»r.  • 
additional  certificates  of  capital  stock  which  represent  no  real  value  airi  * 
them  to  the  public;  and.  in  other  cases,  by  the  jugglin?  back  and  forth  of  *i» 
assets  and  acvounts  to  suit  the  private  purposes  of  directors  and  financiers 
form  an  excuse  for  increased  rates.  The  Interstate  Commerce  Commit « 
refers  to  these  methods  in  the  following  extracts  from  pages  57-58  of  the  rep^* 


« 


QUESTIONABLE  METHODS  EMPLOYED  TO  INCREASE  THE  AMOUNT  OK  CAPITAL  #T** K 


«« 


Increases  in  capital  stock  of  the  New  York.  New  Haven  &  Hartford  feu 
road  Co.  have  l  een  made  upon  the  basis  of  transfers  of  assets  from  one  jmbonli 
nate  company  to  another. 

"  The  steamship  properties  of  this  system  at  one  time  were  held  by  th<»  Si- 
England  Navigation  Co.,  approximating  a  cost  of  $11,500,000.    This  latter  **.- 
pany  in  1907  transferred  the  title  to  these  steamship  properties  to  the  OonV 
dated  Railway  Co.  at  a  value  of  $20,000,000.    The  Consolidated  Railway  r. 
thereupon  increased  its  capital  stock  $20,000,000.    The  Consolidated  Railway  r. 
was  then  merged  with  the  New  Haven,  and  the  stock  of  the  latter  corny*.'. 
increased  $30,000,000,  $20,000,000  of  which  went  to  the  New  England  NavteitK 
Co.,  and  placing  in  its  treasury  by  this  transaction  $20,000,000  Consolidate 
Railway  stock,  which  by  the  merger  became  New  Haven  stock,  with  a  mark*; 
value  of  over  $30,000,000.    It  was  this  stock  with  which  control  of  the  R**** 
&  Maine  Railroad  Co.  was  secured. 

"After  the  New  England  Navigation  Co.  had  divested  itself  of  the  steam-t  \ 
properties,  to  operate  which  it  was  formed,  one  would  naturally  expect  that 
the  Navigation  Co.,  having  served  its  purpose,  would  have  been  closed  up  ar 
its  charter  surrendered,  but  having  a  charter  which  had  powers  suffiriW1 
largo  to  per:»jir  of  general  banking  operations,  the  Navigation  Co.  has  \«*\ 
utilized  from  time  to  time  as  a  holding  company  for  the  accomplishment  ••' 
irregular  transactions,  indefensible  under  any  test  of  sound  business  mana-v 
ment 

**  MANIPULATION    OF   ACCOUNTS. 

"  Proper  accounting  demands  that  the  records  of  a  company  should  refi^ 
accurately  the  transactions  relating  to  the  matter  recorded,  and  where  aorount* 
fall  to  reveal  a  true  history  of  the  transactions  It  can  be  due  to  but  one  of  r»' 
causes— carelessness  or  design. 

"  Several  transactions  appear  of  record  which  show  that  by  no  stretrb  ••' 
imagination  can  the  Irregularity  of  recording  be  classified  as  due  to  care^e* 
ness;  the  following  are  illustrations: 

"  In  February.  1911,  the  New  York,  New  Haven  &  Hartford  Railnnul  pu' 
chased  23,520$  shares  of  the  Rutland  Railroad  Co.'s  stock  from  the  New  Y.«r* 
Central  &  Hudson  River  Railroad  Co..  giving  in  exchange  therefor  u>  H*1' 
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upon  the  Farmers'  Loan  &  Trust  Go.  in  the  sum  of  $2,364,977.15.  No  entries 
can  be  found  in  the  record  of  the  New  Haven  Co.  which  reveal  this  transaction. 
The  stock  thus  acquired  was  on  the  same  day,  with  a  check  for  $135,022.85, 
delivered  to  the  New  England  Navigation  Co.  in  exchange  for  its  note  of 
$2,500,000.  The  effect  of  the  recording  of  this  transaction  is  that  the  sum  paid 
the  New  York  Central  for  the  stock  shows  as  a  cash  advance  to  the  New  Eng- 
land Navigation  Co. 

Losses  of  $60,000,000  to  $90,000,000  Due  to  Waste,  Mismanagement,  and 
Peculations  bt  Railboad  Officials  and  Attempts  to  Control.  Politics,  the 
Press,  and  Public  Opinion. 

The  following  is  from  pages  63-70  of  the  official  report : 

"  There  is  the  additional  loss  growing  out  of  the  unfortunate  Billard  transac- 
tion of  $2,748,700  unless  John  L.  Billard  is  compelled,  as  he  should  be,  to  make 
restitution. 

"In  addition  there  have  been  large  expenses  incurred  in  litigation,  in  pro- 
curing legislation,  and  in  a  vain  attempt  to  stem  the  tide  of  adverse  popular 
opinion. 

"A  summarization  of  these  figures  where  they  are  specific  Is  as  follows: 

Depreciation  (using  market  price  of  $40) : 

Boston  &  Maine $20,475,025.68 

Billard    transaction 2, 748, 700. 00 

Total  depreciation  and  loss 23, 223, 725. 68 

"  It  is  extremely  difficult  to  make  an  estimate  of  the  loss  on  the  New  York, 
Westchester  &  Boston  investment  by  the  New  Haven.  It  is  fair  to  assume,  in 
view  of  the  character  of  the  assets  obtained  by  the  original  expenditure  of 
$11,155,000,  by  the  further  expenditure  of  Mr.  Mellen  of  $1,200,000  for  shares 
1  not  worth  10  cents  a  pound/  and  from  further  facts  recited  in  relation  to  the 
Westchester  proposition  in  another  portion  of  this  report,  that  there  was  a 
wasteful  expenditure  of  New  Haven  capital,  approximately  $9,800,000,  ac- 
counted for  by  the  following  items,  for  which  no  commensurate  return  was 
received  by  the  New  York,  New  Haven  &  Hartford  Railroad  Co. : 

$6,264,914.10,  representing  the  amount  for  which  there  was  nothing  tangible 

received  for  the  payment  by  the  New  Haven  of  $11,155,000. 
1,200,000.00,  expended  by  Mr.  Mellen  in  the  accomplishment  of  the  franchise 

amendments  to  the  Westchester  properties. 
1,085.935.41,  paid  in  settlement  of  the  William  C.  Got  shall  suit. 

50,000.00,  attorneys*  fees  in  the  same  case. 
130,000.00,  representing  the  loss  to  the  New  Haven  on  the  sale  of  New  York, 

Westchester  &  Boston  bonds  guaranteed  by  the  New  Haven  at 
par. 

"The  stock  of  the  Westchester  company  now  held  by  the  New  Haven  is 
given  by  that  road  a  book  value  of  $6,241,951.76.  In  reality  its  present  worth 
is  merely  nominal. 

"  The  notes  of  the  Westchester  property  held  by  the  New  Haven  are  given 
a  book  value  of  $5,708,000.    These  notes  have  absolutely  no  market  value. 

"The  annual  loss  on  the  last  two  items  to  the  New  Haven,  on  a  4  per  cent 
basis,  would  be  $477,998.07. 

"  The  annual  deficit  to  the  New  Haven  from  bond  interest,  interest  on  other 
obligations,  and  taxes  resulting  from  the  Westchester  venture  amounts  to 
$1,179,243.92.  When  the  operating  deficit  is  added,  the  total  annual  loss  to  the 
New  Haven  is  $1,657,241.99. 

"  With  the  prospect  of  a  continuous  deficit  for  years  to  come,  there  can  be 
little  doubt  that  the  total  loss  to  the  New  Haven  as  a  result  of  the  Westchester 
proposition  will  amount  to  approximately  $17,000,000. 

"  The  stock  of  the  Connecticut  company,  carried  now  as  an  asset  by  the  New 
England  Navigation  Co.,  represents  a  cost  or  book  value  of  $40,000,000.  The 
only  available  appraisal  of  this  stock  shows  a  loss  of  $12,535,386.01.  The  stock 
of  the  Rhode  Island  company,  carried  by  the  New  Haven  at  a  book  value  of 
$24,352,336.41,  is  shown  by  the  only  available  appraisal  to  be  worth  $6,000,000, 
a  loss  of  $18,352,336.41. 

43202—18 72 
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"A  summary  of  the  foregoing  Is  as  follows : 

Boston  &  Maine $23. 223. 72a.  ft 

New  York,  Westchester  &  Boston 11, 457, 156  .09 

Hartford  &  Worcester  Street  Railway 73,394.27 

Springfield  Railway  Companies 208.22LL5 

Worcester  Consolidated  Street  Railway 10,500.00 

Worcester  &  Southbridge  Street  Railway 15, 580.  <*• 

Connecticut  company 12, 535, 386. 01 

Rhode  Island  company 18.352,336.41 

Total 65, 871, 290.61 

"  There  was  a  loss  In  the  resent  sale  of  the  New  Haven  interests  in  the 
Merchants  &  Miners  Steamship  Co.  of  $3,594,500. 

"These  annual  losses  will,  to  a  large  extent,  recur  from  yenr  to  year  f«v 
an  indefinite  period,  and  therefore  represent  large  future  losses. 

'*  From  all  of  the  foregoing  and  from  a  careful  consideration  of  the  metta** 
in  which  expenditures,  not  specified  herein,  have  been  made,  it  is  submitted 
that  a  reasonable  estimate  of  the  loss  to  the  New  York,  New  Haven  &  Hnrtfonl 
Railroad  Co.  by  reason  of  waste  and  mismanagement  will  amount  to  brtwwsi 
$60,000,000  and  $90,000,000. 

"The  splendid  property  of  the  New  Haven  Railroad  itself  will  be  culled  uji-.. 
for  many  a  year  to  make  up  the  drain  upon  its  resources  resulting  from  tl.«- 
unpardonable  folly  of  the  transactions  outside  the  proper  field  in  which  st««-k- 
holders  supposed  their  moneys  were  invested. 

"But  honesty  and  efficiency  of  management  of  this  proiierty  as  n  ntilp*t<i 
only  will  undoubtedly  in  time  restore  its  former  standing. 


"  EVIL  OF   INTERIXK'KING  DIBECTORATKS." 


"A  system  of  interlocking  directorates  has  grown  up  and  flourished  in  Tin- 
past  few  years  which  has  brought  about  combinations  and  intercorporate  re- 
lationships not  conducive  to  the  public  welfare.  On  the  New  Haven  boanl  of 
directors  there  was  a  representative  of  the  Pennsylvania  Railroad,  which  mil- 
road  owned  35.000  shares  of  New  Haven  stock ;  there  was  a  representative  »»f 
the  New  York  Central,  which  owned  35,000  shares;  there  was  a  representamr 
of  insurance  interests  that  owned  35,000  shares  and  a  representative  of  aL 
express  company  that  had  a  contract  with  the  railroad;  there  were  directors 
who  were  also  directors  of  the  Standard  Oil  Co.,  the  United  Steel  CorporatU'r 
the  Pullman  Co. ;  in  fact,  every  other  Interest  seemed  better  represented  «>» 
the  New  Haven  board  than  the  average  stockholder's  interest. 

"The  practice  of  one  man  serving  on  many  boards  of  directors  can  not  N 
too  strongly  condemned.  The  man  who  holds  directors'  positions  in  a  dozei 
corporations  may  be  thoroughly  honest  in  his  relations  with  each,  but  it  i* 
not  practicable  for  him  to  give  the  stockholders  of  each  corporation  the  fi'i- 
benefit  of  his  ability  and  energy  when,  in  truth,  he  can  afford  only  a  sma. 
fraction  of  his  attention  to  each  corporation.  If  he  Is  not  permitted  to  knov. 
of  the  real  workings  of  the  corporation  and,  when  he  serves  on  so  many  hoard* 
that  is  in  the  nature  of  things  impassible,  the  corporation  gets  an  indorsement 
to  which  it  is  not  entitled. 

"There  are  too  many  ormanental  directors  and  too  many  who  have  *uW 
childlike  faith  in  the  man  at  the  head  that  they  are  ready  to  indorse  or  ap- 
prove anything  he  may  do. 

"A  director  should  be  an  active,  not  a  passive  force.  He  should  understand 
the  affairs  of  the  corporation  to  which  he  gives  the  prestige  of  his  name,  at 
least  to  the  extent  of  knowing  the  integrity  of  its  designs  and  the  absence 
of  lawbreaking  methods  in  its  operation,  and  he  should  not  accept  positions 
which  he  can  not  fill  in  this  comprehensive  way. 

"  Through  the  control  of  voting  strength  resulting  from  stock  ownership  l»j 
other  corporations,  a  few  persons  whose  Individual  holdings  were  small  it 
comparison  with  the  volume  of  stock  of  the  company  were  enabled  to  perpetuate 
their  full  control  of  the  New  Haven  company. 

"  While  the  Connecticut  laws  require  the  majority  of  the  directors  to  t* 
residents  of  that  State,  the  selection  of  Connecticut  directors  depends  enttrvi? 
upon  the  choice  of  the  controlling  and  dominating  interests  in  the  company 
In  a  similar  manner  the  control  of  other  great  corporations  is  maintained  b; 
means  of  interlocking  directorates. 
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"  The  handling  of  bank  dejmsits  and  security  sales  of  these  corporations  are 
massed  in  a  few  hands,  carrying  with  them  a  power  and  domination  over  large 
amounts  of  banking  capital  as  well  as  the  control  of  great  railroad  systems. 
These  and  other  evils  as  the  result  of  interlocking  directorates  are  now  well 
recognized  and  known,  and  they,  have  been  emphasized  by  the  disclosures  of 
this  investigation. 

*'  FUNDS    TO    BE    KKC'OVKKKD    ON    HKHALF    OF    THE    STOCKHOLDERS. 

"  From  the  facts  developed  in  this  investigation,  it  would  seem  that  there  is 
little  question  concerning  the  recovery  of  a  substantial  amount  of  the  stock- 
holders' money  that  has  been  wasted.  Several  items  of  this  nature  have  already 
been  suggested  herein  and  will  be  briefly  summarized : 

Overpaid  Perry  and  Thome  in  commissions $303,750.00 

Illegally  spent  in  obtaining  Westchester  franchise  changes 1,  524, 072. 77 

In  the  Billard  transaction 2,748.700.00 

"  Note. — The  money  with  which  Billard  acquired  the  15,755  additional  shares 
of  common  stock  and  5,826  shares  of  preferred  stock  of  the  Boston  &  Maine  Rail- 
road was  furnished  by  the  New  England  Navigation  Co.  This  stock  was  turned 
back  to  the  navigation  company  for  $3, 370.082.  It  would  seem  that  a  suit  by 
stockholders  for  the  recovery  of  the  profit,  if  any  was  made  by  Billard  in  the 
transactions  involving  these  additional  shares,  could  be  also  maintained. 

"  If  any  expenditures  were  made  in  violation  of  the  antitrust  laws  of  the 
United  States,  are  not  such  expenditures  ultra  vires  and  is  it  not  the  legal  obli- 
gation of  the  directors  to  satisfy  out  of  tlieir  own  fortunes  any  loss  which  re- 
sults to  the  company? 

"  These  are  all  pertinent  questions  in  the  light  of  the  developments  brought 
about  by  this  investigation. 

"Only  lawful  expenditures  are  authorized. 

"All  illegal  disbursements  are  ultra  vires. 

"Directors  can  not  without  accountability  deplete  a  corporate  treasury  in 
ventures  which  are  in  violation  of  the  laws  of  the  land. 

"  DIKECTOBS    lONHOHH'SLY    TBANKURK8SINC.    A  NTI  MONOPOLY    LAWS. 

"The  evidence  shows  that  in  pursuance  of  the  policy  of  transportation 
monopoly  the  New  Haven  purchased  the  Connecticut  trolleys,  the  Rhode  Island 
trolleys,  the  Massachusetts  trolleys,  steamship  lines,  the  Boston  &  Maine  Rail- 
road, and  other  means  of  transportation  that  were  available  and  purchasable. 
That  this  plan  was  done  in  violation  of  the  Federal  statute  it  seems  quite  clear, 
for  competition  was  sought  to  be  destroyed.  That  the  directors  were  conscious 
they  were  proceeding  along  lines  that  were  probably  inhibited  by  law  is  evi- 
denced by  the  testimony  of  Director  Elton,  that  as  each  line  was  purchased 
some  one  would  ask  the  question  in  the  board  of  directors  if  it  were  not  in 
violation  of  law,  and  that  Mr.  Bobbins,  general  attorney  for  the  New  Haven, 
would  state  to  the  board  that  the  New  Haven  charter  permitted  them  to  do 
anything. 

"It  appears,  therefore,  that  not  only  were  those  consolidations  contrary  to 
law.  but  these  directors  were  cognizant  of  that  fact,  and  contented  themselves 
with  the  advice  of  counsel  that  under  the  company's  charter  it  could  do  any- 
thing it  pleased. 

"  Evidence  of  wrongdoing  such  as  was  disclosed  in  this  hearing  is  difficult 
to  obtain.  Men  do  not  conduct  such  transactions  in  the  open,  but  rather  in 
secret  and  in  the  dark.  Only  those  involved,  as  a  rule,  have  direct  information. 
So  some  of  the  evidence  of  necessity  must  come  through  participants. 

•*  NEW    HAVK.N    MONOPOLY    COUKIMT. 

"This  investigation  has  demonstrated  that  the  monopoly  theory  of  those  con- 
trolling the  New  Haven  was  unsound  and  mischevious  in  its  effects.  To  achieve 
such  monopoly  meant  the  reckless  and  scandalous  expenditure  of  money ;  it 
meant  the  attempt  to  control  public  opinion;  corruption  of  government;  the 
attempt  to  pervert  the  political  and  economic  instincts  of  the  people  in  insolent 
defiance  of  law.  Through  exposure  of  the  methods  of  this  monopoly  the  in- 
visible government  which  has  gone  far  in  Its  efforts  to  dominate  New  England 
has  been  made  visible.     It  has  been  clearly  proven  how  public  opinion  was 
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distorted ;  how  officials  who  were  needed  and  who  could  be  bought  were  bought , 
how  newspapers  that  could  be  subsidized  were  subsidized;  how  a  college  pro- 
fessor and  publicists  secretly  accepted  money  from  the  New  Haven  whi> 
masking  as  a  representative  of  a  great  American  university  and  as  the  euanl- 
ians  of  the  interests  of  the  people ;  how  agencies  of  information  to  the  publK 
were  prostituted  wherever  they  could  be  prostituted  in  order  to  carry  «>m  a 
scheme  of  private  transportation  monopoly  imperial  in  its  scope. 

"  DIRECTORS   CRIMINALLY   NEGLIGENT. 


«* 


It  is  inconceivable  that  these  wrongs  could  have  gone  on  without  intern-- 
ence  if  the  members  of  the  board  of  directors  had  been  true  to  the  faith  the? 
owed  the  stockholders.  A  number  of  directors  appear  in  many  instances  ti» 
have  voted  without  knowledge  and  to  have  approved  the  expenditure  of  man* 
millions  without  information.  According  to  the  testimony  of  some  of  the  direr 
tors,  they  merely  approved  what  had  been  done  by  some  committee  or  by  xti* 
officer  of  the  company.  The  directors'  minutes  reveal  that  it  was  largely  a 
body  for  ratification  and  not  authorization,  as  the  law  intended  a  board  of 
directors  should  be.  None  of  the  directors  would  have  been  so  careless  in  tb*> 
handling  of  his  own  money  as  the  evidence  demonstrates  they  were  in  dealing 
with  the  money  of  other  people.  The  directors  actively  or  passively  acquiesce*! 
in  the  efforts  of  the  Mel  1  en-Morgan-Rockefeller  regime  to  extend  the  domination 
of  this  corporation  over  the  whole  transportation  field  in  New  England. 

"  If  these  directors  who  were  faithless  to  their  stewardship  were  held  re- 
sponsible in  the  courts  and  at  the  bar  of  public  opinion  for  the  failure  t«>  *• 
those  things  they  should  have  done,  the  lesson  to  directors  who  do  not  direc 
would  be  very  salutary. 

"  Most  of  the  directors  of  the  New  Haven  accepted  their  responsibilities 
lightly.  They  failed  to  realize  that  their  names  gave  confidence  to  the  public 
and  that  their  connection  with  the  corporation  led  the  public  to  invest.  When 
these  directors  were  negligent  and  serious  losses  resulted  therefrom  they  werv 
guilty  of  a  grave  dereliction  of  duty  and  a  breach  of  trust  that  was  momllj 
wrong  and  criminal  in  its  fruits. 

"  Directors  should  be  made  individually  liable  to  civil  and  criminal  laws  f«>r 
the  manner  in  which  they  discharge  their  trust.  A  corporation  can  be  d*> 
better  or  worse  than  those  who  operate  it.  It  should  be  just  as  grave  a  crime 
to  plunder  stockholders  or  the  public  through  a  railroad  corporation  ss  It  i« 
to  personally  rob  an  individual. 

44  SUBSIDIARY   CORPORATIONS   CONDEMNED. 


M 


It  was  found  in  the  investigation  of  the  New  Haven  System  that  there  were 
336  subsidiary  corporations,  and  the  books  of  the  New  Haven  road  proper  reflect 
only  a  small  part  of  the  actual  financial  transactions  of  the  railroad.  Many  of 
these  subsidiary  corporations  served  no  purpose  save  an  evil  one.  They  wer* 
used  to  cover  up  transactions  that  would  not  bear  scrutiny,  and  to  keep  from  the 
eyes  of  public  officials  matters  that  were  sought  to  be  kept  secret.  The  com- 
mission should  have  the  power  to  examine  not  only  the  books,  records,  pa  pen 
and  correspondence  of  interstate  carriers,  but  of  subsidiary  companies  as  well 


t* 


REMEDY  IN  PUBLIC  CONSCIENCE  AND  LAWS. 


"  The  insuring  of  honesty  throughout  the  management  of  the  great  rail  roads 
of  the  country  is  a  most  important  question  before  the  people  to-day,  and  only 
when  through  exposure  of  wrongdoing  and  an  awakened  public  coascienc* 
coupled  with  effective  laws  this  result  is  produced,  may  railroading  be  placet! 
UDon  the  high  level  that  It  should  occupy.  The  revelations  in  this  record  ma** 
It  essential  for  the  welfare  of  the  Nation  that  the  reckless  and  profligate  finan- 
ciering which  has  blighted  this  railroad  system  be  ended,  and  until  this  Is  ftiHj 
done  there  will  be  no  assurance  that  the  story  of  the  New  Haven  will  not  b* 
told  again  with  the  stockholders  of  some  other  railroad  system  as  the  victims.* 

The  Louis ville  &  Nashville  System. 

This  railway  system  was  investigated  by  the  Interstate  Commerce  Commis- 
sion. The  results  of  its  investigation  are  to  be  found  in  the  official  report  of 
the  commission.  No.  6319,  dated  February  16,  1915,  entitled  "  In  Re  Ftnanrt#, 
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Relations,  Rates,  and  Practices  of  the  Louisville  &  Nashville  Railroad  Co.,  the 
Nashville,  Chattanooga  &  St.  Louis  Railway,  and  other  Carriers." 

This  investigation  was  the  result  of  a  resolution  of  the  United  States  Senate, 
prompted  by  complaints  of  the  public  respecting  illegal  acts  of  the  above  com- 
pany and  its  subsidiaries,  in  which  it  requested  the  Interstate  Commerce  Com- 
mission to  inquire  into  the  financial  affairs  and  capitalization  of  the  company, 
Its  practices,  and  its  efforts  to  illegally  influence  or  control  politics,  legislation, 
and  public  opinion. 

Because  of  the  fact  that  some  of  the  records  and  accounts  of  the  company 
had  been  burned  by  them  and  the  further  fact  that  the  commission  was  per- 
mitted by  the  company  to  inspect  but  part  of  those  which  remained,  and  the 
further  fact  that  the  officials  of  the  road  and  other  witnesses  summoned  to 
appear  before  the  commission  refused  to  testify,  the  commission  was  unable 
to  ascertain  but  part  of  the  facts.  The  testimony  obtained  was,  however,  suffi- 
cient to  incriminate  the  company  in  many  unlawful  acts,  among  the  most  im- 
portant of  which  were  the  violation  of  laws,  both  Federal  and  State,  in  respect 
to  monopolies;  the  use  of  the  stockholders*  money  to  control  legislation,  politics, 
and  the  press ;  ami  the  deceptive  manner  in  which  the  accounts  were  kept  re- 
specting the  capital  Investment  ami  the  operating  expenses. 

On  account  of  the  refusal  of  certain  officials  to  testify  before  the  commission 
regarding  their  acts,  an  appeal  was  made  to  the  Supreme  Court  of  the  United 
States,  which  court,  in  December,  1917,  issued  a  mandamus  directing  these 
witnesses  to  appear  before  the  commission  and  testify.  When  this  additional 
evidence  is  taken  the  result  will  be  to  make  the  investigation  of  greatly  added 
interest. 

As  the  stories  of  all  the  railway  systems  investigated  by  the  commission  are 
nearly  identical  and  include  practically  all  of  the  same  illegal  acts,  we  will,  for 
lack  of  space,  record  ony  some  of  the  principal  features  brought  out  in  this  case. 

On  page  168  of  the  report  is  the  following: 


tc 


METHOD  OF  THE  INVESTIGATION. 


"On  November  10.  1913,  immediately  following  the  adoption  of  the  Senate 
resolution  above  referred  to,  the  commission  ordered  an  investigation  Into  the 
questions  presented  and  served  formal  notice  of  this  investigation  upon  the  car- 
riers concerned.  Thereafter  examiners  of  the  commission  were  directed  to  ex- 
amine the  accounts,  records,  and  memoranda  of  the  Louisville  &  Nashville  Rail- 
road Co.  and  the  Nashville,  Chattanooga  &  St.  Louis  Railway  with  a  view  to 
securing  all  information  In  the  files  of  these  carriers  that  would  throw  light 
upon  the  questions  contained  In  the  Senate  resolution.  Certain  obstructions 
have  been  placed  In  the  way  of  the  commission's  examiners  by  the  carriers,  and 
these  will  be  referred  to  later.  The  facts  stated  herein  were  secured  from  the 
annual  and  statistical  reports  and  the  contracts  and  tariffs  on  file  with  the  com- 
mission, from  such  of  the  carriers'  records  and  accounts  as  were  voluntarily 
submitted  by  them ;  from  testimony  given  at  formal  hearings  in  other  cases 
before  the  commission;  and  In  a  few  cases,  that  will  be  indicated,  from  Inter- 
views by  the  commission's  examiners  with  railroad  officials  and  other  persons. 
The  questions  presented  by  the  resolution  will  be  stated  and  answered  in 
numerical  order,  accompanied  by  such  comment  as  seems  necessary.  Following 
the  report  will  be  found  an  appendix  illustrating  and  supplementing  certain  of 
the  answers. 

'*  INTEREST    OK    THE    LOUISVILLE    A    NASHVILLE    RAILROAD    CO.    IN    OTHER    RAILROADS. 

"The  Louisville  &  Nashville  Railroad  Co.  was  Incorporated  in  Kentucky  in 
1850.  The  line  from  Louisville  to  Nashville,  185.81  miles  in  length,  was  com- 
pleted and  placed  In  operation  in  1859,  forming  the  nucleus  of  the  present  sys- 
tem. Various  extensions  have  since  been  constructed,  aggregating  399.56  miles 
and  making  a  total  of  585.37  miles  constructed  by  the  company  under  its  own 
charter.  The  annual  report  of  this  carrier  to  its  stockholders  of  the  year  ended 
June  30,  1913,  shows  that  it  owned  or  controlled  on  that  date  7,889.77  miles  of 
mad.  A  comparison  of  the  miles  of  road  constructed  by  this  company  under  its 
own  charter,  with  the  total  miles  of  road  owned  or  controlled  by  it.  well  Illus- 
trates its  activity  in  securing  control  of  other  railroads. 

"  In  connection  with  the  acquisition  of  the  roads  owned  or  controlled  by  tlu 
Louisville  &  Nashville  Railroad  Co.  the  following  Information  Is  of  Interest: 
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COST  09  BOAD. 


"  Before  the  Louisville  &  Nashville  advised  the  commission  that  such  of  its 
records  as  were  made  prior  to  August  28,  1906,  would  not  be  submitted  for  in- 
spection, schedules  of  most  of  the  cost  of  road  accounts  had  been  drawn  from 
the  ledgers  preparatory  to  completing  the  analysis  of  the  accounts  from  infor- 
mation to  be  secured  from  the  journals  and  other  records  of  original  entry. 
While  a  complete  analysis  of  the.se  accounts  was  prevented  by  the  Louisville  k 
Nashville  the  preliminary  analysis  was  sufficient  to  indicate  that  the  cost  of 
road  account  is  heavily  burdened  with  charges  which  do  not  represent  actual 
construction  cost.  From  such  incomplete  information  it  is  concluded  that  at 
least  $16,000,000  shown  in  the  cost  of  road  accounts  covers  items  which  should 
not  be  charged  as  a  part  of  the  cost  of  this  carrier's  road,  as  follows : 


Charges  included  in  cost  of  road  accounts  but  not  expended  for  actum 

construction. 

Discount  on  stock $1,440,018.00 

Other  expenses  in  connection  with  the  sale  of  stock 32.67L4S 

Discount  on  bonds 2,192.142.57 

Other  expenses  in  connection  with  the  sale  of  bonds 8,537.95 

Interest  and  dividends 1. 917, 535. 13 

Amounts  credited  to  profit  and  loss: 

For  reasons  not  stated $2,640,000.00 

To  provide  a  surplus  in  order  that  a  stock 

dividend  of  100  per  cent  might  be  paid 6, 300. 000. 00 

To  raise  book  value  of  stock  above  the  actual 

cost   of  acquirement 1,422,784.00 

To  adjust  difference  between  advances  made 
for  construction  and  par  value  of  bonds 

received   in   settlement  therefor 78,447.72 

10, 441, 23L  72 


16.032.136.85 


M  The  above  statement  is  illustrative  of  the  character  of  charges  which  the 
carrier  has  included  in  its  cost  of  road  account.  A  full  examination  of  the 
carrier's  accounts  might  disclose  conditions  under  which  some  of  the  above 
amounts  could  properly  be  charged  to  cost  of  road  account,  but  it  is  also  possibV 
that  other  improper  items  would  be  found  which  would  greatly  augment  tb* 
amount  shown. 


14 


STOCK  DIVIDENDS  DECLARED. 


"  As  shown  in  the  above  table,  a  stock  dividend  of  100  per  cent  was  declare*! 
by  the  Louisville  &  Nashville  on  October  6,  1880.  According  to  a  corporate 
history  of  this  railroad  which  was  found  in  its  office,  10  stock  dividend*  wer* 
declared  by  this  company  between  1860  and  1891,  as  follows : 


Oct.  8,18*1.. 
Jan.  2,  1854... 
Nov.  16,  1867. 
Oct.  6,1880.. 
Jan.  9. 1888... 
July  26, 1888. 
Jan.  9,1889... 
July  18, 1889. 
Jan.  6, 1890... 
July  2, 1890. . 


Date  declared. 


Rate. 

AmmBL 

JVr  ccaf. 

10 
40 

100 

* 

9.0*5** 

3 
2 

i.im* 

3 

3 
L9 

i.«:» 

» Not  shown. 


•4  To  make  possible  the  stock  dividend  of  100  per  cent  declared  on  October  ft 
1SS0,  the  amount  of  surplus  was  arbitrarily  increased  by  raising  the  N** 
value  of  certain  assets.     From  the  corporate  history  above  referred  to  it  ar- 
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pears  that  when  this  dividend  was  declared  the  book  value  of  the  carrier's 
property  exceeded  its  capital  stock  liability  as  follows : 

On  July  1.  1880,  the  cost  of  the  main  stem  and  branches  amounted 

to $18, 585, 135 

The  capital  stock  then  outstanding  amounted  to 9,065,000 

Cost  of  main  stem  and  branches  in  excess  of  outstanding  stock  was.      0, 520, 135 
On  October  6, 1880,  the  board  of  directors  declared  a  stock  dividend 

of  100  per  cent  on  the  outstanding  stock  of  $9,065,000 9, 065, 000 

Cost  of  main  stem  and  branches  in  excess  of  stock  liability  as 
thus  increased 455, 135 

44  In  declaring  this  stock  dividend  the  directors  were  confronted  with  the 
fact  that,  notwithstanding  the  excess  of  cost  of  property  over  the  capital  stock 
liability,  the  entire  net  surplus  on  October  1,  1880,  amounted  to  only  $3,671,383, 
which  was  insufficient  to  pay  the  full  amount  of  the  dividend.  To  meet  tills  situ- 
ation the  assets  of  the  company  were  revalued,  and  the  board  of  directors  voted 
that  the  book  value  of  certain  assets  should  be  increased.  Accordingly  entries 
were  made  on  the  books  of  the  company  crediting  the  profit  and  loss  account 
and  correspondingly  increasing  the  book  value  of  the  following  assets  in  the 
amounts  shown  below : 

Evansville,  Henderson  &  Nashville  division $2,300,000 

Cecilia  branch 800, 000 

New  Orleans  &  Mobile  stock 4.000,000 

Stock  in  Eureka  Co 40,000 

Nashville  &  Decatur  Railroad  stock 68,546 

Glasgow  Railroad  bonds 3,680 

Total  credit  to  profit  and  loss 7,212,226 


44 


The  above-mentioned  entries  brought  the  profit  and  loss  account  to  $10.- 
883,609,  to  which  was  charged  the  100  per  cent  dividend  of  $9,065,000. 

44  FOB  THE  PURPOSE  OF  MAINTAINING  POLITICAL  AND  LEGISLATIVE  AGENTS. 

*•  Expenditures  by  the  Louisville  &  Nashville  during  this  period  which  appear 
to  have  been  for  the  purpose  of  maintaining  political  and  legislative  agents 
amounted  to  $23,274.41.    This  amount  was  distributed  as  follows : 

Expenditures  for  securing  copies  of  and  information  concerning  legis- 
lative bills  of  particular  interest  to  the  Louisville  &  Nashville $1, 413. 58 

Expenditures  directly  assignable  to  specific  legislation 5, 596.  60 

Contributions  to  various  committees  or  associations  for  the  purpose 
of  influencing  legislation 6,611.29 

Expenditures  on  account  of  legislative  agents  in  general 9,  652.  94 


i« 


FOR  THE  PURPOSE  OF  INFLUENCING  PUBLIC  SENTIMENT. 


"The  accounts  of  the  Louisville  &  Nashville  disclose  that  between  Septem- 
ber 1,  1906,  and  July  1,  1914,  this  carrier  expended  at  least  $59,322.48  for  the 
purpose  of  creating  public  sentiment  In  favor  of  its  plans. 

"  Of  this  amount,  over  $53,000  was  spent  in  a  publicity  campaign  in  Alabama 
in  the  endeavor  to  mold  public  opinion  through  the  medium  of  the  press.  Part 
of  the  balance  was  contributed  by  the  Louisville  &  Nashville  to  a  fund  made  up 
by  numerous  carriers  to  finance  a  campaign  in  Louisiana  to  prevent  the 
change  of  tax  laws.  In  order  that  the  railroads  concerned  might  preserve  an 
outward  appearance  of  indifference  in  regard  to  the  legislation  in  question,  the 
contributions  for  this  purpose  were  placed  in  the  hands  of  a  bank  to  b'j  dis- 
bursed by  it  as  If  in  furtherance  of  banking  Interests.  If  the  commission's 
examiners  had  been  accorded  access  to  the  correspondence  files  of  this  carrier 
and  to  its  accounts  prior  to  1906,  there  seems  no  doubt  that  information  as  to 
other  substantial  expenditures  for  the  purposes  referred  to  in  tho  question 
would  have  been  secured." 

Having   Subjugated   the  American   Citizens,    as   They   Thought,    as   Did 

COBTEZ   AND   PlZARBO  OF   OLD.    TWO   RAILROAD   PRESIDENTS    PROPOSED   TO   DIVIDE 

the  Western  Hemisphere  Between  Them. 

Some  of  the  most  Interesting  testimony,  bordering  upon  the  romantic  days 
when  Pizarro  and  Cortez  subjugated  the  natives  of  the  Western  Hemisphere 
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about  four  centuries  ago,  Is  to  be  found  in  the  testimony  of  two  railroad  presi- 
dents who  having,  as  they  thought,  secured  the  subjection  of  the  present 
American  people  as  did  those  plunderers  of  old,  felt  the  time  had  arrived 
when  they  could  enjoy  the  realization  of  their  dreams  of  conquest  and  accord- 
ingly, under  the  names  of  Pizarro  and  Gortez,  Milton  S.  Smith,  president  of 
the  Louisville  &  Nashville  Railway  System,  and  Samuel  Spencer,  president  of 
the  Southern  Railway,  gave  vent  to  their  feelings  of  pride  and  joy  in  some  very 
interesting  correspondence  not  included  in  the  official  report  of  the  Interstate 
Commerce  Commission,  but  to  be  found  in  the  testimony  taken  by  the  com- 
mission and  published  as  Senate  Document  461,  Sixty-fourth  Congress,  first 
session,  entitled  "  Louisville  &  Nashville  Railway  Company  hearings  before  the 
Interstate  Commerce  Commission,"  1916.  This  correspondence,  exemplifying 
the  Illimitable  ambitions  of  railway  financiers,  is  of  great  interest.  The  fol- 
lowing extracts  from  the  testimony  of  President  Smith  and  the  letters  referred 
to  appear  on  pages  369  to  372  of  the  document : 

"Milton  S.  Smith  was  called  as  a  witness,  and  being  first  duly  sworn, 
testified  as  follows: 

"Mr.  Folk.  Your  name  is  Milton  H.  Smith? 

"Mr.  Smith.  Yes,  sir. 

"  Mr.  Folk.  You  are  the  president  of  the  Louisville  &  Nashville  Railroad  Co.? 

"  Mr.  Smith.  Yes,  sir. 

"  AFTER  RECESS. 

"  The  hearing  was  resumed  at  2  o'clock  p.  m. 

"  MrLTON  H.  Smith  resumed  the  stand  and  testified  further  as  follows : 

"  Mr.  Folk.  Mr.  Smith,  do  you  know  who  Pizarro  was? 

"  Mr.  Smith.  I  don't  know  much  about  him. 

"  Mr.  Folk.  He  was  the  conqueror  of  Peru.     Do  you  know  who  Cortex  was? 

"  Mr.  Smith.  Cortez  had  something  to  do  with  Mexico,  hadn't  he? 

"  Mr.  Folk.  He  was  the  conqueror  of  Mexico. 

"Mr.  Smith.  Well,  I  have  not  read  about  him  for  a  great  many  years— 
probably  40  or  50. 

"  Mr.  Folk.  And  they  met  at  the  Court  of  Spain  along  in  1500  and  agreed  to 
divide  up  this  new  world. 

"  Mr.  Smith.  Yes.  Well,  Prescott  knew  a  great  deal  more  about  them  than 
I  do. 

"  Mr.  Folk.  Now,  then,  we  come 

"  Mr.  Smith.  You  might  Incorporate  Prescott's  history. 

"Mr.  Folk  (continuing).  To  President  Smith,  of  the  Louisville  &  Nushviue 

Railroad 

Mr.  Smith.  Yes. 

Mr.  Folk  (continuing).  And  President  Spencer,  of  the  Southern  Railwav 
"Mr.  Smith.  Yes. 

"Mr.  Folk.  After  that  conference  between  you  and  Mr.  Spencer  yon  had 
considerable  correspondence  with  Mr.  Spencer  in  relation  to  the  distribution 
of  this  territory  under  that  agreement,  did  you  not? 

"Mr.  Smith.  There  was  no  division  of  territory,  and  I  do  not  know  that  we 
had  any  correspondence  on  the  subject.  I  don't  see  why  there  should  haw 
been,  but  there  may  have  been.  He,  as  representing  the  Southern  Railway. 
proceeded,  to  complete  the  organization  of  the  Southern  Railway,  and  he 
did  not  in  any  way  interfere  with  the  plans  or  the  policv  of  the  Louisville 
&  Nashville  Railroad  Co.,  because  the  Louisville  &  Nashville  Railroad  Co 
did  not  want  any  of  those  roads. 

Mr.  Folk.  Did  you  ever  hear  of  the  conqueror  Pizarro? 
Mr.  Smith.  Yes ;  Pizarro  and  Cortez. 
Mr.  Folk.  And  you  were  Pizarro,  were  you  not? 
Mr.  Smith.  I  didn't  get  even  a  piece  of  the  Isthmus  of  Panama. 
"  Mr.  Folk.  But  you  were  Pizarro,  were  you  not? 

"  Mr.  Smith.  I  wasn't  anything.    I  was  a  nonentity  in  the  transactions. 
"Mr.  Folk.  Did  you  designate  yourself  as  'Pizarro'  and   Mr.  Spencer  a« 
'Cortez'? 

"  Mr.  Smith.  Don't  give  me  credit  for  any  such  humor  us  that  That  origi- 
nated with  a  lawyer  in  Louisville,  a  Mr.  George  Davie,  who  used  that  in 
some  way.    I  never  heard  of  it  until  nfter  that. 
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'Mr.  Folk.  A  letter  from  President  Smith  of  the  Louisville  &  Nashville 
flroad  to  President  Spencer  of  the  Southern  Railway  [reading] : 

[Personal  and  confidential.] 

On  Pennsylvania  Railroad  Train,  No.  21, 

February  22,  1896. 
n*EL  Spencer,  Esq., 
President  Southern  Railway , 

69  Broadway,  New  York  City, 
bab  Sib: 

rzARHo.  How  shall  we  divide  the  New  World? 
)btez.  I  will  take  North  America  and  you  can  have  all  of  South  America, 

pt ,  and  neither  of  us  will  do  anything  to  the  Isthmus  without  notice 

nd  cooperation  of  the  other. 

zarro.  While  Patagonia  is  not  a  very  large  or  important  part  of  the  world, 
perhaps,  it  is  as  much  as  I  can  tote. 

>fer  to  typewritten  report  of  our  interview  at  Kenesaw,  Ga.,  on  October 
S94,  and  to  the  interviews  and  correspondence  that  have  taken  place  since 
date,  and  to  that  portion  of  our  interview  of  this  morning  relating  to 
future  of  certain  railroads  that  are,  or  may  be  tributary  or  competitive 
roads  controlled  by  the  L.  &  N.  R.  R.  and  the  Southern  Ry. 
y  it  not  be  well  to  review  the  subject  and  perhaps  make  our  understand- 
tnore  specific. 

nr  affairs,  since  our  interview  in  October,  1894,  progressed  with  rapidity, 
ivithout,  so  far  as  I  know,  encountering  serious  difficulties.  You  have 
red  the  G.  S.  &  F.,  the  Atlanta  &  Florida,  and  the  Central  Railroad  has 
reorganized  In  accordance  with  your  plans. 

****** 

lggest  that  the  L.  &  N.  R.  R.  Co.  do  not  purchase  the  R.  N.  I.  &  B.  prop- 
leaving  you  to  do  as  you  please,  and  that  you  decline  to  purchase  or  to 
t  anyone  to  purchase  in  your  interest  the  Kentucky  Midland  property, 
g  us  to  do  as  we  please. 

*  *  *  *  *  * 

Yours,  truly, 

,  President. 

er  from  Samuel  Spencer,  president  of  the  Southern  Railway,  to  M.  H. 
president  of  the  Louisville  &  Nashville  Railroad  Co. : 

New  York,  February  29,  1896. 
H.  Smith, 
csident  L.  d  AT.  R.  R.t  Louisville,  Ky. 

i  Sir  :  Your  letter  of  the  22d  instant. 

rro :  Since  our  last  conversation,  the  division  of  the  New  World  between 

made  some  progress. 

>z :  Yes ;  you  seem  to  have  acquired  Patagonia,  and  I  have  secured  a  con- 

le  part  of  North  America  which  touched  my  former  territory,  but  it 

0  rue  you  have  acquired  a  considerable  neck  of  the  Isthmus,  which  is  the 
ing  link  between  us.    Was  it  understood  that  connecting  links  which 

1  both  of  us  should  be  a  matter  of  consultation  before  acting  or  not? 

ro :     *     *     *    I  agreed  that  It  Is  desirable  to  renew  the  subject  and,  if 
ible,  to  make  our  understanding  more  specific.    The  principles  on  which 
this  understanding  should  be  based  are: 

That  neither  the  L.  &  N.  nor  the  Southern  shall  acquire  lines  in  the 
V  of  the  other,  and  that  lines  connecting  with  or  touching  one  and  not 
»r  shall  be  regarded  as  in  the  territory  of  the  one  which  they  connect  or 

*lnit    neither  will  acquire  lines  allied  by  former  ownership,  lease,  or 

*e.  to  the  other,  and  which  at  the  moment  are  not  controlled  by  reason 

ii£  reorganizations  or  other  cause. 

'hut  neither  will  acquire  lines  which  connect  with  or  touch  both,  either 

or  through  subordinate  or  controlled  lines,  without  previous  consul  ta- 

.  If  possible,  agreement. 

lint  neither  will  foster  the  construction  of  new  lines  or  the  completion 

Nhe<l    ones  Into  the  territory  of  the  other,  but  when  questions  with 
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reference  to  such  lines  arise,  we  shall  proceed  by  agreement  with  each  other, 
if  possible. 

Will  you  pleaKe  consider  this  and  say  if  such  a  declaration  of  principles  it 
satisfactory? 

******* 
Yours,  very  truly. 

S.  Spencer,  President. 

The  Chicago,  Rock  Island  &  Pacific  Railway  Co. 

Having  reviewed  some  of  the  principal  transactions  of  the  New  York,  New 
Haven  &  Hartford  Railroad  Co.  In  defrauding  its  stockholders  and  the  publiv. 
extracts  will  now  be  submitted  from  the  official  report  of  the  Interstate  «\in> 
merce  Commission,  No.  6834,  dated  July  31,  1915,  entitled  "  In  Re  Financial 
Transactions,  History,  and  Operation  of  the  Chicago,  Rock  Island  &  Pacific 
Railway  Co." 

Owing  to  the  limits  of  space  available  in  this  statement  to  Congress,  ami 
having  gone  into  the  transactions  previously  investigated  in  considerable  detail 
we  will  content  ourselves  with  brief  extracts  from  the  official  report  just  men- 
tioned, which,  when  read  in  full,  discloses  a  duplication  of  the  illegal  arts  of 
the  other  systems  investigated,  together  with  some  new  details  respecting  the 
salaries  of  its  officers  and  the  manner  in  which  they  abstracted,  for  their  privaT* 
uses,  from  the  company  treasury,  large  sums  without  accounting  therefor.  Tbr 
same  system  of  false  accounting,  extravagance,  waste,  and  the  use  of  the 
stockholders'  money  for  controlling  politics  and  the  press  and  for  other  Mesa*, 
acts  Is  found  in  the  official  report  of  the  commission. 

The  result  of  these  illegal  practices  was  to  reduce  the  value  of  the  stm-k. 
which  in  1902  was  $200  a  share,  to  $20  in  1914,  and  to  put  the  mad  in  the 
hands  of  a  receiver — all  in  the  private  Interests  of  a  minority  of  its  dirertnr> 
for  the  purpose  of  further  exploiting  the  stockholders. 

The  following  brief  sketch  of  the  system  is  taken  from  pages  43  to  44: 

"  In  1902  the  main  line  of  the  Chicago,  Rock  Island  &  Pacific  Railway  LV 
extended  from  Chicago  to  Denver,  with  branch  lines  to  St.  Paid.  Minneapolis, 
and  Kansas  City.  The  territory  served  is  one  of  the  richest  ami  most  pros- 
perous in  the  country  and  the  system's  ramification  of  branch  lines  insures  r«> 
it  a  large  volume  of  tonnage.  It  was  then  thriving  and  Its  prospects  were 
promising,  Its  stock  selling  in  the  markets  of  the  world  at  more  than  £W  a 
share.  In  1914  the  shares  had  fallen  to  $20,  and  the  road  Is  now  In  receiver*' 
hands.  The  evidence  shows  that  the  earnings  of  the  railway  company  hav* 
steadily  Increased,  and  that  in  1914  they  were  the  largest  in  its  history. 

"  The  results  of  the  management,  which  Is  the  subject  of  this  investigation 
may  be  seen  from  the  statement  above  made  as  to  the  market  value  of  the 
stock,  and  from  the  table  below,  showing  the  capitalization,  indebtedness,  an*! 
operating  accounts  for  the  years  1901  and  1914: 


•49,921, 40a  oo 

63, 538, 000. 0Q 

None. 

36,075,574.00 

17,098,066.00 

2, 931, 98a  00 

Rentals 473,963.00 

Net  income 5,306,519.00 

Surplus 10,263,184.55 


Capital  stock 

Funded  debt 

Loans  payable 

Operating  revenue 

Operating  expends 

Interest  on  funded  debt . 


1901 


1914 


f?«. 


4 


246, 000.  X 

soo.oon.  v 

S4&25&.T 
5t7rM&0T 
SU.ltt.tK 
881.6Sl.«r 
396.»&« 

■6*4 


Mileage  owned... 
Mileage  operated. 


3,128 
3,772 


t   .    .4 


The  Directors  Paid  a  Larue  Sum  to  Have  a  Suit  Suppressed  Which  Worii 

Have  Exposed  Their  Illegal  Transactions. 


On  nape  46  occurs  the  following : 

"A  significant  transaction  at  this  time  is  that  growing  out  of  the  action  «/ 
C.  II.  Venner.  a  stockholder  of  the  railway  company.  He  made  demands  ufra 
the  officers  of  the  railway  company  in  December,  1902,  and  in  January.  19flGt 
for  a  list  of  its  shareholder*.     Being  ignored  he  instituted,  on  January  3ll  11WS 
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a  proceeding  in  a  State  court  of  Illinois  to  enjoin  the  organization  of  the  hold- 
ing companies  and  the  exchange  of  railway  company  stock  for  their  securities. 
In  February  and  March.  1904,  the  railway  company  paid  Venner  $291,000,  osten- 
sibly In  consideration  of  his  delivery  to  it  of  securities  of  the  New  Jersey  com- 
pany and  of  the  railway  company  valued  at  $91,000  and  stock  of  the  Nebraska 
Central  Railway  and  of  the  Nebraska  Construction  Co.  of  a  nominal  value  of 
$200,000.  ThereuiMin  the  suit  to  restrain  the  holding  companies'  plan  was 
dismissed.  Neither  the  Nebraska  Central  Railway  Co.  nor  the  Nebraska  Con- 
struction Co.  had  any  road  or  other  tangible  assets,  and  their  stock  is  therefore 
considered  to  lie  without  value.  The  conclusion  is  obvious  that  the  payments 
to  Venner  were  in  consideration  of  his  refraining  from  further  prosecuting  in 
the  courts  his  opposition  to  the  syndicate  plans.  The  railway  company  incurred 
in  this  litigation  expenw  s  amounting  to  about  $17,000." 

Compensation  and  Peculations  of  Officers  Who  Defend  Salaries  of  $50,000 
to  $75,000  for  Themselves,  but  Assign  the  Wages  of  Clerks.  Telegraph 
Operators.  CoNi>rcTOR.%.  and  Brakemen  as  the  Reason  for  the  Financial 
Trot  tiles  of  the  Road — One  Officer  Takes  a  ••  Bonus  "  of  $500,000  in  Addi- 
tion to  $75,000  Salary. 

<  hi  pages  47-50  is  the  following : 

"  salaries  of  and  contributions  to  officers  and  directors. 

"  The  salaries  paid  to  some  of  the  principal  officers  at  various  periods  were 
as  follows: 

Per  annum. 

H.  U.  Mudge,  president $60,000 

L.  F.  Loree,  chairman  executive  committee  (one-half  to  be  paid  by  the 

Frisco) 75, 000 

R.  A.  Jackson,  vice  president  and  general  solicitor 50,000 

R.  R.  Cable,  member  of  board  of  directors 32,000 

W.  B.  Leeds,  president 32,000 

B.  L.  Winchell,  president 40,  000 

B.  F.  Yoakum,  chairman  executive  committee 30,000 

Daniel  G.  Reid,  chairman  board  of  directors 32, 000 

C.  H.  Warren,  first  vice  president 35, 000 

"  W.  G.  Purdy,  upon  his  retirement  from  the  presidency,  was  given  two 
years*  salary  at  $22,500  per  annum. 

"  Mr.  Mudge,  president  of  the  railway  company  and  now  one  of  the  receiv- 
ers, asserted  that  the  troubles  of  the  railway  were  In  a  measure  due  to  in- 
crease of  wages  and  governmental  regulations.  When  asked  what  wages  he 
referred  to  as  being  increased  he  pointed  out  the  wages  of  clerks,  telegraph 
operators,  conductors,  and  brakemen.  While  he  regarded  the  wages  of  these 
minor  employees  as  having  partially  sapped  the  financial  strength  of  the  rail- 
way, he  declared  that  the  salaries  paid  to  the  higher  officers  of  the  company 
had  no  appreciable  effect  on  its  expenses. 

"  D.  G.  Reid  upon  the  witness  stand  was  interrogated  and  answered  as 
follows : 

"  'Question.  Mr.  Reid,  do  you  think  these  men  earned  these  high  salaries? 

"  'Answer.  I  do  not  think  there  is  a  man  who  did  not  earn  more  than  he  was 
getting. 

"  'Question.  In  other  words,  you  defend  paying  high  salaries? 

**  'Answer.  I  defend  nothing.  Here  Is  8,000  miles  of  railway ;  a  man  who  can 
run  8.000  miles  of  railroad  is  worth  all  he  can  get' 

••  Many  large  contributions  were  made  to  officers  and  directors  of  the  rail- 
way company.  George  T.  Boggs,  a  director  and  secretary  to  the  board  of 
directors  of  the  railway  company,  and  also  a  director  In  the  two  holding  com- 
panies, admitted  that  he  served  in  these  capacities  merely  as  a  dummy  for  the 
syndicate.  On  the  question  of  the  rights  of  the  public  to  have  corporate  funds 
of  common  carriers  properly  applied,  he  testified  as  follows: 

*' '  Question.  Do  you  consider  that  the  directors  of  a  railway  company,  a 
public-service  corporation,  have  the  right  to  do  whatever  they  please  with  the 
money  of  the  railway  company? 

"  *  Answer.  As  In  their  judgment  seemed  right ;  yes. 
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4  Question.  Did  it  ever  occur  to  you  that  the  money  in  the  treasury  of  the 
railway  company  was  the  result  of  taxation  of  the  public  in  passenger  ami 
freight  tariffs,  and  that  the  public  had  an  interest  in  the  funds  in  the  treasury  • 
Answer.  I  don't  know  that  I  ever  thought  of  it  particularly. 
Question.  And  that  the  public  had  a  concern  in  the  funds  of  the  railway 
company  not  being  dissipated  in  order  that  they  might  1m*  applied  to  improve- 
ments and  betterments  and  to  proper  purposes? 

4  Answer.  I  never  considered  that  they  were  dissipated. 
Question.  And  did  it  ever  occur  to  you  that  In  taking  money   from  the 
treasury  of  the  railway  company,  a  public-service  corporation,  an  additional 
burden  was  placed  upon  the  passenger  and  freight  traffic  in  order  to  make  is**»\ 
the  loss? 

44 'Answer.  No;  I  never  thought  of  it  In  that  light. 

44  4  Question.  You  don't  believe  it  now,  do  you  7 

44  *  Answer.  No.' 

44  This  opinion  was  also  expressed  in  effect  by  other  officers  and  directors.  It 
appeared  to  be  the  idea  of  those  in  control  of  the  railway  that  it  was  do  con- 
cern of  the  public  what  became  of  the  corporate  funds  so  long  as  rates  were 
reasonable.  Those  stating  this  opinion  apparently  did  not  take  into  considera- 
tion the  fact  that  if  the  funds  derived  from  transportation  services  are  expended 
wastefully  or  corruptly  the  Inevitable  result  must  be  either  increased  charges 
in  order  to  enable  the  railway  company  to  obtain  money  to  pay  operating 
expenses  or  bankruptcy. 

*4  Following  are  specific  instances  shown  of  record  of  the  contribution* 
referred  to: 

44  J.  E.  Gorman,  first  vice  president,  In  charge  of  freight  and  passenger  traffic, 
was  secretly  paid  $18,750  per  annum,  making  his  total  compensation  $43,750. 
whereas  the  pay  roll  showed  $25,000. 

44  C.  A.  Morse,  chief  engineer,  received  a  salary  of  $15,000  per  annum  and  a 
secret  bonus  of  $3,000  on  the  first  of  each  year. 

44  Upon  the  retirement  of  R.  A.  Jackson  as  general'  solicitor  he  was  given 
$100,000  in  cash. 

44 As  an  inducement  to  L.  P.  Loree,  chairman  of  the  executive  committee,  to 
relinquish,  after  10  months'  service,  a  joint  contract  with  the  railway  company 
and  the  Frisco,  under  which  he  was  to  receive  a  salary  of  $75,000  per  annum 
for  a  period  of  five  years  and  in  addition  was  to  be  paid  a  bonus  of  $500,000 
at  the  expiration  of  the  contract,  he  was  given  bonds  of  the  railway  company  of 
a  pnr  value  of  $450,000.  This  was  borne  equally  by  the  two  companies  and  the 
proportion  of  the  railway  company  was  charged  to  profit  and  loss.  The  total 
amount  borne  by  the  railway  company  in  this  transaction  exceeded  $250,000. 

44  C.  H.  Warren,  vice  president,  was  given  by  the  railway  company  $150,000 
in  par  value  of  the  common  stock  and  $105,000  in  par  value  of  the  preferred 
stock  of  the  New  Jersey  company  and  $50,000  in  cash.  There  was  no  board 
authorization  for  the  latter  expenditure,  the  item  being  represented  in  th* 
records  of  the  railway  company  merely  by  a  voucher  signed  by  D.  G.  Real. 

44  R.  R.  Cable,  a  member  of  the  executive  committee,  received  from  the  railway 
company  $30,000  in  bonds  of  the  Iowa  company,  then  worth  $24,500.  for  his 
services  in  the  acquisition  of  the  Burlington,  Cedar  Rapids  &  Northern  Railway 
Co.,  and  he  was  paid  by  the  latter  company  $85,000  in  the  same  transaction. 
Mr.  Cable  also  received  another  contribution,  which  will  be  referred  to  later. 

44  Robert  Mather,  vice  president,  was  given  $25,000  in  cash. 

"  George  T.  Boggs,  director  and  secretary  of  the  board  of  directors  of  the 
railway  company,  was  given  $15,000  In  cash  when  he  retired  from  the  secretary- 
ship of  the  railway  company. 

41  As  hereinbefore  indicated,  when  the  capital  stock  of  the  railway  company 
was  increased  to  $75,000,000,  shares  of  the  par  value  of  $880,500  were  placed  in 
the  name  of  the  president,  to  be  thereafter  distributed  in  accordance  with  the 
following  resolution  of  the  executive  committee  passed  at  a  meeting  held  In 
New  York  July  1,  1902: 

" 4  Resolved,  That  such  portion  as  the  president  may  determine  of  the  share* 
of  the  increased  capital  stock  of  the  company  not  required  for  the  purpose  of  the 
foregoing  resolutions  shall  be  disposed  of  at  par  by  the  president  for  the 
benefit  of  such  officers  of  the  company  as  the  president  shall  elect  and  determine/ 

••  This  stock  was  later  exchanged  for  securities  of  the  Iowa  and  New  Jersey 
companies  In  the  same  manner  as  was  *toek  of  the  stockholders  of  the  railway 
company. 
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"•  Following  this  exchange  K.  R.  Cable  received  securities  of  a  market  value  of 
1368,300  for  which  he  paid  $200,000. 

"  H.  A.  Parker,  first  vice  president,  received  securities  then  worth  $27,900,  for 
which  he  paid  but  $15,000. 

**  Robert  Mather  received  securities  of  a  market  value  of  $145,912  above  hi* 
payments  therefor. 

"The  contributions  to  officials  of  the  railway  company  in  excess  of  their 
salaries  aggregated  about  n  million  dollars. 

**  IRREGULAR    VOUCHER    PAY  \f  ENT6. 

••  Unexplained  vouchers  for  amounts  aggregating  $72,523.45  were  disbursed 
to  the  officers  of  the  railway  company  for  purposes  not  clearly  defined.  One 
such  voucher  for  $6,823.12  was  drawn  apparently  to  reimburse  W.  H.  Moore 
for  losses  sustained  by  him  in  "  supporting  the  market  while  bonds  of  the 
railway  company  were  being  sold."  The  voucher  was  certified  by  D.  G.  Reid, 
4  for  the  benefit  of  the  railway  company.'  No  papers  were  attached  to  the 
voucher  and  no  other  information  was  available  with  respect  to  the  disburse- 
ment. 

*4 Another  voucher  in  favor  of  the  Liberty  National  Bank  of  New  York  City, 
in  exchange  for  a  cashier's  check  issued  to  Robert  Mather  for  $25,000,  is  charged 
to  *  general  expenses '  under  *  operating  expenses.'  This  voucher  refers  to  a 
miscellaneous  file  shown  by  the  index  thereto  to  have  comprehended  *  contribu- 
tions to  campaign  committee.'  The  file,  however,  was  not  produced,  and  a  dili- 
gent effort  on  the  part  of  the  accountants  to  secure  it  was  unavailing.  With- 
out this  file  it  is  impossible  to  state  the  purpose  for  which  the  money  was 
expended,  but  the  generalization  •  contributions  to  campaign  committee,'  in  the 
light  of  the  practices  Indulged  in  by  the  syndicate  in  question,  is  clearly 
suggestive. 

"  The  books  of  the  railway  company  reveal  payments  aggregating  $44,066.05 
to  the  Denver  Post  The  vouchers  attached  read,  '  for  advertising  in  editorial 
and  news  columns.'  Other  entries  show  that  three  of  the»3  vouchers,  aggregat- 
ing $20,000,  cover  a  refund  that  this  newspaper  received  at  the  rate  of  25  cents 
per  hundred  on  its  freight  carried  over  the  lines  of  the  railway  company  from 
points  in  Wisconsin. 

"  Another  voucher  is  for  $50,000  to  S.  M.  Felton,  for  the  railway's  proportion 
of  amount  'paid  by  B.  H.  Harriman  and  his  associates  for  money  expended  by 
them  to  secure  the  discontinuance  of  a  line  of  road  being  constructed  in  1900 
between  Peoria,  111.,  and  Clinton,  Iowa,  as  per  agreement  between  R.  R.  Cable, 
chairman  of  the  board,  and  E.  H.  Harriman.' " 

Maladministration  Costs  the  Stock  holders  $20,000,000. 

On  pages  55-56  Is  the  following : 

"  AGGREGATE  OF  LOSSE8. 


•• 


The  aggregate  losses  sustained  by  the  railway  company  in  connection  with 
the  foregoing  transactions  may  be  summarized  as  follows : 

Expenses  of  maintaining  and  housing  holding  companies,  more 

than $290, 000. 00 

Frisco  deal,  approximately 6, 500, 000. 00 

Alton   deal,   approximately 6,370,000.00 

Trinity  &  Brazos  Valley  Railway  deal,  more  than 4, 500, 000. 00 

Consolidated  Indiana  and  Dering  coal  companies,  at  least 1,300.000.00 

Contributions  or  gratuities  to  officers  and  directors,  about 1, 000, 000. 00 

Venner  transaction 217, 000. 00 

Miscellaneous  and  unexplained  expenditures 72,523.45 

**  These  Items  show  nn  aggregate  loss  to  the  railway  company  of  more  than 
$20,000,000.  In  addition  thereto  ft  Is  to  be  noted  that  prior  to  June  30,  1914, 
tlie  railway  company  paid  to  financial  institutions,  in  connection  with  the 
issuance  of  bonds,  commissions  aggregating  more  than  $1,600,000,  and  suffered 
discounts  of  more  than  $17,700,000. 
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INDIVIDUAL    PROFITS    OF    PROMOTERS,    OFFICERS,    AND    DIRECTORS    OF    THE    HOLDHW 

COMPANIES. 

"The  amount  of  gains  accruing  to  W.  B.  Leeds,  I.  Reld,  W.  BL  Moore. 
and  J.  H.  Moore  through  their  control  and  manipulation  of  the  railway  com- 
pany are  probably  not  ascertainable.  Reid,  when  interrogated  with  a  Tiew 
to  ascertaining  his  profits  from  the  various  transactions,  explained  that  be 
always  burned  his  books  at  the  end  of  each  month. 

"The  quotations  placed  in  the  record  from  the  stock  market  of  the  New- 
Jersey  company  stock  and  the  railway  company  stock  showed  wide  fluctua- 
tions. Whatever  have  been  the  gains  realized  by  these  persons,  it  is  certaia 
that  the  present  holders  of  the  stocks  and  bonds  of  the  holding  companies  havr 
that  which  is  of  little  or  no  value. 

"reports  to  stockholders. 


4( 


Misrepresentation  of  assets  in  reports  to  stockholders  appears  to  have 
a  practice  of  the  directors  of  the  railway  company.  On  June  30,  1901  a  book 
.surplus  was  claimed  for  the  railway  company  of  $22,343,955.26.  By  June  30. 
1014,  the  company  conceded  a  reduction  of  this  surplus  to  $6,199,841.08,  and 
even  this  amount  was  fictitious. " 

Bankruptcy  and  Receivership  Secretly  Planned  and  Effected  by  Conspiracy 
of  Minority  of  Directors  and  General  Counsel  to  Defraud  Stock- 
holders. 

The  following  extracts  concerning  the  wrecking  of  this  road  is  but  one  of  the 
many  receiverships  purposely  and  needlessly  effected  for  the  robbing  of  the 
stockholders  by  those  in  control. 

On  pages  58  to  61  the  official  report  gives  a  history  of  the  bankruptcy  trans- 
actions and  their  conclusions  thereupon  respecting  the  frauds  practiced  upon  the 
stockholders,  the  rightful  duties  of  the  railway  officials,  and  laws  for  prevent- 
ing a  continuance  of  former  abuses : 

it 


"  The  syndicate  decided  to  put  the  railway  into  a  receivership.  The  general 
counsel  of  the  railway  company,  at  the  suggestion  of  W.  H.  Moore,  a  member 
of  the  syndicate,  drew  the  bill  asking  for  a  receivership  and  engaged  an  attorney 
ostensibly  to  represent  the  other  side.  The  bill  was  placed  in  the  hands  of  thi* 
attorney  with  the  name  of  the  complainant  omitted,  and  he  was  instructed  by 
the  general  counsel  to  locate  some  creditor  of  the  railway  company  willing  to  act 
as  complainant.  There  was  an  agreement  between  the  general  counsel  and  this 
attorney  as  to  the  parties  the  latter  would  recommend  to  the  court  as  receivers. 
the  general  counsel  agreeing  to  instruct  the  attorney  appearing  for  the  railway 
company  to  acquiesce  in  the  recommendations  so  made, 

"The  board  of  directors  of  the  railway  company  was  not  Informed  of  the 
intention  to  file  a  bill  for  receivership,  and  at  no  meeting  of  the  board  was 
any  authority  ever  given  for  such  action.  Members  of  the  board  of  director? 
not  in  the  confidence  of  the  syndicate  were  kept  in  ignorance  of  the  fact  that 
such  a  bill  had  been  prepared.  The  stockholders  had  no  lnformntion  of  the 
purpose  to  put  the  railway  company  into  a  receivership,  although  a  stockholders* 
meeting  was  held  after  the  date  upon  which  the  receivership  bill  was  com- 
pleted by  the  general  counsel,  and  this  general  counsel  attended  the  meeting 
According  to  the  testimony,  the  bill  was  completed  by  the  general  counsel 
March  29,  1915,  and  the  fact  that  It  was  to  be  filed  whenever  desired  by  tbo* 
in  authority  was  known  only  to  certain  insiders.  The  testimony  clearly  estab- 
lishes the  fact  that  the  railway  company  could  easily  have  paid  the  debt  of 
$16,000  upon  which  the  receivership  application  was  based,  and  that  arrange- 
ments probably  could  have  been  made  to  meet  all  pressing  obligations  of  the 

railway  company. 

11  It  will  be  remembered  that  the  bill  was  completed  by  the  general  counwJ 
on  March  29,  this  fact  being  known  only  to  a  special  few.  The  bill  was  filed 
April  20.  The  records  of  the  New  York  stock  market  reveal  that  the  rallwaj 
stock  was  inactive  until  the  day  this  bill  was  completed,  March  29.  Then  *ht» 
stock  began  to  be  largely  dealt  in,  and  the  price  increased  from  $20  to  $39  » 
share.  When  the  bill  was  filed  and  receivers  vere  appointed  the  stock  dropf*d 
from  $39  to  $20  a  share. 
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"The  daily  sales  and  the  selling  prices  of  the  market  stock  from  March  22, 
1915,  to  April  20, 1915,  are  shown  below : 

Daily  tales  and  selling  prices  of  the  Chicago,  Rock  Island  d  Pacific  Railway  Co. 

stock  as  reported  by  the  Wall  Street  Journal, 


Data  of  sale. 


191*. 


Mar.  23 

*?  S3 

Knr.24 

Mar.25 

Mar.26 

Mar.27 

Mar.» 

Mar.30 

Mar.  31 

Apr.  i 

Apr.  2  (holiday). 
*>pr » u  •  • » » ••••«,. 

Apr.5 

Apr.6 

Apr.7 


Number 

of  shares 

sold. 


400 

2.700 

2,850 

900 

7,050 

5,400 

28,360 

73,576 

106,800 

62,642 


18,700 

15,000 

6,200 

41,000 


Selling  price. 


High. 


29* 
30 
29} 
32i  i 


Low. 


20* 

20 

211 

21 

19 

19 

19 

28 


SI 

27| 
28 


Date  of  sale. 


1915. 

Apr.8 

Apr.  9 

Apr.  10 

Apr.  12 

Apr.  13 

Apr.14 

Apr.  15 

Apr.  16 

Apr.  17 

Apr.  19 

>pr.20 

Total  sales  with 
in  30  days 


Number 

of shares 

sold. 


14,250 
68,900 
68,000 
18,600 
16,556 
78,000 
45,600 
32,900 
16,100 
37,700 
251,400 


Selling  price. 


30J 

31 

34) 

34 

32 

34 

35 

35 

36 

33 

21 


1,019,584 


Total  capitalization,  175,000,000,  represented  by  750,000  shares. 

Total  sales  within  30  days  preceding  receivership.  1.019,584  shares. 

The  sales  aggregated  more  wan  one  and  one-third  times  the  total  capitalization  of  the  railway. 

"  It  is  a  forceful  commentary  on  the  methods  by  which  a  great  railway  niav 
he  manipulated  into  a  receivership  when  it  is  noted  that  the  general  counsel 
after  drawing  the  biJJ  for  a  receivership,  sold  his  stock,  and  the  local  counsel. 
who  represented  the  railway  company  in  the  receivership  proceedings,  owned 
no  stock  in  the  railway  company,  and  that  none  of  those  directly  participating 
in  the  receivership  proceedings  had  any  financial  interest  in  the  railway  com- 
pany. The  real  owners  of  the  railway,  the  stockholders,  the  security  holders, 
nnd  the  directors,  except  those  composing  the  syndicate  and  in  its  confidence, 
were  in  ignorance  of  the  receivership  application.  Mr.  Mudge.  former  presi- 
dent of  the  railway  company,  is  one  of  the  receivers. 

"The  general  counsel  for  the  railway  company,  who  planned  the  receivership 
in  "bedience  to  the  will  of  the  syndicate,  is  now  counsel  for  the  receivers. 

•'  The  property  of  the  railway  company  will  be  called  upon  for  many  years  to 
make  up  the  drain  upon  its  resources  resulting  from  transactions  outside  the 
proper  sphere  in  which  stockholders  had  a  right  to  suppose  their  moneys  were 
invested.  This  record  emphasizes  the  need  of  railway  directors  who  actually 
direct.  There  are  too  many  passive  directors  who  acquiesce  in  what  is  being 
done  without  knowledge  and  without  investigation.  A  director  of  a  railroad  is 
a  quasi  public  official  who  occupies  a  position  of  trust.  A  director  who  submits 
blindly  to  the  exploitation  of  his  company  is  a  party  to  its  undoing  and  he 
should  be  held  responsible  to  the  same  extent  as  if  he  had  been  a  principal 
instead  of  nn  accessory  before  the  fact.  The  greater  his  prominence  the  greater 
his  responsibility  and  the  greater  his  dereliction.  Obviously  a  man  of  large 
nffairs  could  not  attend  to  all  the  details  in  intricate  transactions,  but  it  is  in- 
«»onrelvable  that  a  director  of  ordinary  business  prudence  and  sagacity  would 
sanction  large  expenditures  without  an  inquiry  as  to  the  purposes  of  such  dis- 
bursements. So  long  as  this  situation  exists,  however,  it  suggests  the  need  of  a 
law  to  charge  such  directors  with  individual  responsibility  for  the  dissipation 
nf  corporate  funds." 

The  Clayton  antitrust  act,  which  becomes  effective  October  15,  1916,  will 
make  it  unlawful  for  any  person  at  the  same  time  to  be  a  director  in  two  or 
more  competing  corporations,  any  one  of  which  has  a  capital,  surplus,  or  undi- 
vided profits  aggregating  more  than  $1,000,000,  but  common  carriers  are 
expressly  exempted  from  its  application.  It  should  be  just  as  grave  an  offense 
for  an  official  of  a  railway  to  be  faithless  to  his  trust  for  financial  gain  as  It  is 
for  an  elected  official  of  the  government  to  betray  his  trust  for  money  reward. 

By  this  case  the  need  of  some  limitations  on  the  Issuance  of  stocks  and  bonds 
by  common  carriers,  whether  directly  or  through  holding  company  devices  or 
otherwise,  is  again  demonstrated. 
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The  history  of  this  railroad  system  in  its  gross  mismanagement  maladm 
istratiou,  awl  the  peculations  of  the  great  financiers  who  wrecked  it  i«  hrr*- 
a  counterpart  of  the  history  of  the  three  systems  whose  rise  and  fall  £r 
power  have  already  been  sketched.    Time  will  not  permit  going  into  the  okj    • 
of  this  interesting  history,  which  is  replete  with  startling  instances  of  ftaav  -  - 
legerdemain.     It  is  interesting  to  the  people  of  Ohio  and  Michigan,  ttr  — 
which  States  these  lines  are  laid,  to  learn  of  the  pressure  which  was  bwa^- 
to  bear  upon  the  legislatures  of  these  States  to  increase  the  rata*  of  rhan* 
the  excuse  that  they  were  insufficient  to  pay  legitimate  revenue,  wlierw  t  - 
investigations  of  the  Interstate  Commerce  Commission  clearly  show  that  *  - 
troubles  of  this  railway  system  were  due  entirely  to  the  wild  speculation  i  - 
disregard  of  the  principles  of  business  ethics,  practiced  by  reputable  bos!-w~- 
concerns. 

The  following  brief  extracts  ore  taken  from  the  official  report  of  the  lm*~ 
state  Commerce  Commission,  No.  6833,  dated  March  13,  1917,  entitled  **  In  r. 
Pere  Marquette  Railroad  Co.  and  Cincinnati,  Hamilton  &  Dayton  Railway  r 

One  of  the  startling  disclosures  in  this  investigation  Is  the  ease  and  !nft»r_  ' 
ity  with  which  one  man,  in  a  leisure  hour  at  his  home,  can,  on  a  sheet  of  v.  ■•  ■ 
paper,  either  buy  or  sell  a  great  railroad,  as  happened  in  the  case  of  the  V*  r* 
Marquette.  After  referring  to  instances  of  the  maladministration  of  tbU  *-.  - 
tern,  showing  losses  of  the  stockholders  of  about  $16,000,000.  the  folU*>ir. 
story  of  the  sale  of  this  system  Is  found  in  the  report  of  the  Interstate  <*•-- 
merce  Commission  on  page  166: 

"  What  had  happened  in  the  24  hours  meanwhile  was  that  J.  P.  Morgan  =' 
H.  B.  Hollins  had  met  at  the  former's  New  York  residence  on  September  »• 
1905,  and  closed  an  agreement  for  the  purchase  by  Morgan  of  HoHins  *  C  u  * 
D.  stock  holdings,  involving  an  expenditure  of  some  $12,000,000.  Francis  hyj  - 
Stetson  was  present  as  Morgan's  counsel  and  wrote  the  agreement  on  a  sh~*t  ••• 
note  paper.    Its  text  follows  and  its  significance  will  be  further  considered. 

219  Madison  Attxtc. 

September  9.  /MS 

H.  B.  Hollins  &  Co.  will  sell  and  J.  P.  Morgan  &  Co.  will  purchase  5&<" 
shares  of  C,  H.  &  D.  R.,11.  Co.  common  stock  at  the  price  of  160  per  cent  *  t- 
interest  at  the  rate  of  4$  per  cent  per  annum  from  December  7,  190»\  until  <1j> 
of  delivery,  all  dividends  to  be  credited  against  the  interest  and  to  J.  P.  M©na- 
&  Co. 

This  delivery  may  be  made  by  H.  B.  Hollins  &  Co  at  any  time,  and  ara*t  > 
made  by  them  upon  October  1,  1907,  or  at  such  time  thereafter  as  shall  ** 
specified  by  J.  P.  Morgan  &  Co.  by  three  months*  notice  in  writing. 

If  so  requested  by  H.  B.  Hollins  &  Co.,  J.  P.  Morgan  &  Co.  will  lend  to  nV  = 
upon  their  obligations  secured  by  C,  H.  &  D.  stock  or  syndicate  auttscriptiou*  ■* 
135  per  cent  such  sums  as  they  may  find  necessary  to  carry  such  rtnrk  or  *•-'- 
scriptions,  to  an  aggregate  amount  not  exceeding  56.000  shares,  the  rate  of  i* 
terest  to  be  4$  per  cent. 

This  contract  and  all  obligations  of  J.  P.  Morgan  &  Co.  may  be  terminated  In 
them  at  any  time  after  October  1.  1906.  by  three  months'  notice  in  wrltla*  to 
J.  P.  Morgan  &  Co. 

J.  P.  Moaoix  k  Co 
H.  B.  Hoixins  k  O 

H.  B.  H.     J.  P.  M. 

In  addition  we  gave  H.  B,  H.  &  Co.  order  to  buy  about  16.000  sh.  partidjttt<« 
ctfs.  at  about  135.1 

J.  P  * 

The  following  extract  from  the  financial  history  of  this  road,  showing  tt* 
falsification  of  its  accounts,  Is  found  on  page  155  of  the  commission"*  of*<» 
report : 


M 


FALSIFICATION    OF    ACCOUNTS    DURING    ZIMlffiBMAN-HOLURS    CO.VTBOL. 


"  The  following  statement  presents  a  condensed  income  account  corerinc  '*» 
year  ended  June  30,  1905,  for  the  C,  H.  &  D.,  including  Its  proprietary  Hf 

*  Pencil  memorandum  at  bottom. 
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be  Cincinnati,  Indianapolis  &  Western,  1,038.24  miles  operated,  as  recorded 
i  the  carrier's  books  of  account : 

nws  earnings  from  operation $8, 008, 917. 65 

perating  expenses 6, 095, 885. 11 

Income  from  operation $1, 913, 032. 54 

ixes 316, 061. 12 

Net  income  from  operation 1, 596, 971. 42 

come  from  other  sources 59, 688. 65 

Gross  income 1, 656, 660. 07 

Auctions  from  gross  Income : 

Rents  paid  for  lease  of  road 517, 288. 35 

Miscellaneous  rents 372, 273. 11 

Interest  accrued  on  funded  debt 1, 009, 515. 63 

Other  deductions 348.  52 

Total  deduction  from  income 1, 899, 425. 61 

Net   deficit 242, 765. 54 

The  4  per  cent  preferred  stock  bore  guaranteed  dividends  which  makes  the 
ual  of  the  dividend  more  in  the  nature  of  a  fixed  charge  than  a  division  of 
its.  If  these  dividends  are  so  considered,  the  net  deficit  for  the  year  was 
.  969. 20. 

The  foregoing  income  account  bore  little  resemblance  to  the  truth.  The 
is  that  large  sums  properly  chargeable  to  the  income  for  1905  were  ordered 
•  charged  to  various  other  accounts  and  were  so  charged  in  a  way  to  conceal 
true  state  of  the  company's  affairs.  These  entries  violated  commonly 
)ted  accounting  principles  in  such  a  flagrant  manner  as  to  make  it  evident 
the  purpose  was  to  deliberately  falsify  the  accounts  in  an  effort  to  avoid 
ing  the  utter  failure  of  the  company  to  earn  anywhere  near  its  fixed 
res." 

er  an  exhaustive  investigation  of  this  great  railway  property,  in  which 
ransactlons  covered  223  pages  of  closely  printed  matter,  the  commission 
ted  up  its  findings  as  follows,  pages  217-223 : 

was  in  this  connection  that  J.  P.  Morgan  &  Co.  became  active  in  G,  EL 
Pere  Marquette  affairs.    That  firm  had  for  years  been  interested  in  the 

&  D.,  having  held  some  32,000  shares  of  its  common  stock,  or  about  one- 
th  of  its  voting  power,  from  1901  up  to  July,  1904,  when  20,000  shares  were 

0  the  C,  H.  &  D.  syndicate.  It  has  been  the  endeavor  of  Morgan  &  Co. 
;hout  this  proceeding  to  prove  that  they  were  not  aware  of  the  actual  con- 

of  these  two  roads  when  J.  P.  Morgan  made  the  suggestion  to  President 
wood,  of  the  Erie,  which  resulted  in  the  latter's  purchase  of  the  Hollins 
gs  of  C,  H.  &  D.  stock.    We  have  stated  in  detail  the  many  facts  of  record 

contrary.    With  all  that  the  record  shows  as  to  the  *  free  hand '  of  the 

1  making  this  purchase  of  the  G,  H.  &  D.v  we  find  no  reason  to  doubt  that 
the  Morgan  influence  in  Erie  affairs  which  dictated  that  purchase,  and 

irrlman  influence  which  so  soon  thereafter  forced  Morgan  to  release  the 
rom  Its  bad  bargain.  Through  that  reclsion  of  its  contract  of  purchase 
ie  escaped  all  loss. 

ins  been  suggested  that  Morgan  &  Co.'s  participation  in  the  Erie  purchase 
>e  readily  understood  if  they  were  the  principals  for  whom  H.  B.  Hollins 
tad  acted  throughout  This  record  contains  no  evidence  to  indicate  such 
;  and  its  existence  was  unqualifiedly  denied  by  the  representative  of 
[organ  St  Co.,  who  appeared  before  us. 

s  difficult  to  comment  upon  what  was  done  to  these  properties  in  1904 
05  without  applying  to  those  who  did  it  the  terms  which  they  richly 
The  promoters  of  the  C,  11.  &  D.  syndicate  of  May  19,  1904,  did  not 
»  to  wield  the  club  of  expected  corporate  control  in  order  to  force  neces- 
bscriptions.  Nor  did  they  hesitate  to  pledge  the  credit  of  the  O.,  H.  & 
Pere  Marquette  to  further  their  own  schemes.  Only  in  degree  were  their 
s  criminal  than  those  perpetrated  by  their  successors,  the  Zimmerman- 
combination.  The  latter  stopped  at  nothing,  took  every  chance,  and 
3d  in  their  astounding  coup  of  unloading  their  C,  H.  &  D.  holdings  upon 
urgno  &  Co.  at  $160  per  share,  when  the  C,  H.  &  D.  and  its  controlled 
►re  then  ready  to  fall  of  their  own  weight. 

-73 
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SUMMARY  AND  CONCLUSIONS. 


"  In  assembling  the  facts  upon  which  the  foregoing  recital  is  based  the  rer- 
mission,  through  its  valuation  accountants,  had  access  to  and  inspected,  pn^ 
to  hearing,  the  accounts,  records,  and  memoranda,  including  corresprodf" 
flies,  of  the  two  respondents  and  three  other  railroads.  Similar  exainlnatifM 
was  made  of  accounts,  records,  and  memoranda  in  the  files  of  five  banking  i: 
stitutions  bearing  on  the  transactions  under  investigation,  and  a  restricts  tv 
spection  was  made  of  such  papers  on  file  with  two  other  backing  Institution 
These  various  examinations  were  conducted  in  seven  cities.  Examination  «■-• 
also  made  of  the  files  of  State  railroad  commissions,  and  recourse  was  had  t- 
records  and  decisions  in  court  cases.  Without  the  use  of  ail  such  data  ■: 
would  have  been  impossible  to  construct  this  report 

"This  sordid  tale  has  been  told  without  adjectives.     The  facte  speak  f-c 
themselves,  and  they  have  been  given  in  all  their  nakedness,  without  other  o<*. 
ment  than  such  as  would  serve  to  tie  them  to  other  facts,  also  of  record. 

"  Up  to  June  30,  1904,  the  railroad  operation  of  the  C  H.  &  D.  was  hlcVi 
successful,  particularly  as  contrasted  with  that  of  the  Pere  Marquette.  The 
former  was  thus  enabled  to  carry  along  unsuccessful  subsidiaries,  by  adranri -^ 
moneys  to  meet  their  needs,  and  was  strong  enough  to  bear  the  losse*  wh  •  l 
had  resulted  from  the  manipulations  of  Ives  and  his  associates  In  the  Ij*» 
eighties.  The  predecessors  of  the  latter  were  subjected  to  successive  iwi^r 
ships  and  reorganizations  in  the  endeavor  to  escape  from  operating  deficits.  la 
the  old  C,  H.  &  D.,  dividends  were  the  rule.  With  the  predecessors  of  the  Per* 
Marquette  they  were  the  exception. 

44  Inflations  of  capital  stock  were  incidents  of  the  C,  H.  &  D.  consolidation  it 
1895  and  of  the  Pere  Marquette  consolidation  in  1900.  This  inflation  was 
greater  in  the  C,  H.  &  D.  than  in  the  Pere  Marquette  because  of  their  respecti" 
financial  conditions.    In  neither  case  was  it  defensible. 

"The  exploitation  in  1903,  1904,  and  1905  of  the  Pere  Marquette  and  the 
C,  H.  &  D.  was  not  an  incident  of  railroad  construction.  The  properties  ha'? 
long  been  established.  Whatever  control  or  regulation  of  the  issue  of  rattn»-i 
securities  was  exercised  by  the  States  in  which  these  roads  operate  was  inade- 
quate to  prevent  the  exploiting  or  to  forestall  subsequent  hasty  and  novi** 
reorganization.  To  the  extent  that  these  flotations  uiimateiy  lodged  in  tb» 
hands  of  innocent  investors,  whether  here  or  abroad,  the  public  was  deerj} 
wronged.  Whatever  control  or  regulation  was  had  of  the  properties  and  opera- 
tions of  the  two  roads  was  not  sufficient  to  keep  them  in  condition  to  satisf*- 
torily  serve  the  population  dependent  upon  them.  The  result  has  been  t!y 
same  with  each — financial  disaster  to  the  carriers,  serious  loss  to  the  holder*  *f 
their  securities,  deterioration  of  their  physical  properties,  and  a  market!  Im- 
pairment of  ability  to  perform  their  functions  as  public  servants. 

44  Nothing  disclosed  in  the  record  before  us  is  to  be  more  regretted  than  the 
readiness  of  great  banking  institutions  in  our  financial  centers  to  loon  enormou* 
sums  of  money  upon  exceedingly  precarious  security  in  aid  of  such  schemes  s* 
have  been  devised  in  the  wrecking  of  these  railroads.  Not  only  this,  bat  tin* 
high  officers  of  such  institutions,  while  acting  ostensibly  as  directors  of  tb* 
railroads,  have  in  fact  been  little  more  than  tools  and  dummies  for  the  p"v 
motors.  The  trustees  of  other  people's  money  seem  to  have  had  little  tor 
punction  about  violations  of  their  trusts  for  the  benefit  of  the  promoters,  and  at 
their  demand. 

"  Can  the  like  of  what  has  befallen  these  two  roads  be  made  impossible  here- 
after? Perhaps  not  entirely,  so  long  as  financial  circles  continue  complafeBat 
toward  financial  exploitations  which  prove  successful.  But  it  will  help  Lf 
minority  stockholders  are  more  watchful  of  their  interests  and  if  bondholder* 
assert  their  rights  before  their  security  fades  away  for  Inck  of  upkeep.  \*i** 
posely  neglected  in  order  to  pay  interest  and  dividends  unearned-  It  wouM 
in  our  opinion,  render  such  exploitation  more  difficult  If  the  issuance  cad 
marketing  of  all  securities  of  common  carriers  were  subject  to  Federal  recap- 
tion. As  to  that  we  renew  the  recommendations  repeatedly  made  to  the  0«- 
gress  in  our  annual  report  a  We  also  point  to  the  lesson,  here  again  taught,  that 
access  to  correspondence  files  is  indispensable  for  a  thorough  and  accurat* 
understanding  of  the  motives  and  purposes  which  underlie  the  formal  entries 
made  in  accounts  and  records. 

44  Unwise  management  contributed  to  the  downfall  of  these  roads,  but  brtoca 
of  trust  by  corporate  officials,  often  for  personal  gain,  was  the  main  cause  here 
as  in  the  records  developed  in  other  Investigations.     (Consolidations  and  Cob- 
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binaUons  of  Carriers,  12  I.  0.  C,  277 ;  the  New  England  Investigation,  27  I.  0.  O., 
560;  St.  Louis  &  San  Francisco  Railroad  Investigation,  29  I.  G.  C.,  130; 
Financial  Investigation  of  N.  Y„  N.  H.  &  H.  R.  R.  Co.,  31  I.  C.  C,  32 ;  Financial 
Transactions  C.f  R.  I.  &  P.  Ry.  Co.,  36  I.  C.  C,  43.)  That  downfall,  with  its 
deplorable  consequences,  can  be  traced  only  to  betrayal  within  and  not  to  com- 
pulsion from  without.  Neither  rivalry,  nor  rate  level,  nor  regulation,  nor  all 
combined,  can  be  found  on  this  record  to  have  contributed  In  any  appreciable 
degree  to  the  disaster. 

"  In  discussion  of  transportation  conditions  during  the  last  two  years  or  more 
much  has  been  made  of  the  fact  that  over  40,000  miles  of  our  railroads  were 
under  receivership.  A  recent  publication  lists  60  railroads,  among  them  the 
Pere  Marquette  and  C,  H.  &  D.,  as  in  the  hands  of  receivers  on  December  31, 
191 G.  Their  combined  operations  cover  34,559  miles.  Over  40  per  cent  of  that 
mileage  is  in  systems  which,  as  shown  by  our  investigations,  have  suffered  prin- 
cipally from  financial  mismanagement  and  exploitation.  Over  40  per  cent 
more,  of  which  a  large  part  is  located  In  Texas,  is  comprised  in  two  south- 
western systems.  The  remaining  5,800  miles  are  distributed  among  fifty-odd 
carriers  in  different  parts  of  the  country." 

The  Chairman.  Now,  Judge  Cowan. 

STATEMENT  OF  S.  E.  COWAN,  FOET  WORTH,  TEX. 

Mr.  Cowan.  Mr.  Chairman,  I  have  just  about  waited  until  the 
meeting  adjourned,  it  seems,  in  accommodating  these  gentlemen  who 
have  appeared  before  you,  and  it  now  seems  that  J  have  nobody  here 
that  I  want  to  convince  about  anything.  I  think  you  gentlemen 
think  about  as  I  do  about  this,  but  for  the  purposes  of  the  record  I 
would  desire  to  have  the  opportunity  to  present  some  views  I  have 
about  this  bill  and  the  subject  matter  of  the  legislation.  I  trust  you 
will  give  me  the  opportunity  to  do  it. 

Senator  Kellogg.  Can  we  not  hear  Judge  Cowan  to-morrow  or 
the  next  day? 

Senator  Robinson.  No.  We  decided  to  close  the  hearings  this  after- 
noon.   Judge  Cowan  has  been  here  for  a  number  of  days. 

Mr.  Cowan.  I  am  too  easy,  is  the  trouble  with  me. 

Senator  Robinson.  I  have  been  waiting  with  a  good  deal  of  inter- 
est to  hear  you  and  I  am  satisfied  that  the  other  members  have  also, 
but  you  will  understand  that  every  member  of  the  committee  has  some 
five  or  six  other  committees  that  he  must  attend,  in  part,  and  in  addi- 
tion to  that,  the  Senate  is  in  session  and  it  is  quite  difficult  to  get 
a  full  attendance  of  the  committee  at  any  time. 

Mr.  Cowan.  I  understand  that  perfectly,  Mr.  Chairman.  I  have 
been  before  these  committees  so  often  that  it  is  a  wonder  to  me  that 
this  committee  has  attended  so  constantly  and  given  such  constant 
attention  as  they  have  to  it.    It  has  been  very  unusual. 

My  name  is  S.  H.  Cowan;  I  reside  in  Fort  Worthy  Tex.;  I  am 
attorney  for  the  American  National  Live  Stock  Association,  which 
embraces  within  its  representation  practically  all  of  the  State  or- 
ganizations of  live-stock  producers  in  all  of  the  States  west  of  the 
Mississippi  River,  and  has  been  in  existence  for  a  number  of  years, 
and  I  have  represented  it  during  all  of  that  period  in  all  of  these 
matters  pertaining  to  legislation  affecting  the  live-stock  business, 
and  with  respect  to  most  of  the  principal  controversies  which  have 
arisen  pertaining  to  rates,  regulations,  and  practices  in  transporta- 
tion, as  the  term  transportation  is  defined  in  the  first  section  of  the 
act  to  regulate  commerce. 
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I  am  also  the  general  counsel  of  the  National  Live-Stock  Shippers' 
Protective  League,  which  is  an  organization  composed  of  all  of  the 
national  and  State  organizations,  through  their  national  organiza- 
tions, and  some  of  them  individually,  of  the  live-stock  producers 
and  of  the  market  organizations  of  live-stock  commission  men  and 
dealers  at  all  the  principal  markets  of  the  United  States  and  other 
shippers — having  for  its  object  mostly  the  subject  of  transportation 
as  the  name  of  the  organization  would  indicate.  In  that,  we  bring 
together  in  a  composite  organization  all  of  the  live-stock  interests  of 
the  country,  and  I  should  say  that  the  organization  more  actively 
and  in  detail  represents  the  interests  of  producers,  shippers,  and  deal- 
ers than  any  other  organization  of  any  producing  interest  of  the 
United  States  that  I  know  of. 

The  men  who  are  in  control  of  these  organizations  as  executive 
committee  men  are  selected  from  the  principal  men  of  affairs  in  busi- 
ness from  the  various  States,  the  names  of  which  it  is  unnecessary 
for  me  to  give. 

At  their  annual  meetings  and  at  meetings  of  their  executive  com- 
mittees, which  are  generally  large,  they  give  careful  consideration  to 
any  matter  which  concerns  them  and  do  not  go  off  half-cocked,  as  we 
commonly  use  that  expression,  but  reliance  may  be  placed  upon  what- 
ever they  give  out  in  the  way  of  resolutions,  or  otherwise — at  least 
has  the  backing  and  judgment  of  men  of  affairs  who  have  given  the 
subject  matter  study. 

It  is  the  one  interest  which  is  organized  to  protect  themselves 
with  respect  to  transportation  in  securing  the  service  and  in  reason- 
ableness of  rates  who  can  not  "  pass  the  buck." 

I  mention  that  at  the  outset  because  it  is  of  most  extreme  im- 
portance, considering  the  apparent  effect  that  the  educational  cam- 
paign the  railroads  have  had  with  respect  of  satisfying  the  minds 
of  a  great  number  of  our  best  citizens  in  the  country — our  bankers 
and  merchants  and  manufacturers  and  others,  that  the  railroads 
have  been  badly  treated  and  are  bad  off,  and  that  the  public  expres- 
sion of  the  character  which  are  contained  in  the  resolutions  of  our 
organization  and  others  are  not  well  founded. 

I  may  say  that  they  can  not  "  pass  the  buck  "  for  another  reason, 
to  which  I  wish  to  call  particular  attention,  and  that  is,  if  the  bill 
before  you  carries  with  it  the  power,  and  that  power  were  exercised 
to  advance  the  rates  in  order  to  secure  money  with  which  to  pay 
for  the  exigencies  of  the  war,  it  would  be  the  most  uneaual  and  unjust 
tax  which  could  be  devised.  It  would  be  so  upon  its  race.  It  would 
probably  be  very  largely  agreed  to  by  shippers  and  thus  carry  with 
it  great  weight  before  Congress  unless  Congress  analyzes  the  situa- 
tion. 

The  manufacturer  of  steel  or  iron  piping  at  Pittsburgh  sells  it 
f .  o.  b.  The  enormous  steel  traffic  of  this  country  that  goes  to  the 
consumer,  whether  it  be  city  or  public  works,^  railroad  construction, 
or  otherwise,  do  not  themselves  pay  the  freight,  and  it  would  be 
entirely  immaterial  to  them  whether  the  rate  were  raised  or  not 
provided  it  were  raised  equally  to  their  competitors.  Now,  that 
extends  from  such  great  institutions  as  that  down  to  a  jobbing  house 
in  Dallas,  Tex.,  Minneapolis,  or  anywhere  else  that  you  might  name. 
The  traffic  manager  will  appear  before  the  Interstate  Commerce  Com- 
mission, as  to  which  there  are  hundreds  of  instances,  appearing  to 
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testify,  u  Oh,  yes ;  our  people  are  willing  for  the  railroads  to  have 
an  advance  in  rates,  provided  we  keep  up  the  parity."  And  that  is 
practically  a  universal  thing  with  that  class  of  merchants  who  can 
"  pass  the  buck." 

So  the  term  "  passing  the  buck  "  is  probably  the  most  significant 
and  important  new-coined  and  applicable  phrase  that  can  be  found 
in  the  present  slang  language  of  our  country. 

No  man  ever  fails  to  take  advantage  of  the  opportunity  to  do  it. 
History  records  no  instance  of  that  sort.  So  that  when  we  were  hav- 
ing the  hearing  down  here  before  the  Interstate  Commerce  Commis- 
sion on  the  proposal  to  advance  the  rates  on  fresh  meat,  packing- 
house products,  and  live  stock  from  Chicago  and  Mississippi  River 
crossings  to  the  Atlantic  seaboard  there  came  upon  the  scene  also 
the  attorneys  representing  the  packing  houses,  who  announced  before 
the  commission,  to  the  great  satisfaction  of  our  friends,  certain  of 
the  railroad  presidents  on  the  Council  of  Defense,  that  they  did  not 
object  to  the  advance  in  the  rates  if  the  Interstate  Commerce  Com- 
mission should  find  that  the  railroads  needed  it. 

Well,  I  suppose  not,  tocause  I  suppose  that  that  would  find  its  way 
into  the  storage  house  in  New  York  or  Washington  or  Philadelphia. 

But  we  did  object  because  the  live-stock  shipper  to  Indianapolis,  for 
example,  to  Pittsburgh,  to  Buffalo,  to  the  slaughterhouse,  has  freight 
taken  out  of  his  account  sales,  whether  he  ships  10  miles  at  $10  a  car 
or  100  miles  at  $25  a  car  or  1,000  miles  at  $100  a  car.  His  stock  for 
the  same  quality  brings  the  same  price,  and  it  is  deducted  out. 

Mr.  Thome  presented  that  in  a  general  statement  the  other  day, 
instancing  live  stock  and  grain. 

I  have  tried  a  great  number  of  these  cases  involving  advances  or 
proposed  advances  in  rates  from  the  various  traffic  districts  of  the 
country.  Those  larger  cases  generally  arise  from  an  action  of  the 
traffic  committee  in  such  districts.  So  far  as  I  have  been  able  to 
know,  there  is  no  case  of  the  agricultural  producer  in  this  country 
where  he  does  not  actually  have  to  pay  the  freight  out  of  his  pocket 
or  it  comes  directly  out  of  the  price  of  what  he  sells,  should  he  sell 
it  at  home.  They  are  the  only  class  of  people  that  I  know  where 
the  trade  and  commerce  begins  at  the  central  market  of  the  country, 
the  price  is  fixed  there,  and  like  grain  at  Chicago,  live  stock  at  Chi- 
cago, or  cantaloupe  in  New  York,  or  onions  in  New  York,  and  it  is 
the  price  less  the  freight  that  the  onion  grower  gets  at  Laredo,  Tex., 
shipping  in  competition  with  the  onion  grower  from  Cuba  or  Ber- 
muda. 

So  that  the  agricultural  producers  are  singled  out  by  this  bill,  not 
intentionally  of  course,  but  it  would  amount  to  that,  for  slaughter 
in  a  tax  of  that  character. 

I  take  this  position:  I  believe  you  gentlemen,  and  all  of  you  are 
experienced  lawyers  and  certainly  experienced  in  legislation  and 
common  affairs  of  men,  will  agree  with  the  proposition  that  the 
standard  of  reasonableness  is  as  much  a  standard  of  conduct  as  be- 
tween a  common  carrier  and  his  patrons,  and  the  patron  has  as  much 
right  to  it  as  he  has  to  the  right  of  self-defense,  whether  it  is  in  the 
Constitution  or  not ;  and  the  statutes  of  every  State,  and  now  of  the 
United  States,  fix  that  as  the  standard.  The  common  law  fixed  it 
long  before,  and  ao  it  was  held  in  a  leading  case,  reviewed,  however, 
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by  the  Supreme  Court  in  Lockwood  versus  New  York  Central  Rail- 
road, 84  U.  S.,  that  the  shipper  does  not  occupy  the  same  relation  t 
the  carrier  in  the  matter  of  a  contract  that  people  do  who  hare  th- 
freedom  of  contact  between  each  other,  and  tnat  the  carrier — LV 
carriers  being  composed  of  large  and  powerful  corporations — »*»n 
name  the  terms  upon  which  the  shipper  must  patronize  the  carrier «»: 
forego  his  business,  and  he  chooses  to  accept  whatever  is  offered  fr> 
him,  which  the  Supreme  Court  holds  must  be  tested  by  what  is 
reasonable. 

Beginning  there  we  come  down  through  the  entire  category  of 
cases  of  every  character,  with  respect  to  rates  and  otherwise,  arc 
the  term  reasonable  becomes  the  standard.  I  say,  therefore,  that  ii 
a  railroad  company,  or  any  other  carrier,  or  Congress,  or  the  Sute 
legislature,  shall  impose  a  charge  above  what  is  reasonable,  it  is  :c 
the  nature  of  a  tax.  It  is  unlawful,  it  is  not  the  standard  that  the 
shipper  is  reasonably  entitled  to,  it  is  not  the  standard  which  tht 
public  is  entitled  to,  the  railroad  has  no  right  to  exact  more,  and  Up 
shipper  is  obliged  to  pay  that. 

Of  course,  we  have  the  greatest  difficulty  in  arriving  at  the  figures 
as  to  what  it  amounts  to,  and  therein  is  the  field  of  controversy. 
But  I  am  speaking  now  01  the  standard.  I  say,  therefore,  that  the 
suggestion  that  has  been  made — and  I  may  parentheticallv  remark 
that  it  is  an  astonishing  proposition  to  me*  coming!  rom  the  90am 
that  it  does — that  under  tnis  bill  the  President,  the  Director  General, 
or  whoever  executes  this  law  might  raise  the  rates  for  the  porpo» 
of  producing  revenue  for  the  Government.  In  other  words,  exercise 
the  taxing  power,  if  they  raise  it  beyond  what  is  reasonable.  Of 
course,  you  could  not  fix  the  standard  of  a  reasonable  rate  by  ascer- 
taining how  much  money  was  needed  by  the  Government  for  the 
war,  because  that  would  make  the  rates  immoderately. 

Senator  Kellogg.  But  suppose  the  President  did  do  thai,  just  as 
they  do  in  Germany.  Suppose  he  wanted  to  raise  $100,000,000  more 
money  than  the  Government  could  reasonably  raise  by  other  taxation, 
and  added  it  to  the  rates.    What  would  be  the  remedy! 

Mr.  Cowan.  You  mean  here? 

Senator  Kellogg.  The  shippers  would  have  no  remedy,  would 
they  ? 

Mr.  Cowan.  Don't  ship ! 

Senator  Kellogg.  That  is  about  the  only  remedy. 

Mr.  Cowan.  He  would  have  the  remedy  that  was  left,  which  was 
very  well  exemplified  in  a  story  that  I  know,  which,  if  it  is  per- 
mitted, I  will  tell,  and,  without  objection,  I  suppose  it  will  be  per- 
mitted. 

Senator  Robinson.  If  it  is  a  good  story,  we  will  hear  it. 

Mr.  Cowan.  A  sheepman  at  St.  Angelo.  Tex.,  a  great  friend  of 
Col.  Polk,  the  live-stock  agent  of  the  Santa  Fe,  who  was  located  at 
Fort  Worth,  but  "of  Texas"  himself,  made  it  convenient  alwavs 
when  he  carried  sheep  to  market — and  he  g?nerally  shipped  to  Chi- 
cago in  those  days — to  come  by  Fort  Worth  and  get  drunk;  and  h<* 
and  Col.  Polk  would  have  a  good  time,  and  he  would  take  the  pas- 
senger train,  and  sometimes  catch  up  with  the  sheep  before  they  pM 
to  Chicago ;  but  on  one  occasion  it  happened  that  the  sheep  were  laid 
out  at  Texarkana  on  some  account,  ana  they  could  not  locate  the  "Id 
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gentleman  by  telegraph  or  otherwise,  and  finally  they  sent  the  sheep 
on  anyhow?  and  they  got  into  Chicago  about  eight  days  late. 

Greer  Mills  &  Co.  sold  them  on  the  market,  and  they  did  not  bring 
money  enough  to  pay  the  charges.  So  Greer  Mills  &  Co.  telegraphed 
to  this  old  gentleman  to  his  home,  and  not  knowing  where  to  locate 
him  they  forwarded  his  telegram  to  Fort  Worth,  knowing  his  habits, 
in  care  of  Col.  Polk,  and  it  reached  him,  though  they  found  him  in 
the  absence  of  Col.  Polk,  and  he  hunted  up  the  colonel  and  had  the 
telegram  and  showed  him  the  telegram,  which  was:  "Sheep  have 
arrived  in  very  bad  condition :  sold,  but  did  not  bring  money  enough 
to  pay  charges.  Remit  money  to  cover."  And  he  showed  the  tele- 
gram to  Col.  Polk,  and  he  said:  "Well,  we  had  better  get  up  an 
answer  to  that  telegram."  He  says:  "Oh,  I  have  already  answered 
it."  He  says :  "  What  did  you  answer?  "  "  I  wired  them,  'There  aire 
no  money;  will  ship  more  sheep.'" 

That  is  the  only  way  I  know  to  meet  the  situation  you  speak  of. 
But,  of  course,  we  do  not  want  to  invite  a  condition  with  respect  to 
commercial  traffic  that  renders  that  possible  in  the  hands  of  any  man, 
and  no  man  ought  to  want  it.  There  should  be  a  limit  beyond  which 
an  American  citizen  does  not  desire  power  for  fear  he  might  in  some 
aberration  of  mind  not  use  it  right.  I  would  not  have  such  a  power 
under  any  circumstances.  It  is  wholly  unnecessary  with  respect  to 
rates. 

I  can  not  imagine  a  condition  where  the  power  should  exist,  but  I 
say  it  is  in  its  nature  a  taxing  power,  anyway,  if  it  goes  beyond  what 
is  a  reasonable  rate.  It  is  worse  than  that.  In  this  case  it  would 
accomplish  levying  a  tax  for  the  benefit  of  the  railroads,  because 
it  is  my  contention  that  the  bill  invites  a  deficit  if  you  adopt  a 
standard  return  which  is  provided  for  in  the  bill.  It  can  not  fail 
to  produce  a  deficit.  There  is  no  possibility  of  the  greatest  railroad 
man  in  the  world  so  conducting  this  operation  as  proposed  so  as 
to  avoid  a  deficit  if  you  give  the  standard  of  return  which  is  speci- 
fied in  the  bill  in  the  manner  in  which  it  is  proposed  to  use  it. 

If  I  could  do  this  country  a  great  service  in  time  of  war,  I  know 
of  no  greater  one  that  I  could  render  than  to  argue  the  case  and 
present  it  so  as  to  convince  the  minds  of  honest  men;  and  I  know 
all  of  these  gentlemen  are  honest,  as  Members  of  Congress  and  the 
Senate  are.  It  will  be  a  disruption — a  destruction  of  business — 
and  might  as  well  have  for  its  purpose  the  invitation  to  those  who 
should  see  fit  to  do  so  to  be  slackers  at  the  wheel. 

Take,  for  example,  the  Santa  Fe  system,  reaching  from  Chicago 
to  the  Gulf  and  to  the  Pacific — the  best  managed  railroad,  I  think, 
that  I  know  of.  I  do  not  say  it  is  the  best  there  is,  but  I  know  it 
is  the  best  I  know  of.  I  know  a  great  many  of  their  employees  from 
the  bottom  to  the  top,  nearly  all  their  principal  officers,  a  great  many 
of  the  conductors  and  trainmen,  office  men,  agents.  I  have  a  brother 
who  is  traveling  engineer  on  the  Santa  Fe.  He  does  that  work  in 
order  to  stimulate  business  to  see  that  every  engineer  does  his  work 
properly,  that  he  keeps  his  engine  properly,  saving  money  for  the 
Santa  Fe  Railroad,  at  a  large  salary. 

You  say  to  all  of  these  employees — and  it  is  equivalent  to  saying 
that,  because  we  can  not  escape  the  facts,  we  always  have  to  face 
facts — it  is  equivalent  to  saying  to  every  employee:  "You  know 
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that  it  don't  make  any  difference  to  the  Santa  Fe  Railroad,  or  Mr. 
Ripley,  or  Mr.  Storey,  or  Mr.  Pettibone,  or  Mr.  Chambers — it  don't 
make  any  difference  whether  you  move  a  car  to-day  or  to-morrow  or 
whether  vou  load  full  or  whether  you  fasten  the  door  or  what  you 
do.  If  there  is  a  loss  there,  why,  we  don't  have  to  pay  it.  We  get 
just  as  much  money  as  we  would  otherwise." 

Gentlemen,  such  a  proposition  is  so  amazing  to  me  that  I  can  not 
understand  how  it  is  presented  by  any  man  who  desires  to  serve  the 
good  of  a  common  country. 

Senator  Kellogg.  Let  me  ask  you  right  there,  Is  that  not  inevitable 
in  the  way  the  roads  have  been  taken  over? 

Mr.  Cowan.  That  is  what  I  have  said.  No  man  can  operate  these 
railroads  under  that  guarantee  without  a  deficit. 

Senator  Kellogg.  Very  well.  If  the  Government  takes  over  the 
railroads  and  agrees  to  pav  any  definite  sum,  the  men  who  are  oper- 
ating them,  outside  of  their  patriotic  interests,  have  no  interest 
to  make  the  roads  earn  any  particular  sum  at  all. 

Mr.  Cowan.  Not  a  bit ;  nor  to  save  anything. 

Senator  Kellogg.  Would  it  not  have  been  better  to  have  authorised 
the  railroads  to  operate  as  a  unit  under  the  direction  of  the  Federal 
Government  and  keep  what  they  earned,  and  if  any  one  of  them  was 
damaged  by  reason  of  the  Government's  direction,  then  assess  and 
pav  the  damage? 

Mr.  Cowan.  I  think  so,  Senator  Kellogg.  I  think  there  are  many 
plans  that  might  have  been  adopted,  but  of  course  we  are  in  a  position 
now  where  we  are  facing  and  we  are  considering  a  bill,  and  it  is  not 
my  object  to  undertake  to  prevent  or  stop  the  legislation  to  success- 
fully operate  these  railroads. 

My  object  is  to  aid,  if  I  can,  in  the  framing  of  the  bill  that  will 
avoid  the  dangers  and  the  difficulties  and  reach  to  a  successful  opera- 
tion  under  the  method  that  is  proposed,  and  that  is  the  reason  I 
mention  the  danger  that  confronts  us  right  at  the  threshold. 

Senator  Gore.  According  to  that,  the  railroad  organizations  would 
soon  be  demoralized. 

Mr.  Cowan.  It  would.  As  I  was  just  saying,  it  could  not  be  other- 
wise, Senator.  I  have  three  farms — that  is,  I  owe  for  three  farms. 
I  am  just  in  about  the  fix  the  railroads  are.  I  employ  men  down  on 
those  places  and  if  I  can  not  get  a  man  to  take  my  interest  to  heart 
and  try  to  do  something,  I  am  losing  half  of  his  time,  and  it  is 
difficult  for  me  to  find  just  where  he  wasted  that  time,  but  I  go  down 
there  and  I  see  no  sign  of  him  having  done  anything. 

That  is  the  great  difficulty  every  farmer  has  or  any  man  who  has 
a  farm  who  employs  men  on  it,  to  get  somebody  who  will  actually 
take  an  interest  and  do  the  work. 

I  had  a  man  who  was  so  careless  that  in  the  cold  weather  that  hap- 
pened down  there  in  November  he  let  40  pigs  die,  just  froze  to  death 
at  night  because  he  paid  no  attention  to  them,  and  they  cost  a  lot 
of  money.  That  is  another  waste  you  see  going  on.  It  will  be  just 
that  same  thing  from  start  to  finish. 

Taking  the  subject  now  of  loss  and  damage.  It  is  well  known  to 
every  railroad  lawyer  in  this  country  who  has  practiced  before  the 
Interstate  Commerce  Commission,  and  everyone  who  has  handle*] 
the  business  out  of  his  office  in  the  practice  before  the  courts,  that 
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loss  and  damage,  personal  injury,  and  the  like  on  a  railroad  is  a  very 
large  item  of  operating  expenses. 

Perishable  freight  comprises  a  very  large  amount  of  the  freight 
in  the  country.  Calculated  in  ton-miles  you  would  be  surprised  to 
find  how  much  it  is,  and  if  loss  and  damage  are  not  cared  for  with 
great  strictness,  not  looked  out  for  by  a  good  supervisor,  the  men 
are  not  forced  to  perform  their  duty,  it  is  a  big  item  of  operating 
expense. 

I  know  one  time  on  the  T.  &  P.  Railroad  for  two  or  three  years  the 
loss  and  damage  on  live  stock  was  actually  $6  per  car,  whereas  the 
Burlington  was  40  cents  in  those  same  years. 

The  Santa  Fe  had  about  $2  per  car,  and  they  put  Mr.  Brooks,  who 
is  here  with  the  Food  Commission,  as  general  live-stock  agent,  and 
after  meeting  with  the  general  officers  of  the  Santa  Fe  in  the  operat- 
ing departments,  and  with  all  the  other  western  roads,  we  pointed 
out  that  they  were  feeding  these  live  stock  en  route  to  market  at 
their  stockyards.  You  could  not  reach  Kansas  City  without  feeding, 
hardly  at  all.  We  found  that  they  had  stock  pens  leased  out  to  men 
that  were  selling  20-cent  hay  at  a  dollar  a  bale,  and  of  course  they 
worked  it  along  some  way  or  other  that  all  the  crews  would  stop  these 
trains  and  they  were  all  fed,  and  they  never  got  them  in,  and  that 
caused  an  immense  loss. 

When  the  operating  department  found  that  out,  then  they  set 
ahout  to  correct  it.  Mr.  Brooks  testified  before  the  Interstate  Com- 
merce Commission  that  within  one  year  he  go  reduced  the  claims  on 
the  Santa  Fe  Railroad  for  live-stock  shipments  that  it  was  so  small 
that  he  was  ashamed  to  tell  it.  The  fact  is  he  reduced  it  to  50  cents 
per  car. 

That  will  never  be  done  under  this  character  of  guarantee.  I 
could  pick  out  many  instances  that  I  know  of  that  where  under  this 
character  of  operation  there  is  no  incentive  to  efficiency ;  there  is  no 
incentive  to  get  traffic,  no  incentive  to  accommodate  the  public.  The 
organization  would  simply  go  to  wreck,  it  would  go  on  the  rocks, 
find  there  would  be  nobody  that  would  want  to  prevent  embargo, 
nobody  would  want  to  get  over  the  roads,  because  they  would  want 
to  make  all  the  overtime  they  could. 

Now,  they  would  say,  " How  do  you  propose  to  remedy  it?"  That 
has  been  asked  me.  I  have  talked  to  Mr.  Hines  about  this.  He  has 
nothing  to  do  with  the  bill.  I  told  him  it  would  absolutely  wreck 
these  railroads  and  wreck  their  organization,  and  if  the  war  ended 
in  a  year  and  we  turned  the  railroads  back  that  they  would  not  get 
over  it  for  10  years.  And  I  believe,  Senator  Kellogg,  with  your  ex- 
perience in  the  railroad  business,  that  you  will  agree  with  me  that 
that  will  be  true. 

My  remedy  is  along  the  line  Mr.  Thome  stated.  We  have  dis- 
cussed this  subject  to  see  if  we  could  not  find  some  method  that 
would  carry  out  the  purpose  that  is  said  to  be  the  purpose  of  this 
bill,  and  I  suppose  they  should  retain  the  incentive;  and  the  only 
way  I  can  see  out  of  it  is  to  make  the  guarantee  cover  the  fixed 
charges  and  the  dividends  on  the  dividend-paying  railroads.  I  have 
not  gone  far  enough  into  it  to  say  what  might  be  done  with  respect 
to  the  non-dividend  paying  roads,  but  certainly  the  fundamental 
principle  is  there  to  start  with  that  you  are  not  under  the  law  re- 
quired to  go  further  than  paying  for  the  use  of  a  road  the  reasonable 
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return,  or  rather  the  compensatory  damages  for  the  injury  d«x.-. 
and  then  you  can  find  that  out  from  as  many  different  sources  «•! 
evidence  as  you  please. 

Senator  Kellogg.  I  do  not  believe  I  understand.  You  say  nu»- 
the  guarantee  the  amount  of  the  dividends? 

Mr.  Cowan.  Make  the  guarantee  the  interest  and  fixed  chanr  • 
and  the  customary  dividends  that  are  paid  by  the  dividend-pa}  j  j 
roads. 

Senator  Kellogg.  What  will  become  of  the  balance  of  the  inconi' 

Mr.  Cowan.  I  was  just  going  to  say. 

Senator  Kellogg.  I  beg  your  pardon. 

Mr.  Cowan.  Take  the  10-year  period.    I  think  the  10-year  per.*  • 
ought  to  be  used  for  reasons  I  can  give  if  I  have  time.    It  will  n.-  •. 
about  $500  difference  a  mile  in  the  case  of  the  Santa  Fe  and  ;  - 
Burlington  if  it  was  put  on  that  average  rather  than  the  last  t kn- 
it will  not  make  that  much  difference  on  all  roads.    Our  Texas  p*  • 
will  all  get  a  great  deal  more  on  the  last  three  years,  treating  them  v- 
separate  corporations.    But  the  surplus  that  is  above  that — that   - 
above  the  interest,  fixed  charges,  and  dividends,  which  Mr.  Th<-!- 
read  the  exact  figures  of  the  other  day,  and  it  is  in  the  record,  10  ir-' 
15  per  cent  ofttimes — if  my  recollection  serves  me  right,  mcst  of  r. 
roads  have,  until  the  Milwaukee  undertook  its  extensions  aero-5  :• 
the  Pacific,  most  of  these  western  lines  out  of  Chicago  ran  from  *  f 
10  per  cent  above  the  interest  and  fixed  charges,  with  the  excepts " 
of  the  Great  Western  and  possibly  some  other  exceptions,  but  !«* 
that  surplus,  as  far  as  the  necessities  of  the  Director  General  in 
administration  would  permit,  be  all  paid  back  to  the  road-*  tiu5 
earned  it. 

I  had  thought  that  75  per  cent  of  the  surplus  could  be  paM  ' 
the  roads,  or  allowed  to  retain  it,  so  they  will  get  their  interr=t. 
dividends,  and  75  per  cent  of  the  surplus,  leaving  the  other  73  i*-r 
cent  to  help  out  the  weaker  lines  to  use  for  the  purpose  of  calamin. 
like  the  Ohio  floods,  for  example,  and  like  the  floods  we  are  goiwr : 
have  in  the  Mississippi  River  in  a  month  or  two  beyond  anvthiii: 
we  have  ever  had  before,  and  like  the  Galveston  storm,  and  thin**  <■■ 
that  character,  and  to  help  out  the  weaker  lines. 

That  would  leave  each  railroad  with  its  organization  of  employe 
and  operatives,  with  the  same  incentive  that  they  have  now,  fr  ^ 
the  president  right  down,  to  do  the  best  they  could  with  their  pr^- 
erty  and  secure  for  the  Government  and  tfre  people  a  much  better 
service  than  they  otherwise  could  get,  in  my  opinion. 

Senator  Kellogg.  Do  you  think  the  organization  in  a  railroad  > 
of  great  importance? 

Mr.  Cowan.  I  certainly  do.  It  is  a  family.  It  is  teamwork.  1* 
is  like  a  baseball  team.  You  destroy  and  take  away  the  organic 
tion  of  a  large  system  of  railroads  or  seriously  cripple  it  and  y<  • 
cripple  that  road. 

Senator  Kellogg.  Suppose  Mr.  McAdoo  does  not  agree  to  that,  ani 
he  says :  "  I  am  going  to  wipe  out  these  organizations  and  put  in  mv 
own  organization  of  politicians  and  appointees.1' 

Mr.  Cowan.  He  had  better  get  a  market  for  scrap  if  he  does  that 

Senator  Kellogg.  Then  there  would  not  be  any  surplus  to  p*J 
over  to  the  railroads,  do  you  think  f 

Mr.  Cowan.  No,  sir. 
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Senator  Kellogg.  Have  we  a  right  to  do  that,  do  you  think? 

Mr.  Cowan.  No,  sir;  it  would  ruin  the  commerce  of  this  country 
n  any  such  fashion. 

Senator  Kellogg.  He  could  do  it  under  this  plan. 

Mr.  Cowan.  Well,  of  course,  he  would  not  do  that. 

Senator  Kellogg.  I  do  not  know  whether  he  will  or  not. 

Mr.  Cowan.  That  is  not  the  thing.  It  is  not  necessary  for  him  to 
lave  the  opportunity  or  any  man  to  have  the  opportunity.  There  is 
10  necessity  of  even  such  a  proposition.  I  can  not  understand  how  it 
vas  conceived. 

Senator  Kellogg.  How  are  we  going  to  avoid  it  under  this  taking, 
f  he  has  the  absolute  control  and  operation  of  these  roads  ? 

Mr.  Cowan.  You  mean  doing  without  the  use  of  the  organizations? 

Senator  Kellogg.  Yes ;  he  can  wipe  out  their  organization.  How 
ire  we  going  to  stop  it? 

Mr.  Cowan.  You  can  not,  that  I  know  of.  I  have  not  much  fear  of 
hat. 

Senator  Kellogg.  I  have. 

Mr.  Cowan.  What  I  am  afraid  of  is  that  in  time  of  war  when  we 
leed  to  turn  every  wheel  to  the  fullest  limit,  when  we  need  to  get  the 
neatest  efficiency  out  of  the  labor  everywhere,  when  we  need  to  pro- 
luce  the  most,  to  transport  it  the  cheapest,  to  minimize  expenses  be- 
ween  the  producer  and  the  consumer,  we  invite  poor  service  of  the 
ndividuals  performing  this  work,  it  is  marvelous  to  me  that  we 
arould  do  it. 

Senator  Townsend.  Does  your  plan  make  provision  for  the  upkeep 
>f  the  road  ? 

Mr.  Cowan.  Oh,  yes;  the  operating  expenses  contains  the  upkeep 
)f  the  road. 

Senator  Townsend.  What  is  to  be  the  standard  with  the  upkeep, 
n  view  of  the  operating  expenses? 

Mr.  Cowan.  An  examination  of  the  accounting  system  of  the 
[nterstate  Commerce  Commission,  which  was  worked  out  between 
he  commission  and  all  of  the  auditors  of  the  railroads,  their  engi- 
leers,  general  managers,  and  men  in  charge  of  operation  and  con- 
struction, if  followed,  amply  takes  care  in  the  operating  expenses  of 
he  railroad  and  its  equipment,  buildings,  and  everything  there  is 
pertaining  to  it. 

In  further  answer  to  your  question,  let  me  pause  a  moment  to  say 
hat  in  the  hearings  of  the  Shreveport  case  and  in  the  hearings  be- 
fore the  Texas  commission  in  the  proposal  of  the  railroads  to  advance 
he  Texas  State  rates,  the  subject  came  up  with  respect  to  the  matter 
>r  depreciation  and  the  maintenance  and  was  gone  into  in  the 
greatest  detail  by  experts  and  others — I  will  say  "others,"  because 
;hey  professed  to  be  experts — but  it  was  shown  there  that  at  a  cer- 
ain  period  the  Santa  Fe  Railroad  owned  so  many  cars  and  so  many 
locomotives,  with  an  affidavit  filed  with  the  Texas  commission  as  to 
arhat  they  cost  the  Septa  Fe  Railroad.  In  the  valuation  of  the  prop- 
erty, taking  the  same  locomotives  by  numbers  and  these  same  cars 
3V  numbers,  putting  in  a  valuation  they  made  it  much  higher  than 
the  affidavit  showed  they  cost  them. 

The  men  in  charge  of  the  shops,  machinery,  and  tools,  supervisor  of 
construction  at  the  machine  shops,  and  others,  that  they  brought  there 


1154       GOVERNMENT  CONTROL  AND  OPERATION  OF  BAIUOAD6. 

to  show  gave  in  detail  the  manner  in  which  they  kept  up  the  loco- 
motives and  the  cars,  and  they  showed  that  there  was  a  rebuilding 
and  reconstruction  process  that  was  sufficient  to  account  for  it,  and 
that  the  locomotives  and  cars  were,  in  fact,  worth  more  money  thin 
they  were  before,  on  the  ground  that  they  were  very  much  more  serr- 
iceable,  and  they  had  one  locomotive  in  use  on  the  Santa  Fe  which 
they  had  there  since  the  road  was  built  in  the  State  of  Texas  beginning 
away  back  there  in  1880.  The  Southern  Pacific  has  one  in  its  shop  in 
Houston  that  they  had  there  during  the  Civil  War,  as  a  hostler  car- 
rying cars  about  the  yards  in  Houston,  that  they  had  there  during  the 
Civil  War,  and  their  theory  is  that  there  is  no  such  thing  as  wear-out 
to  a  car  or  locomotive  provided  you  see  fit  to  keep  it  up ;  that  obsoles- 
cence is  the  main  thing,  on  account  of  the  condition  of  traffic  and  one 
thing  and  another  they  throw  it  away  or  scrap  it  rather  than  keep  it 
up ;  but  the  depreciation  in  the  expense  account  of  the  commissior 
keeps  up  the  equipment  and  the  replacements  completely. 

Of  course,  it  takes  new  capital  to  get  new  cars;  but  in  the  surplus 
there  is  ample  capital  for  that  with  most  of  the  roads. 

In  cases  of  great  calamity,  like  one  period  when  the  Canadiin 
River  washed  out  every  bridge  clear  down  to  Fort  Smith,  there  was 
great  loss.  That,  of  course,  should  be  distributed  over  a  period  of 
years.  Such  a  calamity  as  that  should  not  be  written  out  in  operat- 
ing expenses  in  one  year.  If  they  will  just  pursue  the  system  the 
commission  has  for  its  accounts,  it  will  amply  take  care  of  the  prop- 
erty, and  the  question  of  depreciation  and  the  question  of  mainte- 
nance need  not  come  in  at  all,  because  it  will  to  taken  out  in  the 
operating  expenses. 

There  is  one  clause  in  this  bill  in  that  connection  that  I  wish  to 
call  your  attention  to,  and  that  is  "  shall  be  adequately  maintained 
as  may  be  directed  by  the  President."  It  is  perfectly  absurd  to 
abandon  this  great  system  of  accounts  and  take  away  the  standard 
of  comparison,  one  year  with  another.  No  business  man  would  think 
of  such  a  thing  as  that.  How  will  we  compare  what  we  do  when  we  op- 
erate these  railroads  for  the  Government  with  data  on  which  the 
railroads  operated  them?  Then,  we  have  the  6um  total  of  the  best 
judgment  in  the  country  on  these  questions,  and  the  scheme  is  liberal 
to  the  railroads,  and  as  liberal  as  it  ought  to  be. 

Senator  Gore.  You  think  the  best  judgment  ought  to  count  for 
something? 

Mr.  Cowan.  I  certainly  do ;  and  it  will  in  the  end,  of  course.  We 
always  come  back  to  life  if  we  get  to  flying  too  high. 

I  think  the  plan  I  have  suggested  certainly  does  merit  consider- 
ation.  The  question  whether  the  Director  General  will  operate  the 
railroad  companies  as  a  corporation,  or  operate  the  railroad  dir«t, 
you  will  find  in  the  end  is  going  to  become  a  very  important  question 
from  many  viewpoints. 

If  he  simply  directs  the  operation  of  the  railroad  by  the  commoc- 
carrier  corporation,  then  the  act  to  regulate  commerce  applies  unless 
there  is  something  in  the  law  to  the  contrary.  If  he  operates  direct 
and  not  through  the  common-carrier  corporation  that  is  so  much 
waste  paper,  because  the  first  section  of  the  act  provides,  as  I  know 
Senator  Kellogg  is  familiar,  and  I  think  every  one  of  you  here, "  that 
the  provisions  of  this  act  shall  apply  to  any  corporation  or  anv  per- 
son engaged  in  the  transportation  of" — and  starts  in  with  oil  ani 
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pes  on  "by  rail  and  water,"  and  so  on,  so  that  unless  yon  pnt  in  this 
kill  a  provision  that  the  act  to  regulate  commerce  shall  apply  to  the 
reimportation  as  operated  by  the  Government,  then  there  are  no 
ights  or  remedies  in  the  law  for  any  shipper  or  anybody  else.  It  is 
i  government  without  law  in  that  case;  no  standards  of  right  or 
mmg. 

Senator  Kellogg.  Is  it  not  evident  from  the  proclamation  and 
from  Mr.  McAdoo's  statement  before  the  committee  that  he  claims 
;he  right  to  operate  the  railroads  without  regard  to  any  law  what- 
ever? 

Mr.  Cowan.  I  was  amazed  at  his  statement,  if  I  correctly  under- 
stood it  the  other  day  before  this  committee,  and  I  thought  1  did  not 
correctly  understand  it,  probably,  just  because  of  the  remarkable 
proposition. 

Senator  Kellogg.  I  do  not  think  vou  misunderstood  it. 

Mr.  Cowan.  At  all  events  the  shippers  of  this  country  and  the 
people  of  this  country  will  never  submit  to  any  such  a  proposition 
jjoing  in  the  law,  and  the  first  opportunity  they  have  to  voice  their 
sentiment,  99  per  cent  of  the  people  in  this  country  would  go  against 
that.  We  have  got  to  reckon  with  the  rights  of  ordinary  men  as 
defined  after  years  of  experience  and  work,  and  the  hard  struggle 
between  the  people  on  the  one  hand  the  railroads  on  the  other  to 
define  the  rights  and  liabilities,  and  provide  the  best  remedies  we 
thought  we  could  provide — to  wipe  them  out  and  say  they  shall  not 
bare  them,  and  have  another  standard,  I  would  suppose  that  nobody 
vrould  for  a  moment  consider  urging  such  a  proposition. 

Senator  Cummins.  I  might  remark,  the  way  it  has  impressed  me 
is  that  this  bill  goes  upon  the  theory  that  nobody  has  any  right  in 
time  of  war  except  the  railroads.  They  have  a  right  to  compensa- 
tion, just  compensation,  and  that  is  provided  for.  Nobody  com- 
plains of  that,  but  nobody  else  has  any  rights  whatever. 

Mr.  Cowan.  That  is,  they  get  all  the  eggs.  Now,  we  started  in 
this  matter  of  fighting  against  the  proposed  advances  in  rates,  and 
we  convinced  the  Interstate  Commerce  Commission  against  the  idea, 
contrary  to  the  apparent  public  sentiment,  that  the  railroads  were 
being  badly  treated.  But,  so  plain  was  the  evidence  presented  to 
the  commission,  being  inclined  favorably  to  the  railroads  as  the 
Interstate  Commerce  Commission  was,  that  they  could  not  see  their 
way  clear  to  grant  any  advance  at  all  except  in  the  merchandise  rates 
in  the  eastern  territory.  No  sooner  had  they  given  out  their  opinion 
than  the  railroad  presidents  began,  one  after  the  other,  to  write  let- 
ters to  the  newspapers,  and  the  newspapers  published  nothing  that 
anybody  else  said,  and  bankers  in  New  York  and  elsewhere 
wrote  out  to  their  correspondents  in  the  various  localities  telling  the 
people  in  what  a  terrible  condition  the  railroads  were,  and  again 
starting  the  clamor  to  do  something  for  the  railroads. 

The  commission  said :  "  We  will  leave  this  open  now,  but  keep  close 
watch  on  their  monthly  reports,  and  should  it  appear  that  the  fears 
they  manifested  here  are  probable,  or  imminent,  we  will  modify  our 
decision  and  hold  it  open  for  that  purpose." 

By  the  15th  of  August,  iust  about  the  time  you  passed  the  law 
here  that  prohibited  the  filing  of  any  advance  tariffs  unless  they 
were  approved  by  the  commission,  they  rushed  in  a  cartload,  or  sev- 
eral cartloads,  of  tariffs  to  advance  the  rates  all  over  the  country. 
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There  were  so  many  of  them  that  they  did  not  even  know  themselves 
what  they  had  filed.  The  attorneys  did  not  know  what  they  had 
filed,  and  the  commission  did  not  know  what  they  had  filed.  *  They 
had  not  had  time  to  assort  them.  They  were  proposing  to  complete 
the  job  and  advance  these  rates  on  certain  commodities,  live  stock  in 
particular,  and  fresh  meat,  and  we  appeared  here  in  August  to  argue 
again  before  the  suspension  board,  and  it  was  suspended,  and  then 
they  filed  a  general  blanket  application  before  the  commission  to  be 
permitted  to  advance  these  rates,  crying  aloud  that  they  were  ruined 
and  that  their  monthly  reports  would  show  it.  tif  course  the 
monthly  reports  would  show  it.  You  might  just  as  well  turn  a  negn> 
loose  in  the  watermelon  patch  and  tell  him  not  to  take  one,  as  to 
expect  these  monthly  reports  to  make  a  showing  of  the  condition 
other  than  that  they  were  worse  off  than  they  were  before. 

Mr.  Kellogg,  being  somewhat  familiar  with  these  monthly  reports, 
knows  it  depends  upon  the  policy  of  the  railroad  about  how  much 
will  be  apportioned  out.  Some  railroads  apportion  so  much  to  be 
actually  done  per  month  in  the  way  of  re-laying  track,  and  one  thing 
and  another.  It  may  be  postponed,  it  may  be  minimized  in  various 
ways,  and  the  amount  may  fluctuate  a  very  great  deal  in  the  operat- 
ing expenses  or  the  items  of  damage.  For  instance,  the  Santa  Fe 
Railroad  set  out  some  tank  cars  that  had  hauled  gasolene  at  Ard- 
more — I  believe  that  is  correct — and  some  fellows  came  along  work- 
ing on  the  tanks  to  fix  them  up,  and  an  explosion  took  place  which 
almost  destroved  the  town,  and  it  cost  the  Santa  Fe  Railroad 
$1,000,000.    Tney  just  simply  went  on  and  paid  it. 

I  do  not  know,  out  I  was  told  that  it  was  the  duty  of  the  oil  com- 
pany to  repair  these  cars,  and  I  was  asked  to  have  inquiry  made  by 
the  Interstate  Commerce  Commission  and  an  investigation  as  to 
whether  or  not  the  Santa  Fe  Railroad  actuallv  was  out  the  monev. 
or  whether  the  oil  company  was  out.  I  do  not  know  anvthing  about 
the  case  except  I  was  requested  to  make  inquiry  and  if  they  would 
find  out  about  that.  The  man  who  told  me  about  that  thought  that 
they  would  find  out  that  the  oil  company  was  really  the  one  re- 
sponsible.   I  do  not  know. 

During  the  same  year  they  had  a  great  flood  at  Galveston — de- 
stroyed the  causeway,  and  there  was  great  destruction.  If  it  had 
not  been  for  the  sea  wall  it  would  have  destroyed  the  city. 

So,  these  calamities  may  come  along  and  monthly  reports  may 
show  almost  anything.  The  man  who  directs  the  entries  may  make 
them  as  he  pleases.  They  may  settle  up  balances  or  not;  joint 
facilities  are  used  everywhere  nearly,  and  the  storekeepers1  accounts 
may  show  almost  any  sort  of  thing.  I  do  not  mean  to  say  fraud- 
ulently, but  it  may  6e  shifted  from  month  to  month  so  that  these 
monthly  reports  I  do  not  think  amount  to  very  much. 

That  is  one  of  the  reasons  I  wanted  this  three-year  period  brought 
down  to  cover  the  calendar  year,  which  is  the  official  year  of  1917. 
because  they  will  have  gotten  some  of  their  own  dope  then  mixed 
in  with  the  amount  that  is  estimated  for  the  operating  expenses. 

I  want  to  call  your  attention  to  that,  that  it  may  be  well  to  say. 
"  Why  did  they  stop  with  the  so-called  fiscal  year  of  June  30*  1917, 
when  there  is  no  such  fiscal  year  in  the  accounting? "  They  simply 
have  to  accumulate  months  and  add  to  the  fiscal  year  six  months  in 
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ler  to  call  that  a  fiscal  year.  The  fiscal  year  is  the  calendar 
Lr  now. 

Senator  Kellogg.  One  trouble  is,  Judge,  they  say,  I  think,  the 
erstate  Commerce  Commission,  that  the  accounts  are  not  avail- 
e  yet,  and  will  not  be  for  a  month  or  two. 

Mr.  Cowan.  No;  it  will  be  about  the  middle  of  February  before 
y  are  available  to  the  commission,  but  inasmuch  as  we  do  not 
re  to  pay  it  right  now,  and  the  guaranty  is  the  basis  of  ascertain- 
nt,  and  it  is  to  be  paid  quarterly,  I  do  not  think  that  is  much 
a  sound  objection.  The  objection  lies  in  the  fact  that  if  you  do 
lude  the  six  months  where  these  accounts  do  not  show  as  well  as 
y  might  otherwise  have  shown,  it  will  cut  down  their  guaranty, 
1  that  is  the  reason  for  using  the  fiscal  year,  so-called,  up  to 
le,  1917. 

Ve  used  that  in  the  Fifteen  Per  Cent  Rehearing  case  here  to  show 
t  that  was  the  best  year  they  ever  had.    They  said,  "  Oh,  yes,  but 
t  is  not  a  fiscal  year." 
Senator  Gore.  When  was  this  hearing? 

It.  Cowan.  Before  the  Interstate  Commerce  Commission  in  No- 
iber,  beginning  the  5th  of  November.  The  western  lines  filed 
)lication  for  advance  in  rates,  and  when  the  Interstate  Commerce 
nmission  made  its  recommendation  to  Congress  in  regard  to  the 
dition  of  the  railroads  and  called  for  your  investigation  about 
t,  it  was  the  genesis  of  this  bill  that  we  have  before  us.  The 
item  lines  wrote  a  letter  to  the  commission  withdrawing  their  ap- 
jation  for  similar  advance  on  the  ground  that  they  wanted  to  get 
the  annual  figures  for  1917.  That  is  in  a  letter  on  file  with  the 
imission.  So  they  wanted  1917. 
senator  Gore.  The  fiscal  year  ? 

dr.  Cowan.  No.  They  wanted  1917,  fiscal  and  calendar.  That 
what  they  said  they  wanted  to  do.  I  think  if  the  guarantee  is 
ed  upon  a  three-year  estimate,  supposing  the  plan  which  I  have 
;gested  with  regard  to  the  matter  of  surplus  should  be  the  plan, 
I  you  took  the  three  average,  you  should  bring  it  down  to  date 
ause  that  is  simply  a  matter  of  evidence  as  to  how  much  they 
•bably  would  be  damaged  by  not  being  permitted  to  go  ahead  and 
Tate  the  railroads  and  get  the  net  money  out  of  the  business  under 
sent  and  as  near  present  conditions  as  you  can  find.  So  I  think 
t  ought  to  be  the  case. 
Jow,  as  to  the  matter  of  making  the  rates. 

Senator  Gore.  Do  you  say  you  think  the  calendar  year  1917  ought 
De  the  basis? 

>f r.  Cowan.  No  ;  if  we  are  going  to  have  three  years,  let  the  three 
rs  end  the  31st  of  December,  xou  can  not  get  at  the  exact  fig- 
s  now,  but  they  will  be  available  within  30  days. 
Senator  Gore.  The  three  last  calendar  years  ? 
£ r.  Cowan.  Yes,  sir.  But  I  think  10  years  ought  to  be  taken  and 
lave  suggested  10  years,  1908  to  1917,  when  the  accounts  of  the 
imission  and  all  the  railroads  were  kept  under  one  standard.  It 
jan  on  all  the  lines  and  embraced  the  fiscal  year  ending  June  30, 
>8.  Taking  1908  to  1917,  inclusive,  you  have  10  years,  and  inas- 
ch  as  many  of  these  expenses  and  improvements  are  of  the  char- 
er,  when  they  go  into  operating  expenses,  like  repairs  to  these 
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bridges  and  the  like  that  I  spoke  of  on  the  Canadian  River,  and  :i 
Ohio,  and  so  on,  it  ought  to  he  extended  over  a  period  of  time,  tad 
it  would  be  better  to  take  10  years  and  get  more  nearlj  what  the 
earning  power  of  the  road  was  than  you  would  to  take  the  three  las 
past,  embracing  these  abnormal  times. 

Senator  Kellogg.  I  suppose  you  would  have  to  make  some  *Bo* 
ance  for  the  difference  in  property  earning  the  money  as  you  ah 
lump  sums,  so  many  million  dollars  for  each  year,  1908,  1909,  and 
1910,  and  dividing  it  up  by  10  you  would  have  to  make  some  allow- 
ance for  the  additional  property  earning  the  money. 

Mr.  Cowan.  I  neglected  to  say  that  the  figures  I  made  out  I  took 
on  that  basis  of  reducing  it  each  time  to  the  single-track  milfigt 
earning  per  mile  of  line. 

Senator  Kellogg.  Oh,  yes. 

Mr.  Cowan.  That  gets  at  a  unit.  Yes,  I  saw  that  difficulty  a*i 
that  would  still  be  advantageous  to  the  railroads.  It  would  b> 
liberal  to  them  because  the  extensions  that  have  been  made  for  tl? 
most  part,  at  least,  have  been  extensions  in  the  western  territory 
where  they  have  not  generally  been  so  extensive,  so  valuable  as  tiit 
balance  oi  the  line. 

Senator  Gore.  State  your  standard  again. 

Mr.  Cowan.  Take  10  years,  1908  to  1917,  ascertain  the  earnings  <c 
the  basis  of  single-track  miles  and  then  average  of  net  revenue  froe 
operation.  Then  you  can  deduct  taxes  if  you  want  to  or  not  if  joe 
please.  If  you  deduct  the  taxes,  then  it  would  be  the  income  ffnoi 
operation.  One  is  net  revenue  and  the  other 'is  income  from  opera- 
tion, guaranteeing  out  of  that  income  that  presumably  the  Govern 
ment  is  going  to  make  on  its  operation  a  sum  of  money  that  woul  1 
pay  the  interest  on  the  interest-bearing  obligations  and  the  fi-v»l 
charges,  taxes,  and  the  customary  dividend  of  a  dividend-pnyins 
railroad — that  is,  guaranteed — no  further  guarantee  than  that  they 
shall  each  have  of  the  surplus  produced  by  each,  I  think,  75  per  crn* 
will  work  out  all  right.  You  ought  to  be  very  liberal  to  the  railroad* 
in  this  emergency.  It  may  be  66f  per  cent ;  I  do  not  think  it  wouW 
come  below  that ;  I  think  33|  per  cent  of  the  surplus  ought  to  \w 
sufficient  if  we  have  an  efficient  operation,  as  we  have  had  beretoforv. 
because  these  figures  that  I  have  named  for  the  10  years  contain 
within  them  a  surplus  that  is  ample  enough  to  meet  all  of  th*  r- 

?uirements  that  would  have  to  be  met,  and  if  we  can  keep  that  up 
or  the  next  two  years,  why,  that  would  furnish  a  sufficient  surpiu> 
^    Senator  Cummins.  In  considering  that  plan  have  you  taken  int*' 
account  the  possibility  that  under  Government  operation  or  direction 
some  of  these  roads  will  be  used  a  good  deal  more  than  they  havr 
been  in  the  past,  and  some  of  them  a  good  deal  less? 

Mr.  Cowan.  I  have  taken  it  into  consideration  in  thinking— *f 
course  a  man  can  only  think  accordingto  his  experience  and  oKvr 
vation,  and  from  the  general  rule,  I  will  say,  that  he  is  acquaint*! 
with.  There  will  not  be  that  diversion  of  traffic  that  is  so  generally 
spoken  of  as  being  of  great  advantage.  The  diversion  of  traffic  wil1 
generally  be  a  disadvantage.  The  shipper  knows  about  how  to 
route  his  freight  best;  he  knows  the  way  to  roost  like  a  chicken.  an«J 
he  knows  it  better  than  anybody  else  does,  and  he  has  sought  thr 
lines  of  least  resistance  in  moving  his  traffic  to  suit  his  track  from 
the  point  of  origin  to  the  place  where  he  is  to  deliver. 
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Senator  Cummins.  That  would  mean  you  would  take  away  from 
the  Director  General  the  power  he  is  now  exercising  of  routing 
traffic? 

Mr.  Cowan.  No;  I  would  not  do  that,  but  he  will  find,  if  he  has 
the  roads  operated  efficiently  and  properly,  that  he  would  better  take 
the  judgment  of  these  men  in  the  business  of  shipping  this  stuff 
than  to  get  somebody  else's  judgment  here  in  Washington. 

Senator  Kelloqo.  It  is  not  the  custom  here  always  to  take  the 
judgment  of  somebody  who  knows  the  business  ? 

Mr.  Cow  an.  I  have  heard  some  remarks  about  that,  but  surely  if 
this  business  is  carried  on  in  the  manner  in  which  commercial  busi- 
ness ought  to  be  the  routing  will  not  be  very  much  changed  for  ordi- 
nary commercial  traffic.  The  routing  that  will  be  changed  will  be 
this :  To  relieve  the  congestion  at  ports,  and  as  soon  as  the  Govern- 
ment takes  hold,  if  they  do  their  duty  or,  rather,  if  they  do  what 
ought  to  be  done,  as  was  expressed  before  the  House  committee  by 
Judge  Prouty  yesterday,  construct  warehouses,  plenty  of  warehouses, 
where  you  can  unload  this  stuff,  and  plenty  of  side  tracks  on  which 
you  can  handle  it  for  that  purpose,  you  will  have  relieved  that 
situation. 

Another  point,  lest  I  overlook  it,  I  must  mention,  and  I  men- 
tioned it  to  Mr.  Payne  yesterday  and  to  Mr.  Anderson,  and  that  is 
this:  Never  make  a  guarantee  that  extends  over  any  considerable 
period  of  time,  because  you  gentlemen  have  lived  long  enough  to  see 
some  very  bad  financial  panics.  You  have  seen  the  time  when  the 
railroad  traffic  in  tonnage  was  not  half  as  much  as  it  is  to-day. 
You  will  see  that  time  again  if  all  the  building  trades  of  this  country 
stop,  as  is  proposed,  except  in  that  territory  where  munitions  are 
produced  and  moved.  A  great  drought  prevails  over  this  western 
country  from  the  Missouri  River  to  the  Rocky  Mountains,  except 
where  the  snow  has  recently  fallen.  Prospects  for  crops  in  the 
Southwest  are  the  worst  I  ever  knew.  The  grain  crop  is  going  to 
be  a  minimum  in  that  country.  The  wheat  in  north  Texas,  for  exam- 
ple, and  I  am  sure  it  must  be  so  in  Oklahoma,  is  practically  frozen 
<*ut,  and  there  will  be  no  wheat  crop. 

Senator  Gore.  It  did  not  come  up. 

Mr,  Cowan.  I  have  had  a  telegram  since  I  came  here  saying  that 
I  had  lost  800  acres  of  wheat  that  was  frozen  out.  It  did  not  come 
up  in  Kansas,  I  have  been  told  by  a  number  of  men  there,  and  did  not 
in  Oklahoma,  except  just  partially,  so  that  the  amount  of  traffic  to  be 
handled  in  this  country  may  fall  off  tremendously  to  some  imilroads. 

Of  course,  it  will  remain  for  carrying  coal,  war  munitions,  and  the 
like,  as  much  as  they  can  carry,  but  I  would  say  that  you  ought  not 
to  make  a  contract  on  any  long  terms  of  guarantee,  no  matter  what 
plan  you  follow ;  on  a  guarantee  it  ought  not  to  extend  over  two  years, 
not  longer  than  that,  because  if  you  do  you  create  a  vested  interest  in 
these  railroads,  you  accomplish  that  which  would  have  been  im- 
possible under  any  law  fixing  rates,  and  when  traffic  drops  down,  say 
r»0  per  cent  in  commercial  traffic,  30  or  35  per  cent,  even,  labor 
is  out  of  employment,  disturbing  conditions  ia  the  country, 
and  you  can  not  make  any  money  out  of  a  railroad  or  anything 
else.  Panic  is  on  a  country  and  may  even  come  in  time  of  war,  while 
yet  the  Government  has  contracted  with  these  gentlemen  in  New 
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York  that  own  and  control  these  railroads  and  speculate  in  these 
securities,  and  shall  we  say  to  them,  "  We  will  maintain  your  securi- 
ties at  all  hazards,  although  the  little  lines,  may  go  to  demnltion,,! 

Senator  Gore.  They  will  be  the  only  people  who  will  have  a  snug 
harbor? 

Mr.  Cowan.  Yes;  they  will  have  a  cinch.  It  will  be  like  one  of 
these  farms  I  bought.  I  bought  a  graveyard  without  knowing  it. 
I  have  got  a  home  for  the  future  in  spite  of  anybody. 

Now,  I  wish  to  appeal  to  this  committee,  as  I  did  to  the  committee 
of  the  House,  not  for  a  moment  to  let  it  enter  your  minds  to  enter 
into  a  contract  that  has  not  a  time  limit  of  the  period  this  guaranty 
shall  run,  and  let  it  be  readjusted  according  to  the  conditions  as  they 
shall  turn  out  to  be,  as  is  frequently  the  case  in  the  rental  of  land, 
town  lots,  and  the  like,  in  large  cities  for  the  construction  of  build- 
ings. And  there  certainly  could  be  no  objection  to  that  if  some  plan 
could  be  drawn  to  do  it,  and  it  can  be  drawn. 

Now,  as  to  the  little  lines.  It  is  my  observation  that  under  the 
Constitution  if  I  have  a  little  line  of  railroad  connecting  two  trunk 
lines,  over  which  I  am  able  to  get  a  good  deal  of  traffic,  I  am  making 
some  money  out  of  it,  like  the  Abilene  Northern,  for  example,  be- 
tween Ballinger  and  Abilene,  Tex.,  connecting  the  Santa  Fe  and  the 
Texas  &  Pacific,  and  at  the  northern  end  it  connects  with  the  Fort 
Worth  &  Denver  City  part  of  the  Colorado  Southern,  and  operates  so 
as  to  make  money.  They  get  some  traffic  and  make  money  out  of  that 
little  line.  They  would  not  route  any  freight  over  the  line;  they 
would  not  permit  me  to  procure  routing  of  any  freight  over  it;  but 
if  they  would  not  let  me  do  just  the  mere  amount  of  local  traffic  that 
has  to  go  on  the  line,  and  I  have  got  to  starve  to  death  by  reason  of 
what  the  Government  has  done,  alongside  of  me,  at  my  connections 
at  both  ends  of  me,  I  will  say,  I  will  be  in  exactly  the  same  condition 
I  would  be  if  you  exercised  as  a  corporation  the  right  of  eminent 
domain  to  construct  a  railroad  along  my  property  and  destroy  the 
value  for  the  use  to  which  I  can  put  my  property,  and  you  damage  me 
so  much  money.  You  owe  the  one  just  as  much  as  you  do  the  other, 
so  far  as  I  can  see. 

But,  passing  the  obligation,  these  little  lines  are  the  lines  that  are 
developing  the  country.  They  are  the  only  railroads  that  are  being 
built  in  this  country  for  development.  I  have  in  mind  an  instance 
like  this.  The  people  of  Midland,  Tex.,  although  their  crops  were 
all  destroyed  by  the  drought,  raised  money  out  of  their  own  pockets 
to  build  65  miles  of  railroad  to  a  county  seat  northwest.  The  Santa 
Fe  at  the  same  time  projected  a  line  down  to  the  same  place  from  the 
north  to  the  southwest.  The  Santa  Fe  will  be  taken  over  and  oper- 
ated. What  will  become  of  this  line  connecting  the  Texas  &  Pacific 
from  Midland  up  to  Seminole  if  the  Government  will  not  have  any- 
thing to  do  with  them?  It  would  be  the  Government's  duty,  of 
course,  to  move  the  traffic  over  the  line  that  it  controls  and  has  under 
operation,  and  it  would  afford  a  better  service  than  the  little  line 
could.  The  Santa  Fe  has  got  a  branch  there  on  which  it  gets  all 
the  traffic,  whereas  the  little  line  from  Midland  to  Seminole  does 
without  any,  and  the  Texas  &  Pacific,  which  connects  at  Midland 
with  this  little  line,  could  not  get  any  of  the  through  traffic  to  haul 
to  route  over  that  line. 
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I  say  the  thing  to  do  is  this  in  regard  to  those  short  lines :  Let  the 
Government,  it  looks  to  me,  if  they  took  over  anything,  take  over 
those  little  lines  as  well  as  any  other.  The  same  language  is  appli- 
cable to  them  as  far  as  I  can  read  it,  but  they  put  a  different  construc- 
tion on  it.  When  the  bill  was  drawn  I  do  not  know  whether  they 
had  that  notion  or  not.  Let  the  Government  do  what  was  said  to  be 
the  foundation  for  this;  that  is,  the  Government  was  going  to  as- 
semble— aggregate  the  entire  transportation  system  of  the  country 
to  the  end  of  utilizing  tjie  resources  of  this  country,  which  had  been 
committed  to  the  Government  for  the  purposes  of  the  war,  and 
utilizing  all  of  the  facilities  to  transport  those  resources  as  might 
be  needed,  and  aiding  the  development  of  these  things  which,  on 
every  hand,  would  be  absolutely  necessary ;  take  over  the  little  lines, 
then  put  all  of  it  into  a  transportation  system.  Surely  Congress 
must  nave  meant  that  when  it  passed  the  law  in  1916.  If  it  meant 
anything,  it  meant  that,  it  seems  to  me.  I  never  dreamed  of  it  being 
otherwise. 

And  then  pay  the  incidental  line  what  the  use  of  it  is  reasonably 
worth.  That  is  the  standard;  that  is  as  much  as  it  is  entitled  to. 
But  when  it  comes  to  operation,  let  the  Texas  &  Pacific,  for  example, 
operate  that  little  line  from  Midland  up  to  Seminole.  That  does 
away  with  the  organization  of  the  little  line,  it  is  true;  it  is  simply 
operated  as  a  branch  line.  In  exactly  the  same  manner  the  Santa  Fe 
branch  line  is  operated  from  its  connection,  and  the  same  distance 
down  to  the  same  place. 

I  am  sure  you  will  find  that  can  he  done  so  that  the  branch  lines 
will  not  be  operated  as  separate  lines;  they  will  simply  be  operated 
by  the  trunk-line  connections,  one  or  the  other,  as  might  be  directed, 
and  the  payment  would  be  made  to  the  owners  of  the  short  line  for  a 
reasonable  rental  under  the  circumstances,  judging  it  from  the  way 
we  have  always  determined  what  is  the  reasonable  rental  for  the  use 
of  property,  and  pay  them  that  money,  and  if  they  were  useful 
enough  to  make  that  all  right;  if  they  were  not,  we  would  have  to 
make  it  up  by  taking  from  the  surplus  fund  which  I  have  mentioned 
that  came  from  the  big  roads. 

Now,  it  looks  to  me  that  that  simplifies  that  proposition.  But  if 
you  stop  here  and  say  that  there  shall  be  no  other  short  lines  built  in 
this  country,  we  stop  the  development  of  the  country,  and  I  am  sur- 
prised, gentlemen,  that  anybody  acquainted  with  this  broad  land  of 
ours,  where  so  many  railroads  are  needed  to  develop  the  growing 
western  country,  would  say  that,  and  I  do  not  think,  if  they  think 
about  it  correctly,  they  would  say  it. 

What  I  have  said  I  wish  to  be  understood  as  not  criticizing  these 
gentlemen.  I  am  talking  about  the  ideas  that  have  been  presented 
and  not  about  the  men.  I  am  talking  about  the  results  which  would 
flow  from  the  plan  of  the  bill  and  not  in  opposition  to  the  enactment 
of  a  suitable  and  proper  method  which  will  better  accomplish  the  end 
and  in  a  better  way,  in  my  opinion,  than  to  undertake  the  risky  and 
dangerous  experiment  which  would  result  from  the  terms  and  pro- 
visions of  this  bill. 

As  to  the  rate-making  power,  as  a  matter  of  course  it  ought  to  rest 
with  the  Interstate  Commerce  Commission  and  with  the  State  com- 
missions on  all  commercial  business. 
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Senator  Gore.  Do  you  not  think  there  are  two  plans  which  might 
have  been  pursued,  one  to  take  over  all  railroads,  including  small 
lines,  as  you  suggest,  or  else  just  select  out  a  few  of  the  trunk  lines, 
the  big  arteries,  principally  those  in  the  eastern  division  of  official 
classification  ? 

Mr.  Cowan.  Oh,  well,  I  think  it  might  have  been  done,  Senator, 
in  many  different  ways.  I  am  not  attempting  to  criticize  the  manner 
in  which  it  has  been  done,  or  to  say  I  would  have  done  it  differently. 
I  probably  would  not  have  been  capable  of  doing  it.  I  certainly 
would  have  taken  a  great  deal  of  advice  before  I  attempted  it- 
Senator  Gore.  I  was  wondering  if  there  was  any  necessity  of  tak- 
ing over  the  lines  of  the  western  system? 

Mr.  Cowan.  Well,  from  some  viewpoints  it  might  be  necessary. 
If  the  war  is  going  to  last  10  years,  I  should  say  yes.  If  it  is  only 
going  to  last  a  year  or  two  I  would  say  no,  that  there  was  no  use  of 
taking  them  over,  but  if  it  is  going  to  last  so  long  a  time  and  all  the 
resources  of  this  country  are  in  fact  commandeered,  we  have  got  to 
commandeer  the  west,  and  we  do  not  know  what  will  happen.  The 
Pacific  coast  may  be  assaulted.  We  do  not  know  but  that  Japan  ma  r 
come  there  and  bombard  San  Francisco  at  any  time;  they  could  do  it, 
and  how  to  prevent  it  I  do  not  know.  It  would  be  like  the  Irishman 
was  who  stood  out  on  the  bridge  at  Niagara  Falls.  Another  fellow 
came  along  soliloquizing  over  the  wonders  of  it.  He  said,  "  Is  it  not 
wonderful  to  see  that  water  pouring  over  the  falls  like  that?  "  speak- 
ing to  himself,  but  the  Irishman  overheard  him  and  he  replied 
"Well,  what  is  there  to  prevent  it?  "  So  that  is  about  the  situa- 
tion we  would  be  in  if  somebody  wanted  to  start  a  war  on  as  on 
the  Pacific  coast,  and  I  do  not  know  .how  we  could  prevent  it 
So  maybe  if  we  are  going  to  have  a  long  war  it  will  be  necessary  to 
take  over  all  the  roads. 

In  regard  to  the  matter  of  making  use  of  this  for  the  purposes  of 
Government-ownership  propaganda,  I  think  it  was  a  misfortune  that 
it  was  injected  into  the  situation.  Why  we  can  not  undertake  Gov- 
ernment ownership  of  railroads  in  this  country  with  less  considera- 
tion than  we  would  a  constitutional  convention*  It  is  the  most  mo- 
mentous thing  to  future  generations  of  this  country.  The  idea  that 
you  can  just  jump  in  and  take  the  railroads  and  have  Government 
ownership,  of  course,  is  preposterous  to  men  who  have  thought  abort 
this  subject,  and  it  is  no  time  or  place,  in  my  opinion,  to  give  it  even 
the  consideration  that  this  would  be  made  use  of  for  the  purpose  of 
the  bill  prepared  with  that  end  in  view,  and  I  do  not  suppose  it  is. 

But  the  main  result,  of  course,  in  our  judgment,  is  a  different  thin; 
It  may  result  that  we  do  have  Government  ownership  in  the  end,  but 
if  we  here,  in  this  instance,  should  pursue  the  plan  of  the  bill  with 
regard  to  the  guaranty,  and  release  every  railroad  operative  in  this 
country  to  go  off  to  the  picture  show  and  to  attend  a  baseball  game 
when  he  ought  to  be  looking  after  his  transportation  on  his  road,  and 
leaving  the  water  tanks  to  freeze  up  on  the  road  just  because  he  dow 
not  want  to  go  out  in  the  cold,  and  the  engine  stops  and  dies,  and  all 
that,  as  would  be  the  case,  the  people  will  not  like  that  very  much 
and  will  not  want  Government  ownership.  And  if  the  men  aroimd 
the  station  and  those  in  charge  of  trains  shall  cease  to  feel  that  they 
owe  any  obligation  to  the  traveling  public  and  to  others  to  accomroo* 
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date  them  and  treat  you  like  the  help  does  around  the  hotels  in  Wash- 
ton,  you  would  not  want  any  Government  ownership. 

Senator  Gore.  They  just  tolerate  you? 

Mr.  Cowan.  They  talk  about  stopping  travel.  That  is  the  best 
way  I  know  of  to  stop  it,  is  to  take  away  the  incentive  of  the  opera- 
tive to  be  courteous. 

Senator  Kellogg.  That  is  taken  away  very  largely  in  Government 
ownership,  is  it  not? 

Mr.  Cowan.  I  do  not  know,  Senator  Kellogg.  I  am  afraid  it  is, 
and  I  am  afraid  the  weight  of  popular  sentiment  for  Government 
ownership,  that  when  these  roads  are  taken  over  they  will  never  be 
turned  back.  Now,  this  thing  will  get  into  politics.  There  is  enough 
in  politics  now  to  stagger  an  ordinary  man,  and  female  suffrage  and 
prohibition  will  be  nothing  compared  with  this.  So  I  think  the  idea 
with  respect  to  Government  ownership  should  be  eliminated. 

Senator  Kellogg.  You  think  we  should  make  a  definite  period  at 
which  this  is  to  end  ? 

Mr.  Cowan.  Well,  I  think  it  ought  to  end  in  a  definite  period,  but 
I  do  not  know  whether  you  can  make  it,  Senator. 

Senator  Kellogg.  I  mean  after  the  war? 

Mr.  Cowan.  I  have  heard  the  arguments  back  and  forth  about  that, 
and  at  first  my  thought  was  to  fix  a  very  short  time,  risking  it  that 
if  it  could  not  be  done  within  that  time  then  Congress  would  of  course 
change  the  time. 

Senator  Robinson.  If  you  were  going  to  fix  a  short  time,  why  re- 
quire that  it  be  for  the  period  of  the  war;  if  it  is  desirable  to  leave 
as  much  latitude  as  possible,  why  not  leave  it  where  we  can  unload  it 
immediately  if  we  want  to? 

Mr.  Cowan.  Possibly  you  misunderstood  me,  Senator.  I  said  I 
first  thought  we  ought  to  fix  a  very  short  time.  I  have  been  giving 
the  matter  consideration  and  I  have  heard  the  arguments  back  and 
forth,  what  would  be  the  probable  matters  to  be  faced  when  that  time 
comes.  If  this  guaranty  is  continued  the  railroads  will  remain  in  the 
hands  of  the  Government  until  there  is  a  mighty  good  prospect  of 
making  more  money  than  that.  They  will  be  put  in  the  position — if 
any  of  you  gentlemen  ever  traveled  around  and  had  observed  and  been 
shown  around  the  towns  of  the  West  in  the  days  when  it  was  the 
frontier,  I  suppose  you  never  engaged,  of  course,  in  the  pastime,  but 
the  man  who  Kept  the  game,  had  the  check  rack  and  the  kitty  and  got 
the  split  and  took  the  percentage  off  of  the  game  still  remained  in 
the  business,  and  that  is  what  this  bill  would  give  to  the  gentlemen 
who  are  running  the  game  in  New  York. 

Senator  Cummings.  It  would  give  them  the  advantage  of  the  split. 

Senator  Gore.  Men  may  come  and  men  may  go. 

Mr.  Cowan.  Yes ;  but  we  go  on  forever. 

Senator  Kellogg.  I  judge,  from  what  you  say,  that  you  think  the 
railroads  ought  to  be  left,  so  far  as  the  operation  is  concerned,  to  the 
corporations  and  their  organizations  as  they  are  now,  subject  to  Gov- 
ernment direction? 

Mr.  Cowan.  That  is  my  candid  opinion.  I  think  I  know  that 
ought  to  be  done. 

Senator  Cummins.  How  are  we  going  to  do  that  unless  we  take 
possession  out  of  the  Government  director  and  leave  it  in  the  cor- 
poration and  leave  him  authority  simply  to  direct? 


1164       GOVERNMENT  CONTROL  AND  OPERATION  OF  RAILROAD& 

Mr.  Cowan.  Well,  what  is  possession  of  a  railroad  ?    I  do  not  kn<  w 

Senator  Cummins.  The  Director  General  claims  the  right  to  dis- 
charge any  employee,  to  wipe  out  the  organization,  to  fix  ratesw 
wages,  etc. ;  to  do  anything. 

^  Mr.  Cowan.  Possession  of  a  railroad,  I  should  say,  is  a  good  dei! 
like  the  possession  of  the  land  within  the  meaning  of  the  statute  of 
limitations.  Physical  possession,  of  course,  in  the  sense  in  which  I 
might  possess  a  watch  or  a  thing  like  that  is  not  parallel,  and  if  the 
law  directs  it  has  possession,  why,  that  would  constitute  possess:^  -. 
for  all  purposes,  and  I  do  not  know  but  that  possession  power— I 
think  you  are  correct  about  that,  and  I  see  no  reason  why  it  can  i> ' 
be  as  effectively  devoted  to  the  uses  that  the  Government  may  nee: 
in  any  of  the  most  strenuous  times  of  war  by  that  means,  beca  ^ 
every  man  can  be  commandeered  and  made  to  do  what  the  Govern- 
ment tells  him  to  do;  and  he  can  tell  a  railroad  general  manager  t- 
do  a  certain  thing  here,  and  if  he  does  not  do  it  put  him  in  the  guani- 
house,  and  he  would  be  dead  certain  to  do  it,  if  he  did  not  kiv? 
patriotism  enough  to  do  it  anyway;  but  they  are  all  patriotic  m*c 
and  I  believe  every  man  I  know  of  the  railroad  managers  and  « «p- 
erators  would  gladly  obey  the  patriotic  duty,  the  command  of  tU 
Director  General,  and  do  it  in  a  better  way  than  any  other  pers : 
you  could  select  to  do  it    That  is  my  opinion. 

Senator  Cummins.  Without  expressing  any  opinion  as  to  which  is 
the  best  way,  what  do  vou  think  about  this  application  of  the  law! 
If  every  conductor,  brakeman,  engineer,  and  superintendent  felt  thi: 
they  were  working  for  the  Government  and  not  for  the  corporation, 
do  you  think  then  they  would  get  the  trains  over  the  road  and  mon 
the  traffic  ? 

Mr.  Cowan.  Do  you  mean  in  how  long? 

Senator  Cummins.  Working  as  long  as  the  Government  want?  to 
hire  them. 

Mr.  Cowan.  No;  get  the  trains  over  in  how  long! 

Senator  Cummins.  You  have  said  that  they  would  not  get  the 
trains  over  the  road;  that  they  would  loaf  on  the  job.  And  one  cis 
easily  see  how  you  reach  that  conclusion ;  but  I  assume  that  is  because 
these  employees  would  regard  their  employment  as  the  employment 
by  the  railroad  company? 

Mr.  Cowan.  Yes;  they  expect  the  road  to  be  turned  back  and  th*j 
will  continue  in  their  work. 

Senator  Cummins.  But  suppose  they  all  regarded  the  Governmert 
as  their  employer— that  they  were  paid  by  the  Government? 

Mr.  Cowan.  I  have  no  way  to  draw  any  conclusion  from  that, 
just  estimating  the  man  power  and  the  human  disposition,  except 
that  wherever  I  have  been  in  contact  with  Government  employee? 
and  representatives  they  have  not  manifested  that  they  were  in 
much  of  a  hurry  about  it. 

Senator  Cummins.  That  is,  you  mean  men  do  not  work  as  hard 
for  the  Government  as  they  do  for  private  employers? 

Mr.  Cowan.  Not  if  he  knows  it,*  in  my  opinion. 

Senator  Cummins.  Not  if  he  knows  what? 

Mr.  Cowan.  I  think  that  is  the  universal  experience,  gentlemen. 

Senator  Cummins.  Is  that  the  reason  you  think  the  Government 
can  not  successfully  run  the  roads,  or  is  it  because  yon  think  th« 
employee  does  not  know  who  he  is  working  for? 
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If  r.  Cowan.  I  think  both  of  those  things  come  in ;  but  I  think 
another  very  important  feature  as  to  whether  the  one  plan  or  the 
other  should  be  adopted,  and  that  is  this:  The  reorganization  of  the 
railroad  family  that  was  mentioned  by  Judge  Kellogg  a  while  ago. 

Let  me  read  you  a  letter  which  was  written  to  Mr.  McAdoo,  by 
Mr.  John  K.  Rosson.  Mr.  Rosson  was  formerly  live-stock  agent 
the  Missouri,  Kansas  &  Texas  Railroad  and  is  now  in  the  commission 
business.  This  letter  was  written  to  Secretary  McAdoo  by  Mr. 
Rosson,  as  follows : 

I  spent  the  day  yesterday  In  Texarkana,  and  a  large  part  of  the  time  in  the 
hotel,  and  I  overheard  a  conversation  between  railroad  employees  with  ref- 
erence to  the  treatment  they  were  getting  from  the  Cotton  Belt  Railroad.  From 
the  conversation  I  understood  that  their  headquarters  were  at  Pine  Bluff, 
where  their  families  lived,  and  that,  beginning  with  last  Thursday,  January 
10,  seven  crews  had  been  run  out  of  Pine  Bluff  south  to  Texarkana  and  none 
sent  back,  and  yesterday  morning  there  was  another  crew  deadheaded  from 
Pine  Bluff  to  Texarkana.  I  am  writing  you  to  give  this  information,  as  they 
were  advancing  the  theory  that  the  railroad  company,  as  well  as  other  com- 
panies, were  doing  this  to  cause  dissatisfaction  and  defeat  the  Government 
action  in  taking  over  the  railroads.  They  further  stated  that  the  yards  there 
fn  Texarkana  were  congested  with  freight;  that  there  were  seven  engines 
and  crews  laying  idle  that  length  of  time.  Of  course,  part  of  them  were  only 
there  from  Sunday  until  Monday  afternoon,  which  was  the  time  I  overheard 
this  conversation.  But  in  that  time  not  one  of  them  had  been  sent  out  I 
heard  them  further  state  that  engines  were  badly  overloaded  with  tonnage  and 
that  they  were  unable  to  make  any  kind  of  time;  that  8  miles  out  from 
division  headquarters  they  were  tied  up  on  account  of  the  16-hour  law,  laid 
there  five  hours  before  a  crew  came  after  them  to  pull  them  in,  and  it  appears 
that  another  train  got  within  less  than  one-half  a  mile  of  division  head- 
quarters, tied  up  on  the  main  line,  which  required  a  crew  to  come  out,  and  then 
I  heard  them  say  that  each  man  of  the  crew  that  came  after  them  got  100 
miles  pay  for  this  service,  further  indicating  that  this  was  making  a 
bad  showing  in  the  expense  account  of  the  Government 

I  have  no  doubt  that  is  absolutely  true,  because  this  gentleman  is 
as  honorable  a  man  as  there  is  in  the  country,  and  an  experienced 
railroad  man  for  25  or  30  years,  and  it  only  indicates  what  could 
be  expected  in  the  outset  and  beginning  of  Government  operation 
unless  they  compel  these  railroad  companies  to  perform  their  duty. 

If  we  were  going  to  take  over  the  railroads  permanently,  these  men 
would  all  have  a  motive  to  hold  their  jobs  with  the  Government;  but 
believing,  as  they  probably  do,  that  it  would  only  be  a  couple  of 
years  or  a  year,  maybe,  they  have  not  got  the  incentive.  It  upsets 
the  whole  thing,  it  seems  to  me.  It  would  leave  it  in  a  chaotic 
condition.  That  term  is  the  one  generally  used  in  such  cases,  and  I 
talieve  the  incentive  ought  to  be  left  there,  and  I  believe  the  opera- 
tion of  each  system  of  railroads,  for  the  present  at  least,  until  cir- 
cumstances show  it  is  better  to  make  another  plan,  would  be  the 
better  plan.  That  would  leave,  then,  each  railroad  property  re- 
sponsible for  what  it  did  to  the  public,  it  would  be  responsible  for 
the  damages  it  caused  to  people  and  to  property,  and  it  would  still 
retain  the  same  interest  in  serving  the  community  that  it  serves 
that  it  had  before,  and  I  believe  that  would  be  better.  But  that  is 
not,  perhaps,  anything  to  be  considered  as  a  part  of  this  bill.  I  have 
only  answered  because  you  asked  me  the  question,  but  still  you  ought 
not  to  make  one  pot  out  of  all  of  the  funds  and  then  divide  it  up 
among  the  railroads  and  leave  nobody  with  an  incentive  to  perform 
this  service  which  they  are  supposed  now  to  perform  and  which  they 
ought  to  perform. 
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I  do  not  believe  Mr.  Anderson  or  Mr.  Payne  either  one  would 
object  to  going  over  this  matter  and  giving  it  thorough  considera- 
tion and  seeing  if  a  plan  can  not  be  devised  that  will  retain  this  man 
power.  I  assume  that  these  gentlemen  are  all  as  patriotic  as  any  of 
us  are,  and  they  are  endeavoring  to  do  the  best  they  can.  I  am  sure 
that  is  true.  I  have  no  doubt  that  is  the  case  with  Mr.  McAdoo;  but 
a  man  may  be  around  where  his  advice  comes  from  only  a  compora- 
tively  small  compass,  and  he  may  get  an  idea  that  he  is  wrong  on  this 
subject,  and  it  seems  to  me,  therefore,  that  there  is  danger  that  the 
Director  General  may  consider,  honestly,  no  doubt,  perfectly  so,  that 
it  is  to  the  best  interests  of  the  country  to  maintain,  or  in  other  words 
somewhat  to  underwrite  the  railroad  securities  of  the  country.  That 
I  do  not  think  ought  to  be  attempted,  but  I  think  everything  that  can 
reasonably  be  done  to  maintain  the  best  credit  ought  to  be  done,  but 
I  do  not  think  the  shipper  we  represent  ought  to  be  taxed  with  in 
unreasonable  rate  to  accomplish  that  purpose. 

Taking  the  short-line  difficulties  and  comparing  them  with  the 
objects  sought  with  respect  to  the  guarantee  as  a  means  of  main- 
taining railroad  credit,  two  propositions  were  adverted  to  by  Mr. 
McAdoo.  One  was  in  answer  to  the  objection  that  the  short  lines 
would  be  injured  by  not  taking  them  over.  He  said  we  could  not  ex- 
pect to  escape  injury  in  time  of  war,  that  we  did  not  expect  or  want 
to  send  cripples  to  war,. and  we  did  not  want  to  take  a  cripple  over. 

That  is  as  I  understood  his  testimony,  that  if  they  suffered  some 
injury  it  was  a  thing  to  be  expected,  a  thing  all  of  us  had  to  do— I 
suppose  he  meant  all  of  us  would  have  to  assume  more  or  less  bur- 
dens during  the  war.  But  if  the  railroad  credit  of  the  big  roads 
that  they  do  take  over  is  to  be  maintained  by  levying  additional  rates 
of  freight  on  the  producer  from  the  farms  and  the  ranches  of  this 
country,  r object  to  putting  them  in  one  class  and  the  smaller  roads 
in  die  other  one.  I  think  we  all  ought  to  go  along  together  and  take 
our  burdens  and  bear  them  together,  shoulder  to  shoulder,  and  I  be- 
lieve this  bill  ought  to  be  constructed  on  lines  that  will  accomplish 
that  object.  If  we  agree  on  the  objects  of  the  bill  certainly  we  could 
prepare  a  bill  that  would  carry  out  those  objects:  The  difficulty  is 
in  agreeing  on  the  objects. 

I  wish  to  thank  the  committee  for  its  courtesy  in  extending  me  this 
much  time,  and  I  wish  to  file  with  the  committee  a  prepared  type- 
written statement  that  I  will  call  my  written  brief  of  argument  and 
statement  with  respect  to  the  matters  which  I  have  discussed  some- 
what in  a  haphazard  way  before  the  committee  orally : 

The  Chairman.  It  will  be  printed. 

(The  statement  referred  to  is  here  printed  in  full,  as  follows:) 

Gentlemen  of  the  committee,  in  addressing  myself  to  the  Sims  biU  (H.  R. 
8172)  it  is  no  part  of  my  object  to  oppose  the  bill,  but  to  add.  if  I  may,  in  a 
proper  consideration  of  the  objects  to  be  attained  and  the  provisions  of  law 
to  be  enacted  to  accomplish  the  best  results  and  protect  the  shippers  in  their 
fundamental  right  to  Just,  fair,  and  reasonable  rates  to  be  determined  by  the 
tribunal  best  qualified  and  equipped  to  do  that.  I  represent  in  particular  tiie 
entire  organised  live-stock  shipping  interests  in  the  Uve-stock  producing  coun- 
try of  the  Central  West  and  East  and  what  I  shall  say  is  entirely  consistent  with 
the  history  of  their  connection  with  railroad  rates  and  service  vital  to  the  busi- 
ness as  the  business  is  to  winning  the  war. 

In  considering  the  bill  it  is  necessary  to  constantly  bear  in  mind  the  objects 
of  it.  If  that  can  be  determined  and  agreed  upon  by  the  committee;  if  the 
committee  wUl  inform  itself  with  regard  to  the  facts,  complex  as  they  are.  a> 
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as  to  judge  of  the  consequences  of  what  it  does,  it  should  not  ba  difficult  to 
find  language  with  which  to  express  and  carry  out  the  purposes  and  avoid  the 
injuries  which  might  result  without  such  consideration.  It  will  be  my  pur- 
pose, therefore,  to  point  out  as  nearly  as  I  may — and,  as  I  said  before,  I  am 
In  entire  sympathy  with  legislation  for  Government  operation — such  matters 
as  I  trust  will  be  of  aid  tc.  the  committee.  What  I  shall  say  likewise  is  as 
much  addressed  to  those  who  framed  the  bill  and  are  the  particular  pro- 
ponents of  it,  believing  as  I  do  that  they  will  welcome  any  suggestion  which 
will  lead  to  the  best  results  for  the  public  interest  and  equitable  and  fair 
treatment  to  the  railway  corporations  and  the  individuals  most  directly  in- 
terested. 

The  first  public  announcement  which  led  to  the  proclamation  of  the  Presi- 
dent, the  appointment  of  the  Director  General,  and  the  action  now  proposed  io 
the  bill  was  the  report  of  the  Interstate  Commerce  Commission  to  Congress 
growing  out  of  the  hearing  of  the  Fifteen  Per  Cent  case,  ex  parte  57,  upon 
the  application  of  the  railroads  in  the  eastern  district  of  the  United  States 
for  further  advances  of  rates  applicable  to  that  territory,  which  report  of 
the  commission  was  in  turn  upon  the  knowledge  which  it  had  and  the  statements 
of  the  railroad  presidents  and  others  made  before  the  commission  in  that  case. 

It  would  scarcely  be  proper  to  here  point  out  in  detail  what  was  said,  but 
it  is  sufficient  to  point  to  the  fact  that  it  was  asserted  by  the  eastern  carriers 
that  the  burdens  of  the  war  had  so  congested  the  traffic  owing  to  its  volume  and 
owing  to  the  difficulty  of  handling  in  the  terminals  and  ports,  much  of  which 
was  undoubtedly  due  to  the  Inability  of  the  Government  and  others  to  secure 
shipping  to  the  Atlantic  ports.  Although  the  railroads  had  the  maximum  of 
traffic  and  more  than  they  could  handle  they  could  not  efficiently  operate  their 
properties  because  of  insufficient  power,  the  number  of  cars  and  the  manner  Id 
which  they  were  used  and  held,  and  insufficient  trackage,  coupled  with  the 
difficulties  and  inability  to  secure  labor  and  partly  to  the  loss  of  skilled  labor 
going  Into  the  Government  employ  and  into  industrial  work,  coupled  with  in- 
efficiency of  labor. 

The  situation,  therefore,  was  not  so  much  that  the  specific  rates  were  not 
themselves  adequate  to  the  service  as  between  the  railroad  and  shipper  per- 
formed under  ordinary  conditions,  but  that  the  burdens  were  cast  upon  the 
railroads  by  reason  of  the  war. 

Cooperation  as  between  the  carriers  and  the  operation  of  them  as  a  whole 
and  under  one  systematized  agency,  which  would  efficiently  use  all  the  equip- 
ment and  tracks  to  the  best  advantage  and  pool  the  Interests  of  the  railroads 
and  consolidate  their  management,  was  discussed  at  the  hearing,  and  seem- 
ingly thought  to  be  desirable  upon  the  part  of  at  least  some  of  the  prominent 
representatives  of  the  carriers. 

Upon  the  part  of  the  shipping  interests  represented  at  the  hearing  there  was 
a  general  concurrence  of  opinion  expressed  that  operation  by  the  Government 
during  the  period  of  the  war  appeared  to  be  necessary. 

The  commission  arrived  at  that  conclusion;  at  least,  it  concluded  to  submit 
the  subject  matter  to  Congress  for  its  consideration. 

Thus  we  have  before  us  at  this  time  the  bill  now  under  discussion.  There  is 
no  precedent  and  the  subject  is  as  new  to  the  framers  of  the  bill  as  to  the  rest 
of  us. 

It  was  nowhere  intimated  or  considered  on  the  part  of  those  representing 
the  shippers  that  a  general  advance  in  the  rates  would  cure  the  situation ;  it 
was  frankly  admitted  by  the  carriers  that  the  advances  asked  for  would  serve 
merely  as  a  poultice,  but  not  cure  the  wound ;  and  generally,  as  I  understand 
the  matter  as  presented  by  the  commission,  the  major  premise  of  the  entire 
contention  was  that  the  exigencies  of  the  war  constituted  the  cause  of  these 
conditions  requiring  a  remedy  that  would  be  adequate  to  meet  the  situation ; 
which  was  one  advance  after  another  would  be  demanded  of  shippers  as  under- 
writers. 

The  remedy  that  has  been  determined  upon  is  governmental  control,  and  the 
term  and  conditions  of  it  are  the  subject  matter  of  the  bill. 

Token  from  the  railroad  view,  we  may  go  back  into  the  history  of  railroad 
regulation  to  elucidate  the  present  situation  and  bring  into  view  the  principal 
matters  of  contention  which  would  naturally  arise  and  which  do  present  them- 
selves by  the  terms  of  this  bill  as  between  the  ordinary  shipper  on  the  one  hand 
and  the  carrier  upon  the  other,  unmistakably  disclosing  the  railroad's  purpose 
to  saddle  the  country  with  these  increasing  rates. 
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Previous  to  the  enactment  of  the  Eltdns  bill  in  1908  rebates,  dlscrimlnatioas, 
and  preferences  prevailed  almost  universally  in  greater  or  less  degree.  The 
object  of  that  bill  was  to  absolutely  prohibit  these  wrongs  and  to  punish  b>*b 
the  carriers  and  the  shippers,  or  at  least  to  make  them  afraid,  and  this  com- 
petition between  the  carriers  to  pay  in  some  manner  for  the  traffic — in  other 
words,  to  buy  it — ceased  to  be  the  rule.  Previous  to  that  time  it  mattered  very 
little  what  the  rates  were  on  paper,  at  least  to  all  large  shippers  whose  business 
was  of  consequence,  because  the  rates  were  not  observed  when  it  came  to 
getting  the  money  for  the  service.  When  this  condition  passed  out  then  it  tos 
that  a  systematic  method  was  begun  all  over  he  counry  to  increase  rates,  and 
almost  every  shipper  knows  that  with  respect  to  his  own  business  the  carriers 
have  in  various  ways  from  time  to  time  succeeded  and  that  there  has  been  no 
period  during  which  that  effort  has  been  slackened — indeed,  there  are  no 
slackers  among  the  railway  people  when  it  comes  to  advancing  rates.  Added  to 
the  skill  of  the  railroads  in  that  particular  the  superlative  and  unparalleled 
legerdemain  on  the  banks,  which  own  or  dominate  the  control  of  the  railroads 
for  the  most  part,  has  enabled  them  to  present  such  great  force  as  to  put  the 
shipper  almost  out  of  the  running  when  it  comes  to  combating  it 

The  fact  that  the  Interstate  Commerce  Commission  could  not  make  the 
rates  rendered  it  practically  important  to  afford  a  remedy.  Rate  making  bein? 
a  legislative  power  carried  into  effect  through  administrative  boards  and  not 
a  judicial  power,  the  courts  could  afford  no  relief  against  unreasonable  rates 
and  discrimination.  Therefore,  beginning  about  the  time  rebates  were  censing 
and  the  advance  in  rates  were  springing  up  everywhere,  coupled  with  innumer- 
able discriminations,  shippers  through  their  individual  and  organized  efforts 
sought  a  remedy  to  head  off  these  advancing  rates  and  to  prevent  discrimina- 
tions, and  for  that  purpose  to  establish  a  tribunal,  or,  rather,  to  make  of  the 
Interstate  Commerce  Commission  a  tribunal  which  after  fully  hearing  the 
matters  in  controversy  might,  as  a  body  peculiarly  skilled  in  the  complex  and 
difficult  problem  of  determining  what  would  be  just  and  reasonable,  and  cor 
rect  the  wrong,  demanded  of  Congress  the  enactment  of  the  law  which  vis 
finally  known  as  the  Hepburn  bill. 

Having  personal  familiarity  with  the  matter  from  its  inception  and  the  occa- 
sion to  frequently  appear  before  this  committee  and  the  committee  of  the 
Senate,  I  can  not  help  knowing  the  position  and  contention  of  the  railroads' 
opposition  to  the  enactment  of  any  such  law  and  of  their  constant,  persistent, 
and  repeated  assertions  before  this  committee,  of  which  its  records  will  bear 
witness,  of  the  inability  or  incompetency  of  the  Interstate  Commerce  Commi«- 
slon  or  any  other  commission  to  prescribe  just  and  reasonable  rates,  and  that 
any  such  action  upon  the  part  of  Congress  would  be  destructive  of  property 
Interests,  of  railroad  development,  and  injurious  to  commerce.  They  emphasized 
with  great  force  and  brought  many  to  bear  witness  that  the  widows  and 
orphans,  the  savings  banks,  and  eleemosynary  institutions  would  suffer  on  thi5 
account. 

So  extensive  and  successful  have  been  the  educational  campaigns  carried  on 
by  the  combined  efforts  of  the  railroads  through  their  educational  propaganda 
and  disseminated  by  the  multitude  who  still  rode  upon  passes  to  Washington 
that  this  committee  was  so  swamped  with  applications  for  hearing  of  wit- 
nesses, publicists,  economists,  professors,  and  others,  in  addition  to  the  higher 
railroad  officials,  that  it  was  only  able  to  give  to  shippers  In  the  beginning 
of  the  controversy  a  few  minutes  of  time,  whereas  days  were  consumed  by 
the  opposition  to  the  enactment  of  the  proposed  legislation.  The  whole  object, 
of  course,  was  to  prevent  interference  with  their  levying  freight  rates  upon 
the  business  and  commerce  of  the  country  on  the  basis  of  what  the  traffic 
would  bear. 

The  initiative  in  making  rates — that  is,  the  filing  of  tariffs  of  Increased  rates- 
was  left  entirely  in  the  hands  of  the  railroads,  generally  acting  upon  most 
Important  rates  through  the  traffic  associations  composed  of  the  carriers  in 
the  various  traffic  districts  of  the  United  States.  It  can  not  be  denied  that 
they  have  worked  day  and  night  shifts  in  eliminating  as  between  each  other 
competition  as  to  rates  and  publishing  joint  tariffs  for  advances  with  voluntary 
reductions  only  where  It  became  necessary  to  favor  some  railroad  or  son* 
traffic  which  would  not  otherwise  move  or  to  increase  the  volume  of  bustne* 
so  as  to  advance  their  net  return,  until  perhaps  no  one  would  have  the  hardi- 
hood to  contend  that  the  entire  energy  of  the  traffic  associations  have  had 
for  their  object  greater  net  returns  or  to  divert  the  traffic  through  one  channel 
or  another  in  order  to  accomplish  that  end  for  somebody.    Indeed,  there  conki 
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be  no  motive  for  the  reduction  In  rates  by  the  voluntary  action  of  the  carrier 
except  to  stimulate  the  business  with  the  ultimate  object  of  Increasing  their 
net  earnings  in  the  long  run. 

Since  the  Interstate  Commerce  Commission  became  active  in  the  matter  of 
the  trial  of  these  matters  its  offices  and  bureaus  have  been  constantly  flooded 
with  an  influx  of  railway  skilled  traffic  men,  attorneys,  and  others  looking  after 
the  interests  of  the  carriers. 

These  things  are  not  mentioned  by  way  of  criticism ;  they  have  followed  in 
the  natural  course  of  events  and  according  to  the  rights  of  the  carriers,  but  not 
in  the  interest,  generally  speaking,  of  the  shipper.  Constant  dripping  wears 
away  the  stone. 

On  the  other  hand,  the  acts  of  shippers  of  the  country  who  pay  the  freights — 
and  there  are  many  who  do  not  pass  the  buck — are  represented  to  a  very  limited 
extent.  Commission  merchants,  and  traders  at  commercial  centers,  look  mainly 
not  to  the  amount  of  the  rate  but  to  the  relation  of  the  rates  as  compared  with 
those  paid  by  their  competitors.  Being  located  In  a  comparatively  small  com- 
pass of  territory,  accessible  to  each  other  and  having  the  opportunity  to  confer, 
generally  for  trade  purposes  they  have  organizations  that  secure  representa- 
tives to  look  after  their  interests.  This  is  likewise  the  case  with  large  manu- 
facturers, who,  although  they  sell  f.  o.  b.  the  factory,  must  keep  open  the 
channels  of  trade,  and  generally  speaking  they  have  agreed  upon  the  method 
whereby  that  is  to  be  done,  such  arrangements  being  as  Is  well  known  between 
the  traffic  men  representing  the  manufacturers  and  the  railway  serving  the 
respective  manufacturers. 

To  all  of  this  class  there  may  be  adequate  representation  before  the  com- 
mission, but  that  has  for  its  object  the  keeping  up  of  the  parity  of  rates,  often- 
times agreeing  to  advances  in  the  rates  as  a  means  of  preserving  that  parity. 

I  mention  these  things  in  order  to  lead  to  the  point,  that  there  is  one  class  T>f 
people  in  this  country  who  can  not  pass  the  buck  and  who  always  pay  the 
freight,  and  that  is  the  producer  of  livestock  and  farm  products  who  must  ship 
and  sell  at  a  central  market  or,  if  he  chooses  to  sell  at  home,  who  must  bear 
the  cost  of  transportation  to  that  central  market.  There  is  no  escape  from  it. 
It  may  be  that  the  miller  and  the  wholesaler  or  the  packer  In  the  first  instance 
may  pay  the  transportation  cost  from  the  factory  to  the  ultlcate  consumer  or 
ultimate  consuming  district,  but  they  are  generally  in  a  position  to  pass  the 
buck  along,  which  the  ultimate  producer  can  not  do.  So  there  are  innumerable 
Instances  before  the  Interstate  Commerce  Commission  and  the  State  commis- 
sions where  the  miller,  lumber  man,  packer,  wholesaler,  and  others  have  been 
entirely  agreeable  to  advances  in  rates  provided  their  parity  is  maintained. 
They  are  not  concerned  in  the  amount  of  the  advances  provided  their  competitor 
ships  upon  the  same  rates.  To  my  personal  knowledge  there  are  numbers  of 
cases  before  the  Interstate  Commerce  Commission  where  such  shippers  are 
treated  as  being  advocates  of  advanced  rates  although  they  know  that  when  the 
grain  producer  ships  to  the  central  grain  market  the  total  freight  rate  up  to 
that  point  Is  deducted  out  of  his  accounts  sales,  and  so  it  is  in  all  cases  In  the 
shipment  of  livestock  for  immediate  slaughter  and  generally  for  any  other 

purpose. 

It  is  no  wonder,  therefore,  that  we  seen  the  most  prominent  of  the  communi- 
ties, to  wit,  the  large  dealers  and  manufacturers  of  the  raw  materials  and  the 
store  and  supply  houses  not  interested  in  the  matter  of  advances  in  rates, 
because  they  do  not  pay  them  afford  but  little  protection  to  the  ultimate  pro- 
ducer from  whom  they  buy  and  out  of  whose  account  sales  they  deduct  the 
freight,  while  they  pass  the  buck  to  the  consumer. 

It  may  be  that  the  finished  product  from  the  mill,  from  the  packing  house, 
from  the  elevator,  storehouse,  or  elsewhere,  in  the  aggregate,  pays  as  much 
freight  as  the  raw  material  in  the  form  of  the  product  of  the  farm  and  the 
ranch ;  but  if  both  are  advanced  the  producer  pays  it,  whereas  it  does  not  come 
out  of  the  pocket  of  the  purchaser  at  the  central  market,  while  the  consumer 
has  the  bag  to  hold  from  the  mill  and  packing  house  to  his  table. 

These  matters  are  not  presented  thus  in  detail  so  much  for  the  purpose  of 
showing  that  the  producer  may  be  charged  an  unreasonable  rate  and  can  not 
well  be  organized  sufficiently,  situated  as  they  are  throughout  the  vast  extent 
of  territory,  to  aggregate  their  interest  and  with  combined  effort  contest  ad- 
vances which  may  be  small  to  each  individual,  but  rather  to  show  the  important 
and  overwhelming  fact  that  whenever  a  rate  is  made  beyond  what  is  reasonable 
for  the  service  performed,  either  for  the  purpose  of  producing  to  the  carrier 
greater  revenue  or  for  purposes  of  maintaining  its  credit  or  a  surplus  for  further 
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and  additional  construction,  it  is  a  tax  that  is  levied  upon  the  producer  *M 
comes  out  of  his  pocket,  and  unhappily  he  can  not  pass  the  buck,  but  a*  to  the 
manufacturer,  the  dealer,  the  purchasers  at  the  central  market,  although  equal  i* 
levied  upon  his  shipment,  he  can  pass  the  buck,  and  history 
instances  where  he  has  failed  to  do  it 

If,  therefore,  in  this  case  the  exigencies  of  the  war  have  plaeed 
burden  upon  the  railroads  on  account  of  which  they  need  more  money  than  the 
operation  produced  in  normal  times  or  would  probably  produce  In  the  future, 
any  attempt  to  secure  that  fund  by  general  advances  in  rates  beyond  what 
would  otherwise  be  reasonable  would  be  the  most  inequitable  and  unjust  tax 
that  possibly  could  be  levied. 

We  opposed  the  advance  of  the  rates  in  the  Fifteen  Per  Cent  case,  tried  out 
and  finally  decided  by  the  commission  last  July,  wherein  the  advance  was 
denied  except  upon  the  class  rates  in  the  eastern  territory,  approximately  i 
hundred  million  dollars  to  the  eastern  lines  reaching  the  Atlantic  coast,  and  for 
the  same  reason  opposed  the  advances  upon  the  rehearing  of  the  Fifteen  V*r 
Gent  case  in  November  last,  the  outgrowth  of  which  has  been  the  GovermuerJ 
control.  If  advances  are  again  proposed,  give  us  a  hearing  and  decision  of  the 
tribunal  organized  and  equipped  to  do  it. 

Not  only  did  we  oppose  the  advances  upon  the  grounds  mentioned,  bat 
strated,  as  was  found  by  the  commission,  that  the  financial  showing  of  the 
did  not  justify  the  advances  beyond  those  which  were  made  in  the 
cases.  While  that  case  has  not  been  decided  upon  the  facta,  It  may  be 
that  the  western  lines  had  pending  during  that  hearing  an  application  for 
lar  advances  in  the  western  district  which  upon  the  report  of  the  commlmtaa  v> 
Congress  was  withdrawn,  coupled  with  the  statement  that  it  could  be  better 
presented  when  the  annual  reports  for  the  calendar  year  1917  should  comt  ts> 

,Now,  going  back  to  1910,  Congress  enacted  that  as  to  rates  advanced  aftor 
January  1,  1910,  the  burden  of  proof  should  be  upon  the  carrier  to  justify  mc* 
advances  and  the  commission  was  authorized  to  suspend  the  effective  date  <* 
such  advances  until  it  could  hear  and  determine  the  question  as  to  whether 
the  advances  were  just  and  reasonable.  Thus  Congress  took  notice  of  the  fit 
of  the  continual  warfare  for  advances  in  rates  and  of  the  impossibility  ordi- 
narily of  the  shipper  protecting  himself  against  it,  for  he  had  better  bear  the 
burden  of  it  than  to  go  to  the  expense  necessary  to  combat  it 

Notwithstanding  the  provisions  of  this  act  of  1910,  blanket  applications  wen 
made  to  the  Interstate  Commerce  Commission  for  advances  in  rates,  both  lo 
the  East  and  in  the  West,  and  after  most  thorough  and  complete  considerate 
of  the  entire  subject  the  commission  refused  such  advance  and  made  Its  mW 
Ings  of  fact  to  show  that  the  contentions  of  the  railroads  with  respect  to  the* 
financial  condition  did  not  justify  them.  Subsequently  motions  for  rehearinr. 
were  presented  and  ultimately  they  were  granted  in  the  eastern  case,  »ad 
again  an  application  came  on  for  advance  of  the  western  rates  which  was  the 
subject  of  most  elaborate  investigation  in  1914  and  the  commission  ajniia 
refused  to  advance  the  rates  because  they  were  not  shown  to  be  justified  ex- 
cept as  to  a  few  commodities,  and  a  motion  for  rehearing  was  made  and  over- 
ruled. This  brought  the  matter  down  to  the  general  application  made  in  the 
early  part  of  1917  and  decided  in  July  of  that  year. 

During  the  pendency  of  that  case  upon  the  blanket  application  for  advance* 
in  rates  and  in  fact  provided  for  by  law  specifically  but  for  convenience  of 
undertaking  the  presentation  of  tentative  tariffs,  Congress  had  pending  before 
it  a  bill  to  increase  the  number  of  commissioners  and  for  other  purposes,  sod 
among  other  things  enacted  that  rates  should  not  be  advanced  except  npea 
approval  of  the  commission  when  shown  by  the  carriers  to  be  justified. 

So  that  Congress  again  recognized  the  continual  warfare  carried  on  ft«r 
the  advance  of  rates. 

During  all  of  this  period  complete  and  unlimited  confidence  was  tmpoeed  lo 
the  commission  by  the  public  and  by  Congress  to  do  Justice  in  the  preml** 
and  to  determine  what  was  Just,  fair,  and  reasonable.  While  Congress  dfcj 
not  precisely  enact  that  the  previous  raise  should  be  deemed  to  be  Just  «nd 
reasonable,  or  at  least  sufficiently  high,  it  made  it  prima  facie  so  as  a  matw 
of  fact  and  again  placed  the  burden  of  proof  upon  the  railway*  to  Justify  iaj 

advance.  %t  ,  . 

It  is  difficult  to  find  any  basis  rates  on  any  Important  commodity  moved  n 
interstate  transportation  between  principal  points  of  production,  sale,  manure* 
ture,  and  consumption  that  have  not  during  the  last  few  years  been  the  subject 
of  investigation  by  the  commission  and  the  maximum  rates  prescribed  by  u> 
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commission.  In  several  Instances  the  courts  have  been  resorted  to  to  set  aside 
the  action  of  the  commission,  and  the  Supreme  Court  has  In  every  such  case 
recognized  the  superior  ability  and  qualifications  of  the  commission  to  determine 
and  pass  upon  the  facts,  holding  that  the  question  of  the  reasonableness  of  the 
rates  is  a  question  of  fact  which  can  be  better  passed  upon  by  those  skilled  In 
the  business,  as  likewise  Is  the  question  of  whether  a  discrimination  Is  unjust 
or  unreasonable,  and  so  they  have  accepted  the  decisions  of  the  commission  In 
all  cases  where  there  was  any  evidence  to  support  its  findings. 

In  behalf  of  the  shippers  whom  I  represent  particularly  in  this  matter  and 
of  shippers  whom  I  have  represented  in  various  cases  before  the  Interstate 
Commerce  Commission  and  before  the  courts  in  these  cases,  I  wish  here  to 
challenge  any  contradictions  of  the  fact  that  the  public  generally  reposes  full 
confidence  in  the  commission.  It  would  be  little  wonder,  therefore,  that  after 
this  history  and  the  years  of  effort  on  the  part  of  the  public  to  secure  a  hearing 
and  determination  of  the  rights  of  the  shippers  as  against  the  carriers  in  this 
unequal  contest,  as  it  always  is,  they  will  look  with  the  utmost  disfavor  upon 
the  curtailment  of  power  or  the  usefulness  of  the  commission  by  anything  in 
this  bill  or  otherwise  unless  the  absolute  necessities  of  the  war  should  require  it 

Happily  the  situation  as  presented  before  this  committee  and  before  the 
Senate  committee  by  the  proponents  of  the  bill  in  nowise  controverts  anything 
which  I  have  here  stated,  but  rather  bears  witness  to  both  the  correctness  of 
these  statements  and  the  desirability  of  the  commission  continuing  in  the 
fullest  exercise  of  the  power  conferred  upon  it  by  the  act  to  regulate  com- 
merce except  and  only  so  far  as  it  is  absolutely  necessary  with  respect  alone  to 
the  matter  of  the  operation  of  the  railroads. 

It  is  true  that  the  bill  does  not  expressly  confer  upon  the  interstate  or  the 
State  commissions,  and  does  not  expressly  reserve  to  the  interstate  and  State 
commissions,  and  does  not  expressly  reserve  to  the  shippers  the  rights  and 
remedies  arising  under  the  act  to  regulate  commerce  or  before  the  Interstate 
Commerce  Commission  or  the  State  commissions  in  so  many  words,  but  in  the 
eleventh  section  does  make  them  subject  to  all  laws  and  liabilities  as  common 
carriers  not  inconsistent  with  the  provisions  of  the  bill  or  of  the  order  of  the 
President,  yet  it  is  consistently  urged  that  under  the  provisions  of  the  bill  as 
drawn  the  President  or  the  Director  General  while  exercising  the  powers  con- 
ferred upon  him  by  the  proclamation  could  supersede  entirely  all  of  the  func- 
tions of  the  Interstate  Commerce  Commission  or  the  State  commissions  with  re- 
spect to  rates  and  any  law  of  any  State  or  of  the  United  States  with  respect 
thereto  that  would  be  Inconsistent  with  the  bill  or  the  order  of  the  President 
or  the  Director  General. 

It  Is  stated  that  it  is  not  desired  at  this  time  to  take  away  those  powers, 
but  inferentinlly  It  is  contended  if  no  directly,  that  should  occasion  seem  to 
require  it,  then  the  Director  General  may  exercise  such  power. 

It  Is  this  proposition  that  we  contest. 

First.  Upon  the  ground  that  it  takes  away  entirely  the  rights  of  the  shippers 
under  the  act  to  regulate  commerce  and  under  the  statutes  of  the  different 
States  which  after  a  long  struggle  they  have  secured  so  that  they  might  have  a 
remedy  against  the  power  which  the  railroads  would  otherwise  exercise  in  the 
matter  of  prescribing  the  rates  and  charges. 

Second.  No  conditions  or  circumstances  have  been  referred  to  which  justify 
any  such  action. 

Third.  The  fact  that  the  railroads  desire  It  is  perfectly  consistent  with  their 
continuous  desire  to  be  permitted  to  advance  rates  or  secure  their  advancement 
In  order  to  increase  their  revenues  by  whatsoever  means  might  be  at  their 
command. 

If  the  guaranty  as  proposed  in  the  bill  should  not  be  made  up  from  net 
earnings,  and  nobody  contends  that  it  would  be  within  a  degree  of  certainty, 
either  the  people  must  respond  to  it  out  of  the  Public  Treasury,  which  the 
L>Irector  General  says  is  already  overburdened,  or  it  must  be  levied  upon  the 
shippers. 

Thus  would  be  brought  about  the  very  condition  growing  out  of  this  bill, 
nnmely,  an  advance  In  the  rates  which  through  these  years  of  contention  and 
effort  the  railroads  have  failed  to  secure  through  the  commission. 

It  is  little  wonder,  therefore,  that  the  railroads  do  not  desire  to  leave  this 
matter  to  the  commission,  and  still  less  wonder  that  the  shippers  shall  impera- 
tively demand  that  It  be  left  with  the  commission  to  Judge.  This  does  not 
Interfere  with  any  activities  of  the  Government  with  respect  to  the  war,  and 
none  are  pointed  out,  and  it  may  be  safely  said  that  if  in  any  case  befor© 
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the  commission  it  should  appear  that  the  exigency  of  the  war  required  it  they 
could  be  relied  upon  as  the  first  to  adequately  respond  to  them,  but  not  under 
the  guise  of  the  exigencies  of  war  to  levy  undue  burdens  upon  the  shipper. 
Repeating  again  the  proposition  that  the  requirements  for  the  payment  of  a 
rate  above  what  is  reasonable  for  the  service  is  In  the  nature  of  a  tax  for  toy 
purpose  that  occasions  the  imposition  of  it,  if  it  is  for  the  exigencies  of  the 
war  to  meet  conditions  which  the  whole  country  is  obligated  to  meet,  then  it 
would  be  most  unjust  to  levy  it  upon  the  traffic  of  the  country  as  a  freight 
rate  for  those  to  pass  on  who  can  do  it,  and  those  like  the  producers,  whom  I 
represent,  to  pay  it  because  they  must  pay  it. 

There  is  no  sacredness  to  a  dividend ;  in  time  of  war  that  rises  above  the 
right  of  the  producer  of  the  meat  and  bread  that  feeds  the  Army  to  have  a 
reasonable  rate  upon  which  it  may  be  shipped  to  the  points  of  consumption. 
It  is  amazing  that  the  National  Council  of  Defense,  the  head  of  transportation 
should  have  so  argued  before  the  commission  or  that  the  proponents  of  the 
bill  open  the  door  to  that  accomplishment  here. 

GOVERNMENT  CONTROL  OF  RAILROADS — OCCASION   FOR   IT. 

The  exigencies  of  war  have  required  an  abnormal  increase  in  freight  ami 
passenger  traffic,  increased  cost  of  supplies  and  labor,  congestions  at  ports  aart 
elsewhere,  taking  locomotive  cars  and  railroad  material  to  the  other  side,  so  as 
to  require  unification  of  operation  to  utilize  all  tracks  and  facilities  and  prtmde 
additions  and  to  route  traffic  on  lines  of  least  resistance  to  conserve  transpor- 
tation. 

The  ordinary  shipper,  producer,  or  consumer  is  not  responsible  therefor,  apart 
from  his  general  duty  to  the  country  as  a  whole.  He  should  not  therefore  he 
required  to  pay  for  it  in  advanced  rates  levied  for  that  purpose,  nor  the  reason- 
ableness of  rates  be  determined  and  measured  by  this  necessity.  The  country 
as  a  whole  should  pay  for  it — that  is,  pay  for  additional  cost,  if  any,  for  the 
units  of  service  caused  by  these  conditions.  The  standard  to  him  is  what  Is 
reasonable. 

Therefore,  to  make  the  Government  control  a  means  of  advancing  rates,  which 
but  for  these  conditions  would  be  reasonably  high,  is  taking  away  from  the 
producer  and  shipper,  who  really  bears  the  burden  for  the  public  purpose  to 
pay  its  debt  rather  than  for  the  service  or  what  is  reasonable  pay  for  the 
service  of  transportation.  This  is  essentially  and  fundamentally  wrong.  This 
can  not  be  gainsaid  and  would  not  even  be  contended  for  were  it  not  for  the 
desire  of  the  railroads  to  increase  rates  and  prosper  by  the  transaction. 

For  no  other  reason  than  those  above  mentioned  do  they  ask  for  advances. 
It  matters  not  that  the  Government  pays  for  it;  they  want  rates,  when  ther 
get  the  roads  back,  that  are  higher  than  before ;  hence,  to  have  them  now  decreed 
and  put  into  effect  or  provide  for  it  to  be  done  from  time  to  time. 

This  I  am  not  guessing  at;  the  application  to  accomplish  it  is  now  pending 
and  they  will  follow,  one  upon  another. 

It  follows — and  there  is  no  uncertainty  about  it,  for  their  action  in  the  past 
proves  it — and  it  is  to  their  Interest  that  control  of  each  expenditure,  the  mak- 
ing of  each  improvement,  part  of  which  and  labor  on  which  may  be  chargeable 
to  both  capital  account  and  operating  expense,  gives  the  widest  scope  possible 
to  acquire  the  property  out  of  operating  expenses  paid  by  the  shipper  or  the 
Government,  but  to  ultimately  become  the  property  of  the  railroad  company 
without  paying  for  it  Self-protection  of  the  Government  against  railroad* 
accomplishing  this  is  a  most  important  matter.  Raising  rates  to  pay  it  forces 
shippers  to  furnish  capital.  The  closest  supervision  and  accurate  report  of 
these  expenditures  must  be  so  provided  for  as  to  be  beyond  the  influence  nf 
the  railroads.  Unless  it  is  done  both  the  Government  and  shipper  will  get 
"  soaked  " — that  is,  those  shippers  who  can  not  "  pass  the  buck." 

Another  cognate  and  superlatively  important  matter  is  to  take  stock  of  what 
was  received  when  the  railroads  were  taken  over  and  what  Is  turned  back, » 
that  a  balance  may  be  struck  in  final  settlement 

Since  this  bill  provides  for  keeping  in  as  good  repair  and  additions  and 
compensation  for  use,  deducting  betterments  and  excess  revenues  to  go  to  the 
Government,  this  is  vital,  and  the  shipper  should  not  be  compelled  to  pay  it  t>j 
advanced  rates. 

His  obligation  begins  and  ends  with  what  is  reasonable. 

The  law  has  provided  the  method  of  determining  and  fixing  that  and  it 
would  be  a  backward  step  to  undo  it.    It  stands  to  reason,  and  Justice  to  the 
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helpless  shipper  demands  that  his  rights  be  fully  maintained  to  this  standard. 
It  follows  that  the  bill  must  accomplish  this. 

To  do  it  explicit  declaration  that  all  existing  rights  of  the  shipper  and  all 
existing  remedies  for  their  enforcement  must  remain  intact,  except  where  the 
exigency  of  the  war  and  operation  to  secure  efficiency  naturally  calls  for  some 
other  action  by  the  Director  General  than  that  so  prescribed  in  these  remedial 
statutes  and  procedure.  That  will  rarely,  indeed,  if  it  ever  should,  relate  to 
rates  which  the  commission  could  not  better  determine  than  the  Director  Gen- 
eral. At  all  events  the  shipper  should  have  the  right  to  have  his  rights  tried 
out  as  to  what  he  should  pay  and  rates  prescribed  by  the  usual  tribunals 
established  and  equipped  for  that  purpose. 

Now.  this  could  not  in  anywise  interfere  with  the  operation  of  the  roads  or 
efficiency  of  the  management  or  utilization  thereof  in  the  hands  of  the  Director 
General,  because  as  to  the  amount  paid  for  the  services  the  Government  stands 
as  guarantor  for  the  amount  of  average  net  money  obtained  for  three  years  to 
be  the  standard  of  compensation  for  the  future. 

That  assumes  it  to  be  probable  that  the  volume  of  traffic  and  the  average 
receipts  for  handling  it  will  probably  amount  to  that.  If  it  is  more,  the  Gov* 
eminent  gets  it ;  if  it  is  less,  it  makes  it  up.  The  shipper  as  such  has  no  direct 
interest  in  either. 

The  presumptions  of  law  that  rates  are  sufficiently  high — prima  facie  at 
least — and  the  requirement  that  before  they  are  advanced  the  carrier  must 
show  the  advance  proposed  to  be  reasonable  should  in  justice  be  applied  here. 
Such  we  understand  to  be  the  intent  of  the  bill  until  otherwise  ordered  by  the 
Director  General. 

And  as  it  is  understood  by  those  who  prepared  the  bill  that  as  to  rates* 
liability  for  loss  and  damage  or  to  suit,  other  than  attachment  or  procedure 
taking  over  the  property  or  interfering  with  the  Director  General,  existing  stat- 
utes and  procedure  continue  and  suits  run  against  the  carrier  company  and 
that  requirements  for  .safety  appliances  and  generally  for  police  regulations, 
State  and  interstate,  no  charge  Is  contemplated,  it  would  seem  to  follow  that 
specific  limitation  as  to  the  qualifying  words  above  should  be  that  it  should 
not  affect  the  rights  of  parties  at  interest  under  the  act  to  regulate  com- 
merce or  the  procedure,  and  that  should  proceed  in  the  same  manner  as 
heretofore  on  subjects  under  its  jurisdiction  as  to  rates  and  charges,  and  its 
orders  in  respect  thereto  should  be  observed  unless  contrary  to  or  in  violation 
of  the  power  of  the  Director  General  in  the  operation  of  the  roads  or  direction 
of  movement  and  handling  of  the  traffic. 

Indeed,  there  could  remain  no  basis  of  determining  discrimination  or  loss  and 
damage  because  of  diversion  of  traffic,  and  in  so  far  as  reasonableness  of  par- 
ticular rates  or  schedules  is  dependent  upon  or  to  be  ascertained  by  the  amount 
of  return  afforded  in  the  aggregate  or  even  the  profit  per  unit  of  traffic  during 
Government  control  there  would  be  no  available  data  justifying  increasing  the 
rates  to  fit  the  future.  That  would  be  so  as  to  the  Director  General  making 
rates  or  the  commission  doing  the  same  thing.  So  the  commission  would  have 
to  resort  to  the  past  operation  for  any  evidence. 

Surely  it  would  not  be  contended  that  an  arbitrary  advance  could  be  made 
just  because  of  a  desire  for  more  money. 

After  the  subject  is  viewed  from  all  angles,  who  can  say  that  we  can  improve 
on  our  existing  method  of  regulating  rates  by  adopting  some  new  and  neces- 
sarily untried  method  rather  than  submit  the  matter  to  the  Interstate  Com- 
merce Commission  to  determine  after  full  hearing,  as  provided  by  law,  with 
the  wealth  of  experience  of  its  organization  and  its  agencies. 

These  observations  are  not  made  out  of  a  fear  that  the  course  outlined  will 
not  be  pursued,  but  to  meet  the  contentions  that  may  be  made  by  those  who 
are  without  comprehensive  knowledge  or  careful  study  of  this  important  feature 
of  railroad  transportation  as  defined  by  the  act. 

Furthermore,  the  people  after  years  of  strenuous  efforts,  have  evolved  these 
regulatory  systems  and  to  now  destroy  them  by  the  stroke  of  a  pen,  Imperfect 
as  they  may  be,  must  of  necessity  work  the  greatest  dissatisfaction  over  the 
entire  new  regime  of  control. 

The  least  change  to  aocomplish  needed  service  to  further  necessities  of  war 
is  all  that  is  desirable.  It  is  no  field  and  this  is  no  time  for  needless  and 
probably  experimentation;  we  must  stop  on  the  hither  side  of  that  and  look 
to  doing  simply  the  things  that  are  necessary  or  apparently  so. 
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Beyond  all,  it  is  not  a  school  or  cliaic  to  teach  the  ways  and  dangers  of 
Government  ownership  or  exhibit  or  exemplify  the  dangers  of  it-  To  avoid 
that  condition  is  the  key  to  successful  operation. 

Let  that  experiment  be  made  in  time  of  peace,  if  at  all. 

This  measure  invites  a  deficit  to  be  supplied  in  the  end  by  a  general  and 
large  increase  in  rates ;  that  might  as  well  be  its  declared  purpose  as  it  prob- 
able effect  when  you  consider  whether  it  shall  be  passed  in  this  form.  There 
are  two  controlling  features  underlying  It : 

1.  To  sustain  the  credit  of  railroad  securities  by  practical  underwriting. 

2.  To  tax  the  shipper  regardless  of  the  reasonableness  of  the  rates  to  supply 
the  deficit 

There  is  no  hint  of  any  Intention  to  help  the  shipper,  and  this  record  may  be 
searched  in  vain  for  an  intimation  of  it  The  right  and  necessity  of  taking 
over  these  railroads  means  that  it  shall  be  on  reasonable  terms — their  public 
duty;  their  duty  to  shippers  and  the  right  to  compensation  by  the  tenia 
of  the  Constitution  and  statutes  and  the  inherited  common  law  is  what  Is 
reasonable.  When  private  capital  built  these  railroads,  they  did  not  stock 
the  public  for  more,  although  their  efforts  to  do  it  have  involved  every 
specious  course  of  reasoning  and  clever  plan  which  great  ingenuity  coald 
devise.  That  is  brought  down  to  date.  It  has  been  repeatedly  asserted  before 
this  committee  and  the  Senate  committee  that  the  Government  owes  no  duty 
to  the  short  lines  to  take  them  over  in  order  to  sustain  their  credit  or  prevent 
disaster  to  them  or  some  of  them,  because  it  is  said  by  the  proponents  of  the 
bill  that  the  fact  that  they  may  suffer  because  of  the  war  furnishes  no  reason 
to  take  them  over ;  that  it  is  one  of  the  things  that  can  not  be  helped  as  aU 
must  expect  to  suffer  the  consequences  of  war.  If  so,  it  is  a  principle  ap- 
plicable alike  to  the  other  lines.  The  expressed  opinion  that  the  short  lines 
will  not  be  injured  is  no  reason  for  not  guaranteeing  them  if  in  either  case  we 
are  to  act  on  the  idea  that  we  must  guarantee  others  to  maintain  credit  by 
paying  more  than  they  can  reasonably  expect  to  make. 

It  is  not  so  much  the  fact  that  the  bill  is  insufficient  to  accomplish  the  desired 
object,  but  the  object  itself  to  which  I  direct  your  attention ;  in  other  words,  its* 
necessary  effect.  I  invite  you  to  submit  It  to  the  Interstate  Commerce  Com- 
mission for  its  opinion  as  to  the  effect  of  it.  Bear  in  mind  this  is  not  a  btlt 
drawn  by  the  commission,  nor  has  it  been,  so  far  as  appears,  submitted  to  it 
It  has  been  repeatedly  said  that  it  is  the  purpose  and  expectation  of  the 
proponents  of  the  bill  that  the  commission  will  be  continued  In  full  control  over 
rates  and  charges  and  that  the  bill  so  intends  and  expresses  it  subject  to  the 
power  of  the  President  exercising  the  war  power  to  order  otherwise.  But  It  U 
tepeatedly  asserted  that  but  little  interference  with  existing  laws  and  Interstate 
and  State  regulation  will  take  place;  as  little  as  possible.  Why?  Manifestly 
because  of  the  admission  that  these  are  the  bodies  most  capable  of  performing 
the  duties  of  administering  the  regulatory  laws  between  carrier  and  shipper  to 
do  justice.  Now,  the  standard  of  the  law  for  them  to  follow  is,  What  is  reason- 
able. That  is  the  only  safe  standard — yet  the  law  does  not  define  it  The 
determination  rests  in  the  judgment  of  the  tribunal  specially  equipped  to  reaefc 
a  correct  conclusion.  Then  why  not  continue  it?  Shall  a  less  competent  and 
unskilled  person,  whomsoever  he  may  be,  undertake  the  Job  of  setting  aside 
what  these  commissions  do  or  direct  them  what  to  do? 

If,  because  of  war,  the  shipper  has  no  right  to  reasonable  rates,  let  us  say  so: 
if  he  has,  then  let  the  tribunal  best  qualified  determine  it.  There  is  no  sound 
reason  to  place  this  dictatorial  power  in  anyone's  hands  to  determine  rates  asd 
charges  for  ordinary  commerce  because  of  war.  Can  you  imagine  such  a  ca«*? 
The  demurrage  rule  of  progressive  charges  to  induce  unloading  cars  is  referred 
to.  The  director  general  had  power  to  compel  the  unloading  regardless  of  de- 
murrage rules  or  charges.  If  the  penal  clause  of  this  bill  passes  the  fine  H 
$5,000.  That  is  like  his  sending  a  coal  train  under  New  York  contrary  to  regu- 
lations ;  he  didn't  have  to  fix  the  charge  for  it,  nor  ask  anybody  whether  h>» 
could  do  it.  So  he  simply  can  order  unloading  and  let  demurrage  rules  eeoer- 
ally  alone.  The  public  will  be  satisfied  to  have  the  commission  prescribe  rea- 
sonable rates  for  the  service,  but  not  to  measure  the  rates  by  the  guaranty  <* 
wore  than  !s  reasonable  for  the  use  of  the  property  taken  over.  The  value  of 
the  use  Is  what  it  is  reasonably  worth,  based  on  reasonable  rates,  and  this  ap* 
plies  to  just  compensation.  That  was  precisely  decided  by  the  Supreme  Onn 
in  Smythe  v.  Ames  and  followed  by  an  unbroken  line  of  decisions.  If  the  Got- 
«rnment  or  anyone  sees  fit  to  pay  more  for  the  hire,  rental,  or  use  of  the  prvj* 
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erty,  that  does  not  give  the  right  to  charge  higher  rates  than  are  reasonable — 
so  it  is  of  guaranteeing  securities. 

The  three-year  period  is  far  beyond  what  is  reasonable  as  a  standard. 
The  railroads  asserted  that  they  could  not  hope  to  reach  that  net  during  the 
war.  This  contention  was  made  a  year  ago.  and  again  recently  before  the 
commission.  Are  they  to  be  excepted  from  disturbance  of  war?  The  com- 
mission held  they  had  made,  and  probably -could  make,  enough  net  to  be  rea- 
sonable. They  refused  advances  of  rates,  therefore,  but  now  it  is  proposed  to 
make  the  exorbitant  guaranty  to  all  roads  that  will  agree  to  it  and  let  the 
others  recover  their  damages.  That  is  to  say,  those  roads  that  profit  beyond 
what  they  could  expect,  get  a  guaranty  to  keep  it  up,  while  the  others  are 
remitted  to  due  process  of  law  to  prove  their  damage,  which  under  the  Consti- 
tution is  just  compensation.  Why  not  make  it  Just  compensation  as  to  both, 
and  refer  the  matter  to  the  Interstate  Commerce  Commission  to  determine 
whether  the  guaranties  of  this  bill  do  not  exceed  that  standard.  I  urge  the 
committee  to  do  that.  If  you  pass  this  bill  with  this  guaranty,  you  levy  in  effect 
a  tax  to  guarantee  the  payment  of  an  unjust  compensation  by  shippers,  if 
rates  are  to  be  measured  by  required  returns.  It  is  unconscionable  and 
destructive  of  the  business  and  commercial  fabric  of  this  country.  You  can 
levy  a  tax  for  the  Government.  You  have  put  3  per  cent  on  all  bills  of  lading ; 
you  can  increase  that,  but  you  can  not  levy  a  tax  for  the  railroads.  You  can 
command  the  service;  you  can  take  them  and  perform  the  service,  but  you 
can  not  levy  a  tax  on  the  shipper  in  the  form  of  rates  for  the  purpose  of 
paying  admittedly  an  unreasonably  high  guarantee. 

At  first  blush,  there  were  only  two  objections  which  were  fundamental,  as 
It  looked  to  me ;  one  was  the  possible  exercise  of  control  over  the  commissions 
concerning  rates,  and  the  other  was  the  elimination  of  incentive  of  "men  be- 
hind the  gun;"  that  is,  employees  actually  doing  the  work,  from  manager  to 
section  men,  to  do  it  most  efficiently.  On  inquiry  as  to  the  intention  respecting 
the  work  of  commissions  and  regular  processes  of  law  to  secure  and  protect 
rights  and  remedy  wrongs  under  existing  law  and  procedure.  I  was  informed 
that  as  little  Interference  as  possible  would  be  the  rule,  so  I  supposed  there 
could  be  no  objection  to  putting  in  the  bill  language  that  would  make  that 
certain  and  limit  orders  to  the  contrary  to  such  cases  only  as  were  necessary 
to  the  operation. 

Listening  to  the  proceedings  before  the  committee,  I  fear  that  it  is  desired 
to  have  the  complete  power  to  set  aside  all  laws,  all  regulations,  all  powers  of 
commissions,  legislatures,  and  Congress  itself,  reposed  in  the  President  by  the 
words  in  section  11,  page  8,  line  1,  "or  with  any  order  of  the  President.'* 
With  those  words  stricken  out,  the  "  control "  or  "  possession,  use,  and  con- 
trol "  line  4,  section  1,  and  section  10,  coupled  with  the  act  of  August  29  and 
the  proclamation  of  the  President — as  I  understand  the  asserted  power  of  the 
Director  General,  it  is  deemed  as  complete  now  over  rates  and  charges  as  it 
would  be  under  this  act.  It  was  exercised  in  the  matter  of  demurrage  rules 
and  charges.  So,  if  that  be  correct,  this  bill  adds  nothing  to  it,  nor  does  it 
take  anything  away  so  far  as  rates  and  charges  are  concerned.  Hence,  we 
are  met  at  the  outset  with  the  proposition  that  what  the  bill  seeks  to  do  is  to 
make  an  appropriation  for  purposes  named  and  to  authorize  the  making  of 
un  agreement  for  Just  compensation  for  the  taking  over,  use,  and  control  of 
the  property,  and  to  reaffirm  whatever  powers  have  come  into  existence,  ratify 
the  taking  over  and  control,  &nd  to  confer  the  power  necessary  or  appropriate 
to  give  effect  to  the  bill. 

This  to  me  is  astounding,  because  if  correct,  the  major  premise  is  that  the 
President  may,  without  limitation,  ivroclaim  his  power  over  transportation  lines 
and,  if  he  chooses,  abolish  all  laws  and  regulations  and  transfer  the  power  to  the 
Director  General  by  virtue  of  the  act  of  August  29,  1917,  the  Joint  resolution  of 
Congress  pledging  the  resources  of  the  country  of  date  December  7,  1917,  and 
empower,  as  has  been  done  by  the  proclamation,  the  Director  General  to  enter 
upon  negotiations  looking  to  agreements  for  Just  compensation  and  report  it  to 
the  President  for  such  action  as  he  may  deem  lawful.  An  analysis  of  the  bill, 
therefore,  would  leave  it  unnecessary,  so  far  as  power  is  concerned,  and  perhaps 
otherwise,  except  the  appropriation  and  uses  to  be  made  of  it,  and  except  as  a 
proposition  for  a  contract  upon  named  terms  if  accepted.  I  say  an  analysis  of 
the  bill  appears  to  me  to  disclose  that  theory  as  the  basis  upon  which  it  is 
drawn. 

Under  conceivable  conditions  of  a  state  of  war,  creating  the  necessity,  such 
power  might  exist,  coextensive  with  the  necessity,  and  such  use  or  destruction 
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even  of  railroads  or  transportation  facilities  or  property  as  the  President  deemed 
necessary  might  be  resorted  to.  The  right  of  just  compensation,  however,  unles? 
agreed  on,  can  not  he  taken  away  in  any  case.  This  bill  provides  the  method 
of  such  compensation ;  it  does  not  dettrmine  the  amount  of  it  if  not  agreed  to. 
That  is  even-handed  justice.  The  usual  and  orderly  processes  of  law  are  open. 
That  is  the  best  that  can  be  done.  Now,  I  ask,  Why  should  not  just  compensa- 
tion for  the  transportation  service  rest  upon  the  same  broad  principle  for  the 
shipper,  the  railroad,  and  the  public?  Congress  can  so  provide  in  this  bill;  do 
power  exists  to  prevent  it;  none  should  be  desired. 

The  extent  of  our  territory,  the  16,000  miles  of  railroads,  our  important  ports, 
over  1,000  miles  of  international  border,  our  rail  and  water  rates,  our  nearness 
to  the  Panama  Canal,  our  production  of  one-third  the  cotton  and  15  per  cent  of 
cattle  in  numbers  bred  and  supplied  to  convert  into  beef,  calls  for  the  use  of  our 
local  control  to  most  efficiently  carry  these  things  on. 

Most  all  our  interstate  rates  on  traffic  coming  into  and  going  out  of  Texas  nod 
transcontinental  and  export  through  traffic  are  on  rates  already  prescribed  by 
the  Interstate  Commission ;  so  is  the  system  of  southwestern  rates  covering  a 
number  of  States — adjusted  to  necessities  after  years  of  effort  Our  State  rates 
are  subject  to  adjustment  to  interstate  system  of  the  Southwest  now  before  the 
commission.  All  our  roads  are  incorporated  in  Texas  except  the  Texas  & 
Pacific.  All  their  bond  and  stock  issues  are  limited  to  official  valuation.  Our 
commerce  and  vast  development  are  built  on  these  things.  To  upset  them  would 
be  a  disaster.  The  whole  Government  needs  what  we  have  done.  Both  the  State 
and  National  Governments  want  stabilized  conditions ;  no  Director  General  can 
improve  it  Our  State  stands  first  in  war ;  we  can  and  will,  by  order  of  our 
commission,  change  any  of  it  on  the  instant;  our  power  in  emergency  is  not 
restricted  by  law.  Every  emergency  will  be  met;  we  can  better  do  this  than 
anyone  else,  and  we  will  do  it  for  the  Government  and  whip  Mexico  besides  and 
take  it  when  you  want  it.  An  open  field  and  a  fair  fight  is  all  Texas  wants  to 
help  win  the  war.  But  we  stand  as  a  unit  against  any  law  conferring  power 
that  will  transfer  to  the  military  the  control  of  our  rates.  Our  railroads  have 
increased  their  net  earnings  in  two  years  enormously.  But  for  the  drouth  de- 
struction it  would  have  been  greater;  that  has  cost  Texas  a  half  billion  dollars. 
But  like  the  Phoenix  we  will  rise  from  the  ashes  more  beautiful  and  grander 
than  before.  Our  railroads  will  continue  to  prosper.  We  invite  the  President 
and  the  Director  General  to  exercise  all  the  war  power  necessary.  Surely  oar 
Representatives  in  Washington  know  that — will  see  to  It  Hence  we  refuse  to 
surrender  rate  making,  State  or  interstate,  without  a  trial.  That  is  now  on  in 
the  Shnoepst  case.  Texas  stands  for  State  control  of  State  rates  and  the  inter- 
state rates  by  the  Interstate  Commerce  Commission. 

There  is  no  obligation  to  pay  for  the  future  the  same  money  that  was  made  in 
order  to  compensate  for  future  use  of  the  property ;  the  past  net  earnings  are 
but  evidence  of  what  may  be  expected  for  the  future.  It  all  depends  upon 
the  circumstances  and  conditions  as  they  may  transpire,  and  on  these  circum- 
stances and  conditions  are  evidence  to  be  taken  into  consideration  in  arriving 
finally  at  the  present  sum  of  money  agreed  to  be  paid  for  future  use,  If  the 
conditions  were  not  to  change,  the  past  might  be  a  fair  standard  for  the  future. 
but  we  know  conditions  will  change  so  that  any  present  estimate  might  be  far 
wide  of  the  mark.  Yet  if  we  contract  to  pay  it,  we  would  be  obliged  to  do  it 
Considering  the  expected  changes  in  conditions  of  every  sort  to  a  greater  or 
less  degree,  we  have  no  right  to  gamble  at  the  expense  of  the  future  business 
and  producing  interest  or  the  Government  Treasury  for  the  time  reasonable 
necessary.  Hence  if  a  standard  rate  is  agreed  upon  or  provided  for  In  the  bill 
it  should  be  coupled  with  the  condition  that  there  shall  be  a  readjustment  say. 
often — at  least,  every  two  years.  I  suggest  that  period  because  the  carriers 
stated  before  the  Interstate  Commerce  Commission  that  while  they  of  course 
could  not  guess  the  duration  of  the  war,  still  they  thought  it  best  to  prepare 
themselves  for  two  years.  Probably  I  based  the  two  years  on  the  fact  that  one 
year's  operation  under  Government  control  would  hardly  furnish  a  standard, 
but  In  the  interest  of  public  justice  and  fair  dealing,  the  time  ought  not  to  ex- 
tend more  than  is  reasonable  on  a  presently  estimated  standard — in  my  opinion, 
two  years  would  be  the  limit  At  the  end  of  that  time  a  readjustment  of  the 
standard  rate  should  be  made. 

Now,  as  to  what  the  standard  rate  should  be — we  start  with  the  major 
premise  that  it  should  be  the  reasonable  rental  value,  if  there  were  such,  but  a< 
there  is  no  satisfactory  standard  of  that  character,  it  is  the  reasonable  rate 
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of  interest  upon  the  value  of  the  property  and  such  consequential  damages  to 
established  business  as  can  be  reasonably  estimated.  Merely  expected  profits 
are  not  usually  a  result  of  damage;  that  is  too  speculative.  Still  an  established, 
going  business,  with  a  reasonable  earning  capacity,  takes  a  different  rule,  so 
that  we  could  in  part  estimate  the  future  by  the  past.  But  if  the  past  was  not 
a  guaranteed  rate,  though  it  happened  to  be  large,  it  stands  to  reason  that  if 
we  guarantee  for  the  future  a  rate  we  put  into  the  form  of  certainty  by  a  con- 
tract what  was  an  uncertainty;  hence,  it  would  be  unconscionable  to  expect 
that  the  carriers  would  be  entitled  to  a  guaranteed  standard  as  high  as  they 
happened  to  have  in  the  past. 

Another  matter  for  most  material  consideration,  as  exemplified  by  Mr. 
Thome's  testimony  and  remarks,  is  the  surplus  accumulated  in  the  past  above 
the  interest,  fixed  charges,  and  reasonable  dividends.  The  amount  of  this  sur- 
plus has  been  enormous  for  the  principal  systems  of  railroads.  This  surplus  was 
earned  from  rates  charged;  and  if  it  was  too  great  then,  inasmuch  as  the 
public  was  entitled  to  rates  not  higher  than  would  afford  a  reasonable  return 
on  the  fair  value  of  the  property,  this  surplus  was,  to  a  large  extent,  at  least, 
an  excessive  return  under  the  standards  of  the  law.  Of  course,  it  was  earned 
under  lawful  rates  and  in  a  lawful  manner  and  they  were  entitled  to  it.  If  we 
conceive  that  the  extent  to  which  it  was  invested  in  additional  property,  the 
value  thereof  is  as  much  a  part  of  the  total  value  of  the  property  upon  which 
to  estimate  a  fair  return — still  there  can  be  no  justification  for  saying  that 
they  shall  now  be  guaranteed  a  standard  of  return  which  embraced  within  it 
the  accumulation  of  a  large  surplus. 

So  to  that  extent  it  is  perfectly  clear  that  surplus  earnings  in  the  past  can 
not  be  used  as  an  example  of  how  much  in  the  aggregate  the  carriers  should 
be  guaranteed  for  the  use  of  their  property  for  the  future.  What  they  would 
lie  entitled  to  for  the  future  Is  the  amount  they  could  earn  on  reasonable  rates 
and  not  to  earn  a  surplus  and  to  have  a  vested  Interest  in  the  maintenance  of 
rates  high  enough  to  produce  such  surplus,  because  they  would  efface  and 
destroy  the  public  interest  and  that  of  the  shipper,  to  a  reasonable  rate  based 
upon  reasonable  compensation. 

What  the  carriers  are  entitled  to  is  concretely  and  fully  stated  by  the 
Supreme  Court  in  the  case  of  Smythe  v.  Ames  (167  U.  S.)  and  the  Reagan 
case  (154  U.  S.).  The  standards  there  laid  down  by  the  Supreme  Court  have 
been  inconsistently  followed.  Those  were  cases  where  the  use — that  is  to  say, 
the  right  of  a  return  for  the  use — of  the  property  was  the  issue,  and  not  a 
taking  of  the  corpus  of  the  property.  The  court  first  inquired  whether,  under 
the  Constitution,  the  action  of  the  State  authorities  prescribing  the  rates  which 
the  railroads  must  charge  amounted  to  a  taking  of  the  property  for  public  use 
without  Just  compensation.  They  answered  that  question  In  the  affirmative, 
then  passed  upon  the  issue  as  to  the  value  of  the  use,  and  held  that  the  carriers 
had  a  right  to  charge  for  that  use  and  for  the  services  performed  enough  to 
afford  a  fair  return  upon  the  fair  value  of  the  property  which  the  State  could 
not  take  away. 

Now,  so  far  as  the  interests  which  I  represent  are  concerned,  we  are  willing 
to  go  further  than  that  and  to  say  that  we  will  allow  them  the  standard  of 
return  as  provided  for  in  the  Smythe  v.  Ames  case.  Of  course,  that  standard 
was,  as  stated  by  the  court,  conditioned  upon  the  ability  of  the  railroad  to  earn 
it,  if  they  could,  by  charging  reasonable  rates.  But  we  will  assume  that  the 
present  standard  of  rates  is  reasonable;  that  is,  practically  beyond  peradven- 
ture,  because  they  all  bear  the  stamp  of  Interstate  Commission  or  State  com- 
missions, or  nearly  so.  Surely,  that  is  true  as  to  the  great  body  of  the  rates 
throughout  the  country. 

Our  proposition,  therefore,  is  to  guarantee  interest,  fixed  charges,  and  divi- 
dends for  two  years,  plus  50  per  cent — or,  as  I  personally  believe,  it  could  be 
safely  made  at  66$  per  cent — of  such  surplus  as  may  actually  be  earned  during 
that  two  years;  the  balance  of  the  surplus  to  go  to  the  Government  for  such 
uses  as  supporting  the  weaker  lines  and  meeting  extraordinary  conditions,  etc. 

I  would  never,  under  any  circumstances,  take  away  the  man  power  of  a  rail- 
way organization,  or  the  operatives  and  laborers,  skilled  and  unskilled,  and  the 
supervising  agencies — for  it  would  invite  carelessness  and  inefficiency  by  blot- 
ting out  the  Incentive  for  efficient  service  and  economical  operation.  To  clear 
a  absolute  guaranteed  amount  of  money,  regardless  of  whether  any  traffic 
carried,  or  how  much,  or  the  manner  in  which  it  is  carried,  or  the  service  per- 
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formed,  deprives  the  public  of  the  chance  of  reasonable  service  or  uf  <ter  -  - 
on  the  part  of  the  railroad  agencies  and  employees.     It  is  the  nmst  !*»*%**• 
proposition  that  I  ever  heard  anyone  suggest,  and  one  which  ought  to  suj>  - 
the  public  confidence  in  railroad  presidents  and  others  who  wwikl  f •  r  •». 
moment  argue  in  favor  of  a  standard  of  return  with  such  risks.    They  *ay  t*  <• 
want  their  organization  turned  back  to  them  in  as  efficient  condition  for  earr- 
ing on  a  good  business  as  possible.    They  certainly  know  that  such  a  strata-  * 
as  this  would  completely  knock  out  all  chance  of  that. 

Now,  as  to  the  short  lines,  I  have  but  little  to  say,  but  it  is  manifest  'ti- 
the wrong  would  be  irremedial — that   the  Government  operate  part  of  t»  r 
railroads  and  leave  the  rest  to  starve — and  as  certain  as  this  committee  im- 
proves any  such  law  and  it  should  be  put  into  effect,  just  that  certain  * . 
it  be  that  these  short-line  railroads  will  recover  the  amount  they  hate  U*-: 
damaged  from  the  Government,  and  you  might  as  well  consider  now  that  j 
will  have  to  pay  it  as  there  will  be  no  escape  from  it  any  more  than  tt*~*» 
is  an  escape  from  damages  in  condemnation  cases  where  property  that  Is  •-■  * 
taken  is  damaged  by  reason  of  the  fact  of  the  adjacent  condemnation  &i. . 
the  uses  to  which  the  condemned  property  is  put.    I  am  surprised  to  see  J  .  ♦ 
attention  seems  not  to  have  been  directed  to  this  significant.  Important,  atii 
certain  principle  of  law. 

The  Chairman.  If  that  is  all,  Mr.  Cowan,  the  committee  wifl  now 
hear  Mr.  Prosser. 

STATEMENT  OF  MB.  SEWABD  PBOSSER,  OF  HEW  YOKE  CUT. 

The  Chairman.  Mr.  Prosser,  please  state  to  the  stenographer  your 
full  name,  your  address,  and  what  interest  you  appear  to  represent. 

Mr.  Prosser.  I  am  president  of  the  Banker's  Trust  Co.  of  Ne* 
York.  I  am  prompted  to  appear  here  due  to  the  fact  that  our  corpo- 
ration represents?  as  trustee,  bond  issues  to  the  extent  of  $3,500.m»\ 
with  issued  securities  against  it  of  about  $1,500,000. 

Under  ordinary  circumstances  it  is  no  part  of  the  duty  of  a  cor- 
porate trustee  to  interest  himself  in  legislative  matters  incidental  t*> 
railroads  and  things  of  that  kind,  but  this  is  such  an  extraordinary 
situation  that  it  seems,  representing  as  we  do  a  great  many  hundred 
thousand  dollars,  running  all  the  way  from  wealthy  corporations  to 
individuals  who  only  hold  one  bond,  that  we  might  properly  speti 
at  least  on  one  phase  of  this  situation. 

It  seems  to  us  that  the  maintenance  question  incident  \o  this  new 
law,  while  it  states,  I  believe,  in  the  law  that  the  maintenance  shall 
be  adequate;  the  question  of  what  adequacy  means  might  be  veiled 
in  a  little  bit  of  mystery  if  it  were  not  explained,  it  seems  to  us.  in 
this  way.  If  you  take  the  maintenance  which  railroads  need,  U* 
dollars  they  have  spent  in  the  last  three  years  for  maintenance,  $nd 
a  provision  is  made,  and  it  might  be  said  to  be  a  liberal  provision  in 
dollars  for  an  equal  amount  to  be  leavened  through  their  expen* 
account  before  figuring  profits,  it  would  be  entirely  inadequate  to  th* 
situation  that  is  confronting  us.  I  mean  by  that  that  it  takes  to-day. 
I  am  informed,  $1.80,  and  1  am  using  Dun's  index  figure  there,  tn 
purchase  the  same  commodities  that  before  the  war  were  purchasable 

for  $1. 

Senator  Kellogg.  You  mean  before  1914? 

Mr.  Prosser.  Yes;  not  before  we  went  into  the  war,  but  before 
1 914.  Therefore,  if  there  is  put  into  this  bill  a  provision  in  dollm 
and  cents,  you  will  see  that  these  roads  will  have  maintenance  pn> 
visions  only  equivalent  to  about  60  per  cent  of  what  their  wquw* 
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?nts  are.  In  other  words,  it  seems  perfectly  clear  to  me  that  main- 
nance  under  the  circumstances  that  we  are  facing  means  placing 
ck  in  these  roads  the  suitable  number  of  ties,  the  suitable  number 
rails,  the  suitable  number  of  cars,  and  the  rest  without  reference 
what  the  cost  of  that  is.  That  is  the  only  way,  I  believe,  that  those 
ads  can  be  returned  to  their  owners,  or  even  if  the  Government 
ould  continue  ownership,  that  those  roads  can  be  maintained  and 
fely  regarded  as  being  able  to  carry  out  the  business  this  great 
:>vernment  is  placing  upon  them. 

I  believe,  and  I  started  about  a  week  ago  to  work  up  a  brief  on  this, 
d  last  night,  after  I  had  gone  home,  I  received  through  your  cour- 
>y  a  telegram  to  come  here,  and  the  brief  is  not  prepared  yet,  but 
a  ill  submit  it  in  two  or  three  days,  if  that  will  be  agreeable  to  you. 
I  think  we  will  make  that  clear  to  you,  that  maintenance  will  be 
3 wed  from  the  standpoint  of  the  physical  units  instead  of  dollars 
d  cents. 

Senator  Kellogg.  Have  you  read  the  amended  bill  which  has  been 
bmitted  to  the  committee? 
Mr.  Prosser.  No,  sir.^ 
Senator  Kellogg.  It  is  as  follows : 

The  President  la  further  authorized  in  such  agreements  to  nmke  nil  reuson- 
le  provision  for  the  maintenance,  repair,  and  renewals  of  the  property,  and 
•  the  creation  of  reserve  funds  therefor  and  for  the  depreciation  thereof  to 
»  end  that  at  the  termination  of  Federal  control  either  the  property  shall 
returned  to  the  carriers  in  substantially  as  good  repair  and  in  substantially 
nplete  equipment  as  at  the  beginning  of  Federal  control  or  that  just  payment 
U  be  made  therefor. 

Mr.  Prosser.  I  think  that  represents  a  pretty  good  spirit,  but  I 
ink  that  the  net  result  of  this  thing,  gentlemen,  proves  that  during, 
y.  three  years  of  Government  ownership,  in  order  to  perform  the 
sk  as  set  forth  there,  that  it  has  cost  the  railroads  or  the  Govern- 
?nt  two  or  two  and  one-half  times  as  much  as  they  have  ever  spent 
fore  in  maintenance,  unless  it  is  made  clear  to-day  that  there  will 
an  obligation  to  explain  to  the  people  of  the  country  that  the  rea- 
n  it  costs  so  much  was  that  a  dollar  bought  so  much  less,  and  I  think 
is  well  that  some  point  be  made  of  that,  so  we  will  not  have  some- 
ing  to  explain  in  the  future. 

The  Chairman.  I  suggest  to  you,  Mr.  Prosser,  that  you  take  this 
11;  this  is  the  last  draft  of  the  proponents;  the  administration  has 
meet  the  suggestions  that  have  arisen  in  the  hearings,  and  I  would 
ggest  that  you  take  this  and  submit  your  brief,  based  on  this 
lended  form,  not  amended,  but  this  suggested  amended  form. 
Mr.  Prosser.  This,  in  its  present  form  ? 
The  Chairman.  Yes. 
Mr.  Prosser.  Yes;  I  will  do  that. 
(The  brief  referred  to  is  here  printed  in  full,  as  follows:) 

:morandum  Prepared  by  Bankers'  Trust  Co.  for  the  United  States  Senate 

Committee  on  Interstate  Commerce. 

Bankers'  Trust  Co.  is  trustee  under  railroad  mortgages  under  which  $3,559,- 
).000  of  railroad  bonds  may  be  issued  and  $1,583,000,000  of  bonds  have  already 
?n  issued.  A  large  proportion  of  its  assets  consists  of  railroad  securities.  It 
jo  serves  as  personal  trustee  (with  varying  degrees  of  responsibility  In  specific 
*os)   for  holders  of  considerable  amounts  of  railroad  bonds.     Its  customers 
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and  clients  comprise  bondholders  in  every  walk  of  life,  from  the  indlTtii:_ 
owner  of  one  railroad  bond  to  the  large  corporation  which  purchases  U^ 
with  surplus  funds  or  temporarily  idle  money. 

In  none  of  its  trustee  relations,  of  course,  has  the  company  assumed  a«it» 
responsibility  in  respect  of  the  relations  of  railroad  mortgagors  with  the  U*- 
ernment,  nor  is  it  under  any  such  obligation  regarding  the  present  governors. 
action.  But  this  is  a  unique  and  critical  juncture.  Assumption  of  contn*  ■■* 
the  railroads  by  the  Federal  Government  is  unprecedented  and  Is  fraught  »ni 
all  sorts  of  possibilities  for  good  or  ill.  Bankers'  Trust  Co.,  therefore, 
half  of  the  scattered  millions  of  bondholders  who  can  not  directly  present 
case,  has  determined  to  present  the  bondholder's  point  of  view  in  the  light  of  hs 
experiences  in  the  matter,  hoping  that  the  presentation  may  be  of  eonstrvtiw 
use  to- Senators  and  Congressmen  in  the  framing  of  legislation  requisite  t  t> 
proposed  governmental  action. 

PRESIDENT  RECOMMENDS  ADEQUATE  MAINTENANCE  AND  BETVRNfi. 

The  President  has  recommended  legislation  allowing  the  road?  the  avert j* 
net  railway  operating  income  of  the  three  years  ending  June  90.  1917.  H- 
has  urged  upon  Congress  that  "  it  is  *  *  *  right  and  necessary  that  ifcr 
owners  and  creditors  of  the  railways,  the  holders  of  their  stocks  and  U-o-t* 
should  receive  from  the  Government  an  unqualified  guaranty  that  their  f**r 
erties  will  be  maintained  throughout  the  period  of  Federal  control  in  a*  ?«i 
repair  and  as  complete  equipment  as  at  present    *    *    V 

PROPOSED    BILL   DOES    NOT    INSURE    ADEQUATE    MAINTENANCE. 

The  provision  of  the  proposed  bill  with  respect  to  maintenance  follow*- 

"  The  President  is  further  authorized  in  such  agreement  to  make  all  n*— *- 
able  provisions  for  maintenance,  repair,  and  renewals  of  the  property,  and  f»* 
the  creation  of  reserve  funds  therefor,  and  for  the  depreciation  thereof,  to  it* 
end  that  at  the  termination  of  such  Federal  control  either  the  property  «*«i ' 
be  returned  to  the  carrier  in  substantially  as  good  repair  and  In  wrtwtnMi'"-. 
as  complete  equipment  as  at  the  beginning  of  Federal  control,  or  thnt  ;u»- 
payment  shall  be  made  therefor." 

It  is  evidently  the  intention  of  Congress  that  this  paragraph  of  the  bill  *h.< 
provide  for  complete  and  adequate  maintenance  of  the  railroads  dnrins  tV 
period  of  Government  operation.  Adequate  maintenance  can  not  be  aemred  h 
any  other  way  than  by  renewing  each  year  the  standard  number  of  phy%" 
units,  such  as  ties,  rails,  yards  of  ballast,  track  fastenings,  bridges,  bnlMinst 
and  fences.  The  physical  necessities  of  the  railroads  must  be  met  with  phj**~ 
equipment,  and  if  any  such  renewals  are  deferred  for  one  or  more  years  tb*"i 
the  actual  replacements  must  be  made  before  the  railroads  are  returned  t»»  •*» 
owners,  or  else  an  amount  of  money  must  be  given  them  upon  transfer  «t  .■•*■ 
will  enable  them  to  make  directly  such  a  renewal  of  physical  units.  TV.« 
policy  is  in  conformity  with  the  conception  of  maintenance  embodied  in  the 
Interstate  Commerce  Commission's  classification  of  accounts  for  maintenamr 
of  way  and  structures.  If  the  provisions  of  the  proposed  bill  were  so  no- 
strued  by  those  charged  with  its  administration  as  to  Include  In  nneratirr 
expenses  that  amount  of  money  for  maintenance  expenses  which  wouW  i* 
needed  at  the  then  prevailing  prices  to  renew  the  standard  number  of  phytic-: 
units  -replaced  during  the  three  years  ended  June  30,  1917,  maintenance  *e  ■ 
truly  adequate  basis  would  be  realized. 

Unless  there  is  some  modification  of  the  bill,  however,  there  is  no  as*nraiv* 
that  an  amount  computed  in  physical  units  will  be  Included  in  the  nperaunf 
expenses  for  maintenance.  The  bill  does  provide  that  if  standard  malntewrKT 
is  deferred  it  shall  be  covered  by  making  a  Just  payment  therefor  at  the  tiro* 
the  roads  are  handed  back  to  their  owners.  The  bill,  as  it  now  stnmk  rotett 
be  so  interpreted  that  the  return  to  the  railroads  for  deferred  maintenance  *■*! 
renewals  would  be  made  according  to  the  actual  money  expenditures*  of  the  r.« in- 
roads for  maintenance  renewals  during  the  three  years  ended  June  »l  191" 
The  greatest  injustice  would  result  If  the  payments  for  deferred  renewals  «w 
made  on  that  basis,  and  Injustice  must  Inevitably  be  the  result  of  any  polk7 
which  provides  for  maintenance  in  money  terms,  unless  the  money  tenns  at» 
adjusted  to  the  very  greatly  Increased  cost  of  the  things  necessary  to  A*  l10***" 
cal  maintenance  of  the  roads.    It  is  not  sufficient  nor  fair  to  give  the  nilln*** 
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an  amount  of  money  which  would  have  purchased  the  needed  number  of  rails 
or  other  physical  equipment  in  the  three  years'  period,  because  that  same 
amount  of  money  now  would  buy  only  60  per  cent  of  what  it  would  have  bought 
during  the  years  1915-1917.  Commodity  prices  to-day  are  75  per  cent  higher 
than  they  were  at  the  beginning  of  the  European  war  in  1914.  Examination  of 
any  of  the  standard  index  numbers  will  confirm  this  fact.  The  prices  of  metals, 
according  to  Dun's  Review,  were,  in  1917,  82  per  cent  higher  than  in  1914.  The 
great  amount  of  Government  financing  which  remains  to  be  done  will  undoubt- 
edly drive  prices  still  further  upward. 

The  law  should  be  made  specific  on  this  point  and  should  provide  for  the 
inclusion  in  operating  expenses  of  an  amount  sufficient  to  maintain  the  standard 
of  actual  physical  maintenance  during  the  three  years  ended  June  30,  1917. 
This  means  that  the  railroads  should  be  allowed  to  include  in  their  mainte- 
nance expenses  for  each  year  that  am6unt  of  money  which  would  be  needed  to 
replace,  at  the  then  prevailing  prices,  the  average  number  of  ties,  rails,  bridges, 
amount  of  ballast,  etc.,  actually  renewed  during  these  three  years.  Moreover, 
an  additional  allowance  for  maintenance  would  be  equitable  because  the  more 
intensive  use  of  the  facilities  under  the  spur  of  war  necessities  will  cause 
greater  wear  and  tear. 

It  may  be  that  during  the  war  public  policy  will  make  it  inadvisable  to  use 
the  labor  and  material  of  the  country  to  preserve  normal  physical  maintenance 
und  shall  dictate  that  labor  and  material  be  applied  to  other  uses  more  im- 
portant in  the  emergency.  In  such  cases  the  excess  of  the  maintenance  allow- 
ance included  in  the  operating  expenses  over  and  above  the  actual  disburse- 
ments for  maintenance  should  be  retained  by  the  railroads  as  a  reserve  against 
the  time  when  replacements  are  actually  made.  The  British  practice  in  respect 
of  deferred  maintenance,  under  which  such  a  reserve  has  been  invested  in  war 
loans,  may  well  be  worth  copying. 

RAILBOADS    HAVE  NOT   SHARED   IN    RECENT   PROSPERITY. 

The  change  in  the  purchasing  power  of  money  is  quite  as  important  when 
considering  the  adequacy  of  the  Government's  guaranty  to  the  railroads  and  in 
comparing  that  guaranty  with  the  earnings  of  the  railroads  in  the  past.  It 
takes  $1.75  to-day  to  purchase  the  same  amount  of  commodities  as  $1  would 
have  purchased  in  1914.  The  impression  that  the  railroads  are  guaranteed 
higher  earnings  than  they  ever  received  previous  to  1910  is  untrue.  If  the  gross 
income  of  the  railroads  available  for  fixed  charges,  dividends,  and  surplus  is 
converted  into  units  equal  to  the  purchasing  power  of  the  dollar  in  1910  the 
proposed  guaranty  turns  out  to  be  only  70  per  cent  of  the  gross  income  of  the 
railroads  for  1910  and  Is  lower  than  the  earnings  of  any  year  between  that 
date  and  the  present  time.  The  following  table  shows  that  while  the  rail- 
roads earned  gross  Income  amounting  to  $124  In  1917  for  every  $100  earned  by 
them  in  1910,  the  purchasing  power  of  this  $124  in  1917  was  equal  to  only 
$72  of  earnings  in  1910.  The  true  earnings,  as  contrasted  with  the  money 
earnings  of  the  railroads  during  1917,  instead  of  being  larger  were  only  72.63 
per  cent  of  the  earnings  in  1910.  The  average  of  1915-1917  which  it  is  pro- 
posed to  guarantee  to  the  railroads  will,  if  present  prices  continue,  have  a  pur- 
chasing power  of  only  about  65  per  cent  of  the  average  income  for  the  four 
years  1910-1913,  inclusive. 

This  table  shows  in  column  2  the  income  available  for  fixed  charges,  divi- 
dends, and  surplus  for  the  railroads  for  the  years  1910-1917,  inclusive.  Column 
4  shows  the  deductions  for  railroad  fixed  charges  and  dividends,  and  column 
6  shows  their  surplus  or  reinvested  earnings.  Columns  3,  5,  and  7  show  the 
same  facts  as  columns  2,  4,  and  6  reduced  to  the  purchasing  power  of  the  dollar 
In  1910,  using  Dun's  index  numbers. 
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Gross  income,  interest  and  dividend  deductions,  and  surplus  of  railroads  m  the 

United  States,  1910-1911. 
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Gross  income. 
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In  the  case  of  Industries  not  subject  to  public  regulation  the  rise  In  prices 
which  has  led  to  the  present  reduction  in  the  purchasing  power  of  money  has 
been  accompanied  by  industrial  prosperity,  with  its  attendant  increase  In  the 
output  of  goods  and  with  unusual  profits.  The  last  three  years  have  been  no 
exception  to  the  rule.  Even  under  regulated  rates,  the  railroads  have  been 
enabled,  by  reason  of  their  increased  production  of  transportation  service,  to 
increase  somewhat  their  mere  money  profits  as  against  their  true  profits.  Id 
the  case  of  other  industries  the  increase  in  the  level  of  prices  has  been  accom- 
panied by  an  increase  in  income  which  has  more  than  offset  the  decrease  io 
the  purchasing  power  of  money.  This  remains  true  even  when  we  allow  for 
the  increase  in  the  capital  investment  needed  to  produce  these  added  earnings. 
The  following  table  shows  the  facts  for  industrial  corporations  of  the  United 
States  corresponding  to  those  shown  in  the  table  above.  The  money  earnings 
of  the  industrials  in  1916  were  340  per  cent  of  the  earnings  of  1910.  Even  in 
terms  of  purchasing  power  the  earnings  of  1916  were  272  per  cent  of  the  earn- 
ings of  1910.  In  1917  the  Income  of  the  industrials  suffered  a  reduction  throngs 
excess-profits  taxes,  which  absorbed  a  considerable  percentage  of  their  net 
income,  but  even  after  deducting  this  the  amount  available  for  interest,  divi- 
dends, and  surplus,  when  expressed  in  terms  of  purchasing  power,  Is  170  per 
cent  of  their  income  for  1910.  In  no  previous  year  except  1916  have  industrials 
received  so  large  a  return  in  units  of  purchasing  power.  The  prosperity  of 
these  enterprises  is  typical  of  the  greater  portion  of  American  industry  at  the 
present  time.  It  is  evident  that  the  railroads  have  done  their  share  in  the 
increased  production  which  has  made  this  prosperity  possible,  since  their  prod- 
uct, in  the  form  of  transportation  service,  has  necessarily  kept  pace  at  every 
step  with  the  increase  in  national  production.  Transportation  is  an  incident 
to  production,  both  as  regards  raw  materials  and  finished  product.  The  product 
of  the  railroads  has  increased  as  rapidly,  therefore,  as  has  that  of  industry  in 
general.  They  have  not,  however,  as  these  tables  clearly  set  forth,  received 
their  Just  share  of  the  return. 
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SAFETY  OJ  BATLBOAD  BONDS  IS 


The  margin  of  safety  for  railroad  bonds  and  stocks  has  been  but  little  In- 
used  by  reinvesting  earnings  since  1910.  The  total  relnvestable  surplus  of 
i  railroads  since  1810,  by  the  most  liberal  computation,  amounts  to  $1,157,- 
1.000,  or  $145,000,000  annually.  If  these  surplus  earnings  be  expressed  Id 
ma  of  purchasing  power  of  the  dollar  In  1910,  the  total  amount  Is  $942,115,000, 
§118,000,000  annually.  Under  the  Governmental  guaranty,  while  earnings 
illnble  for  reinvestment  will  aggregate  $200,000,000  annually,  when  equated 
the  purchasing  power  as  of  1910,  If  present  prices  continue,  they  amount  to 
y  $110,000,000. 

Practically  all  new  capital  wilt  be  represented  by  an  Increase  In  the  Issue  of 
ids,  and  none  by  stock.  The  margin  of  safety  will  therefore  become  more 
[1  more  Inadequate.  If  thla  Is  accompanied  by  undermaintennnce  and  by 
!  deterioration  of  operating  efficiency,  the  roads  will  be  returned  to  their 
ners  In  a  condition  which  will  mean  a  deteriorated  security  for  the  bond- 
Ider. 
The  graphs  appended  to  this  memorandum  sbow  respectively  (1)  the  Income 

■  liable  for  fixed  charges,  dividends,  and  surplus  of  the  railroads  In  comparl- 
i  with  the  like  Income  of  the  Industrials,  and  (2)  the  commodity  value  of 

■  same  earnings,  taking  1910  price  levels  as  a  base. 

Die  foregoing  tables  and  these  graphs  show  that  the  railroads  as  a  whole 
■■e  not  received  reasonable  compensation  for  services  rendered.  In  recent 
irs  the  railroads  have  not  been  adequately  maintained,  yet  notwithstanding 
■Ii  false  saving  as  has  been  accomplished  by  the  neglect  (unavoidable  in  many 
tances,  becnuse  of  Inadequacy  of  revenues)  of  this  Imperative  necessity,  the 
rgln  of  safety  afforded  to  bondholders  In  earnings  has  not  been  ample  nor 
islstent  enough  to  attract  Investment  in  railroad  securities  sufficient  In 
ume  to  care  for  capital  requirements;  nor  hns  this  margin  been  sufficient 
afford  any  appreciable  contributions  to  the  property  from  earnings.  Issuance 
stock  practically  ceosed  some  years  ago ;  the  skepticism  of  investors  has 
de  flotations  of  large  long-term  bond  Issues  practically  impossible.    The  ex- 
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pedient  of  short-term  borrowing  with  heavy  attendant  charges  has  been  largely 
resorted  to  to  care  for  absolutely  necessary  capital  requirements.  A  deficiency 
In  physical  capacity  due  to  insufficiency  of  maintenance  and  betterments  ex- 
penditure naturally  has  resulted. 

It  is  requisite  to  our  national  well-being  that  under  normal  operating  condi- 
tions the  railroads  as  a  whole  shall  consistently  be  allowed  revenues  adequate 
to  provide  sufficient  maintenance  and'  depreciation  of  property,  a  fair  return  to 
labor,  and  necessary  revenues  to  care  for  fixed  charges,  with  a  margin  there- 
after sufficient  to  attract  new  capital,  preferably  through  stock  issues.  These 
represent  the  costs  of  transportation  service,  and  sufficient  revenues  to  ade- 
quately cover  them  can  be  regarded  only  as  reasonable  compensation  frr 
services  rendered. 

PRESENT   BILL   WILL  REDUCE  OPERATING  EFFICIENCY. 

Under  the  proposed  guarantee  of  earnings,  the  operating  efficiency  of  the 
railroads  becomes  a  matter  of  the  highest  importance  to  the  Government  Tbe 
present  plan  gives  to  the  security  holders  a  limited  return  which  is  absolutely 
guaranteed  by  the  Government  Such  a  proposal  might  conceivably  result  in  t 
diminution  of  effort  to  achieve  economy,  because  there  is  no  longer  the  incentive 
of  increased  profits  as  a  stimulus.  The  Government,  assumed  to  be  entitled  ti- 
the surplus  earnings  above  the  guarantee,  and  being  obliged  to  make  good 
deficits,  if  any,  has  the  strongest  interest  in  promoting  efficient  and  economical 
operation.  Moreover,  the  public  which  is  served  by  the  railroads  is  vitally  con- 
cerned in  the  matter,  so  that  if,  or  when,  the  roads  are  returned  to  their  owner*, 
it  shall  be  with  efficiency  unimpaired. 

The  proposed  law  should  be  amended  to  allow  the  railroads  to  share  in  the 
surplus  earnings  over  and  above  the  Government  guarantee.  As  our  present 
accounting  and  statistical  systems  are  not  adequate  to  furnish  an  exact  test 
of  the  operating  efficiency  of  each  particular  road,  a  bonus  could  be  distributed 
to  the  various  properties  pro  rata  to  their  guaranteed  earnings.  It  is  more  than 
likely  that  a  bonus,  such  as  that  above  described,  would  cost  the  public  nothing 
since  the  stimulus  to  efficiency  would  save  a  large  part,  if  not  the  whole,  of 
the  additional  amount  paid.  The  principle  here  involved  has  been  used  by  the 
Government  in  contracts  for  the  supply  of  war  materials.  These  contracts 
have  frequently  been  based  upon  cost,  plus  a  fee  or  percentage.  In  addition 
there  has  been  an  estimated  standard  cost,  and  the  contractor  has  been  allowed 
to  participate  in  any  savings,  if  his  actual  cost  were  kept  below  the  standard 
fixed.  While  the  interest  of  the  Government  and  the  public  is  the  primary  con- 
sideration, the  bondholders  of  the  railroads  are  also  interested  in  the  mainte- 
nance of  efficient  and  economical  organization. 

GOVERNMENT   OPERATION    AND  RATES. 

Governmental  assumption  of  regulatory  powers  over  operation  of  railroad 
lines  carries  with  it  a  responsibility  to  those  whose  funds  constructed  the 
Nation's  railways.  Bankers  Trust  Co.  hopes,  as  a  possibility  under  Federal 
management,  for  a  broader  conception  of  governmental  responsibility  to  bond- 
holders in  the  establishment  of  a  rate  structure  allowing  reasonable  compensa- 
tion to  the  carriers,  in  the  enforcement  of  liberal  maintenance  expenditures  or 
reserves  and  in  the  development  of  extension  of  railroad  facilities  so  that  tbe 
carriers,  independently  and  collectively,  may  render  the  fullest  requirement 
of  service  to  the  Nation  and  so  best  serve  their  own  best  interesta 

It  is  a  matter  of  grave  apprehension  that  deficiencies  in  operating  revenues 
may  in  any  part  be  paid  by  the  Government  during  the  period  of  its  management 
out  of  the  proceeds  of  governmental  loans  or  taxation,  as  an  unintentional  and. 
we  feel  sure,  an  undesired  subsidy  to  private  shippers.  The  rate  structure 
should  be  increased  to  compensate  not  only  for  full  maintenance  but  for  con- 
tinuing increased  operating  expenses  and  capital  charges  which  are  incurred 
during  the  period  of  Government  management.  So  that  when  governmental 
management  shall  cease  the  bondholders  will  receive  their  properties  back  in 
at  least  as  good  physical  condition,  with  an  earnings  capacity  commensurate 
with  the  requirements  under  the  then  operating  and  economic  conditions. 

Respectfully  submitted : 

Bankers  Trust  Co- 
Seward  Prosser,  Present. 
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In  regard  to  the  question  of  maintaining  another  aspect  of  these 
roads,  there  is  the  question  of  the  personnel.  I  think  it  is  of  the 
greatest  importance  that  these  roads,  when  returned  to  their  owners, 
be  returned  as  efficient  operating  units;  that  the  people  in  controll- 
ing— I  do  not  mean  any  one  particular  person,  but  by  and  large,  that 
they  should  be  kept  tuned  up  so  that  the  day  the  Government  subsidy 
is  withdrawn  and  they  are  handed  over  to  their  owners  that  they  will 
not  be  outcasts,  but  tliey  will  be  running,  efficient  organizations. 

I  believe  that  the  rates  should  be  such  that  the  Government  should 
pay  comparatively  little  money  to  the  railroads,  because  otherwise  it 
will  amount  to  this,  that  if  the  people  who  are  shipping  over  the  rail- 
roads of  the  United  States  are  contributing  to  the  railroads  an 
amount  less  than  the  proper  cost  of  that  transportation,  you  will  be 
virtually  giving  a  subsidy  to  the  shippers,  and  when  the  roads  are 
returned  they  will  be  in  bad  shape. 

I  think  there  is  another  point  here,  and  it  will  take  me  about  two 
minutes  just  to  mention  it.  I  am  not  sure  whether  it  is  in  this 
amended  bill.  T  think  this  bill,  as  I  have  seen  it,  fails  to  cover  the 
point  that  the  roads  that  have  recently  got  out  of  the  hands  of  re- 
ceiverships— it  seems  to  me  that  a  great  injustice  will  be  done  them. 
I  do  not  undertake  to  say  how  it  shall  be  regulated,  but  it  seems  to 
me  that  new  organization — reestablished,  recapitalized — are  not 
adequately  covered  by  this  bill,  as  I  read  it. 

Now,  gentlemen,  that  is  all  I  am  going  to  say  to  you.  To-morrow 
I  am  going  to  ask  if  you  will  be  good  enough  to  hear  Prof.  Friday, 
who  has  technical  experience  along  these  lines,  and  he  has  some 
points  and  will  elaborate  what  I  have  just  said  in  a  technical  way. 

The  Chairman.  I  think  it  fair  to  state  that  the  hearings  will  be 
closed  to-day.  The  committee  will  restrict  itself  after  to-day  to  hear- 
ing arguments  from  certain  individuals  that  the  committee  considers 
the  parties  really  in  interest,  and  if  you  are  through  now,  Mr.  Prosser, 
we  will  hear  from  Mr.  Shorthill. 

Mr.  Prosser.  I  thank  you  very  much,  gentlemen. 


STATEMENT  OF  MB.  J.  W.  SHOBTHUL. 

The  Chairman.  Will  you  give  your  full  name,  address,  and  also  in 
what  capacity  jou  appear  before  the  committee? 

Mr.  Shorthill.  My  name  is  J.  W.  Shorthill;  residence,  York. 
Nebr.  I  was  subpoened  to  appear  as  a  witness,  and  for  that  reason 
njn  not  appearing  to  represent  anybody.  My  connection  is  with  the 
Farmers'  Grain  Dealers'  Association,  the  State  Association  of  Ne- 
braska, and,  in  a  larger  way,  with  associations  in  10  other  States. 

I  sympathize  fully  with  the  members  of  this  committee  and  will 
ma/ke  my  statement  as  brief  as  it  is  possible. 

A  bewildering  maze  of  testimony  has  been  presented,  much  of 
which  has  been  duplication  and  repetition  and  on  the  whole  leading 
to  confusion,  and  yet  your  committee  will  desire  some  light  that  wiU 
illumine  the  future  pathway  of  the  step  in  advance  which  is  about 
to  be  taken  into  a  largely  untried  field  so  f af  as  our  own  Government 
is  concerned.  If  information  is  to  be  had  indicating  the  success  or 
the  failure  of  governmental  control  in  our  own  Government  in  any 
line,  and  the  reasons  for  the  success  or  the  failure,  it  will  certainly 
be  valuable  to  your  committee  making  some  of  the  decisions  that  most 
be  made.  I  will  attempt  to  suggest  to  the  committee  some  sources  of 
such  information. 

When  any  governmental  control  is  proposed  the  first  tendency  is  to 
create  uncertainty.  Of  all  the  difficulties  to  be  overcome  in  such  a 
case  probably  the  greatest  is  uncertainty  in  the  mind  of  the  public  in 
the  future.  If  uncertainty  can  be  removed  by  definite  legislation, 
the  extent  that  the  legislation  is  definite,  confidence  will  be  established 
and  the  foundation  for  successful  outcome  will  be  laid.  There  is  no 
human  intellect  nor  group  of  human  intellects  that  can  fathom  and 
anticipate  all  conditions  that  may  arise  and  legislate  in  advance  to 
meet  them,  but  it  ought  to  be  possible  for  the  Congress  to  decide,  in 
this  bill,  on  at  least  a  few  essential  things  and  legislate  on  them  defi- 
nitely by  conferring"  authority  or  by  denying  it  and  by  laying  the 
basis  of  a  policy.  The  Congress,  in  this  instance,  must  perform  its 
part  with  certainty,  if  governmental  control  of  the  operation  of  our 
railroads  during  the  war  is  to  be  a  success. 

I  want  to  call  your  attention  to  some  of  the  results  of  governmental 
control  as  exercised  by  the  United  States  Food  Administration  by 
pointing  out  some  effects  that  have  been  more  successful  and  some 
that  have  been  less  successful,  and  citing  the  reasons  for  the  different 
results.  I  do  this  with  much  reserve  because  of  my  direct  connection 
with  the  Food  Administration,  although  my  connection  is  in  a  minor 
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capacity,  and  do  it  for  the  purpose  of  giving  your  committee  the 
benefit  of  the  experience  of  the  Food  Administration  as  I  have  seen 
its  workings.  The  objects  of  the  legislation  creating  the  Food  Ad- 
ministration were  probably  four,  namely,  to  increase  production, 
eliminate  or  lessen  speculation,  to  secure  sufficient  distribution,  and 
to  decrease  in  some  instances  consumption,  all  of  which  have  been 
sought  in  the  attempt  to  handle  our  wheat  problem.  The  first 
object,  that  of  increased  production,  has  been  approached  in  two 
ways — by  an  appeal  to  patriotism  and  by  a  promise  of  profitable 
return.  The  Government  has  said  to  the  farmer :  "  We  need  more 
wheat  to  carry  on  the  war,  and  if  you  will  produce  all  you  can  we 
will  see  to  it  that  a  surplus  shall  not  glut  your  market,  whatever 
comes."  The  one  element  that  will  be  most  basic  in  bringing  about 
the  desired  increased  production  of  wheat  will  be  the  certain  element 
of  the  guaranteed  minimum  price  guaranteed  by  Congress  as  well 
as  by  the  President  It  now  appears  that  there  is  a  possibility  of 
greater  profit  in  raising  either  corn  or  flax  than  in  raising  wheat, 
but  the  certainty  of  the  wheat  price  is  working  to  save  the  day,  and 
that  certainty  has  been  fixed  in  the  minds  of  farmers  positively 
because  the  price  was  placed  there  by  an  act  of  Congress. 

No  identical,  edict  coming  from  a  delegated  authority  could  have 
established  that  confidence  to  an  equal  degree,  I  care  not  to  what  man 
the  authority  might  have  been  delegated.  This  is  a  most  striking 
illustration  of  the  high  value  of  positive  legislation  by  Congress  on 
a  matter  of  governmental  control.  Let  us  contrast  this  with  a  feature 
of  production  concerning  which  Congress  did  not  speak,  but  which 
has  been  very  much  affected  by  governmental  control  of  food — our 
meat  production.  During  the  entire  late  summer  and  early  fall 
there  was  much  unrest  and  uncertainty  in  our  live-stock  industry, 
due  to  the  fact  that  no  one  knew,  nor  could  anyone  learn,  what  was, 
if  anything,  to  be  done  with  the  live-stock  industry  by  the  Govern- 
ment. Feeders  all  over  the  country  were  hesitating  to  buy  cattle  for 
which  they  must  then  buy  corn  and  hay  at  unheard-of  high  prices 
after  paying  the  same  high  prices  for  the  cattle,  and  many  who 
owned  their  cattle  already  decided  not  to  take  the  chance  and  sold 
the  cattle  at  the  central  markets  in  an  unfit  condition  and  at  an  age 
that  is  extravagant  at  all  times.  Had  it  not  been  for  the  timely  help 
of  nature,  which  provided  an  overabundant  supply  of  uncommonly 
soft  corn,  that  could  be  saved  only  by  feeding  it  to  cattle,  our  country 
might  well  be  greatly  exercised  over  the  short  supply  of  its  beef  in 
the  immediate  future.  As  it  is,  the  policy  of  the  Government  toward 
wheat  for  1918  is  settled,  but  it  has  none  yet  toward  beef.  I  am  not 
attempting  to  say  here  that  no  price  should  have  been  set  on  wheat 
or  that  prices  should  have  been  set  on  beef,  cattle,  corn,  and  hay, 
but  I  am  pointing  out  an  instance  of  the  result  of  a  definite  policy 
as  compared  with  an  indefinite  one  and  how,  when  Congress  can 
act  and  does  act  in  the  matter,  that  action  goes  further  toward  estab- 
lishing the  confidence  of  the  public  than  any  other  agency  can  go, 
*nd  lays  the  most  secure  foundation  possible  for  the  future  success 
of  the  venture. 

The  Food  Administration  Grain  Corporation  was  created  to  pre- 
serve the  price  and  control  the  distribution  of  wheat.  The  specific 
objects  have  been  accomplished.    This  has  been  done  by  a  system  of 
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licenses.  It  was  at  first  thought  that  it  might  not  be  necessary  to 
license  all  grain  dealers  and  millers,  but  later  the  decision  was  reschtu 
that  it  was  necessary  and  all  were  licensed  excepting  a  few  sia . 
millers,  and  they  who  were  left  out  have  constituted  the  roost  c^ 
turbing  element  of  all.  The  control  of  wheat  was  taken  for  wit 
purposes,  but  wheat  for  war  purposes  when  the  supply  is  so  Umi>a 
could  not  be  made  successful  without  full  control  of  all  wheat.  Oc- 
troi based  on  any  other  idea  would  have  been  a  failure.  Control  of 
the  movement  and  the  distribution  of  our  wheat  is  being  exerci^i 
not  only  for  war  purposes  but  for  domestic  purposes  as  well,  and  fi»r 
that  reason  it  is  a  success.  The  same  will  be  true  of  the  control  nf 
the  operation  of  the  railroads.  If  this  control  succeeds  it  will  « 
largely  due  to  the  fact  that  it  is  complete  and  universal.  The  selec- 
tive draft  law  is  another  illustration  of  the  wise  application  of  ths 
same  principle. 

Now,  I  want  to  speak  briefly  of  a  few  other  things  that  la\< 
occurred  to  me  to  be  dealt  with  in  a  positive  way  by  Congress  in  tLr 
legislation,  but  I  do  not  want  you  to  construe  that  because  I  haw 
mentioned  only  those,  that  I  think  those  and  those  only  are  the  ones 
that  should  be  legislated  on.    I  am  only  suggesting. 

To  my  mind,  it  would  be  a  grave  mistake  for  Congress  to  fail  u 
say,  as  nearly  definitely  as  it  can  say,  how  long  the  control  pro- 
posed  by  this  bill  is  to  be  exercised.  It  is  true  conditions  will  ha*e 
been  changed  by  the  war,  and  at  its  close  a  readjustment  will  be  neces- 
sary. That  will  take  time,  but  the  readjustment  of  our  railroads  wiL 
no  doubt  be  accomplished  much  more  quickly  than  the  readjustment 
of  many  of  our  other  institutions  that  are  being  affected  much  more 
adversely  than  our  railroads.  There  ought  not  to  be  left  in  this  b-.J 
any  possibility  for  any  influence  outside  of  Congress  to  lengthen  or 
shorten  the  liie  of  this  law.  The  public  ought  not  to  be  confronted 
with  that  uncertainty.  After  hostilities  have  ceased  it  is  not  probable 
that  the  terms  of  peace  will  have  been  decided  and  agreed  upon  within 
six  months.  During  that  period  our  country,  at  least,  will  no  doubc 
be  approaching  normal  conditions,  and,  considering  that  fact,  h 
ought  not  be  necessary  to  retain  the  control  very  long  after  the  decla- 
ration of  peace,  but  by  all  means  the  termination  of  this  control 
should  be  made  automatic. 

It  would  be  a  serious  mistake  if  control  were  extended  to  some  roads 
only  and  not  to  others.  The  shippers  of  this  country  understand  that 
the  Government  is  taking  over  the  railroads  and  they  desire  that 
thing  to  be  done.  Obviously  it  ought  to  be  done,  but  if  that  is  not 
the  intention,  then  Congress  ought  to  say  so  in  order  that  the  people 
may  know. 

I  just  want  to  make  a  few  brief  observations  as  to  why  shipper? 
desire  all  of  these  railroads  to  be  taken  over  and  why  it  is  necessary 
to  take  over  the  small  roads. 

Senator  Townsend.  Where  do  you  come  from?    I  did  not  get  that 

Mr.  Shorthlll.  Nebraska,  ana  I  am  speaking  of  the  grain-pro- 
ducing territory.  In  that  territory  there  are  many  railroads  which 
have  already  been  compared  to  cripples.  That  is.  if  they  are  takrn 
over  they  will  become  to  the  Government  a  liability  instead  of  an 
asset.  They  are  not  short-line  roads  by  any  manner  of  means  W< 
have  in  that  territory  roads  that  are  serving  their  community  much 
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better  than  other  roads  are  serving  their  community,  and  their  com- 
munities are  so  closely  located  that  their  interests  become  closely  con- 
nected. 

For  instance,  one  road  has  been  able  to  maintain  a  greater  supply 
3f  cars  than  the  road  in  the  adjoining  territory — almost  in  the  same 
territory,  and  probably  tapping  a  part  of  the  same  territory.  The 
result  is  that  this  road  having  the  liberal  supply  of  cars  is  carrying 
ill  the  business  or  a  very  much  greater  part  of  it,  while  the  rolling 
stock  and  the  rails  and  other  facilities  of  these  other  lines  that  tap 
•he  same  territory  are  not  being  used. 

Now,  what  the  shippers  of  localities  of  that  kind  want  to  see  done 
is  an  evening  up  so  that  the  community  can  be  as  nearly  as  possible 
iniformly  served,  so  that  they  will  get  the  average  service  and  the 
nost  efficiency  out  of  the  equipment  that  is  had  on  all  of  the  roads, 
ind  that  there  will  be  as  little  waste  as  possible. 

As  to  taking  over  short  lines,  I  have  thought  of  this.  Suppose  that 
:he  line  under  consideration  is  a  little  line  01  road  operated  by  a  stock- 
yards company  in  shipping  the  cars  of  stock  and  other  commodities 
:hat  come  into  that  yard  to  the  places  where  they  are  to  be  unloaded. 
There  is  a  line  which  is  peculiarly  the  property  of  that  industrial 
plant,  the  stockyards  company.  But,  it  the  Government  does  not 
iake  over  such  lines  as  that,  where  will  it  get  with  the  enforcement  of 
its  universal  demurrage  rule?  This  is  just  one  instance.  A  demur- 
rage rule  is  just  an  incident  in  operation.  The  purpose  of  a  demur- 
rage rule  is  to  impose  a  penalty  to  induce  the  prompt  unloading 
ind  return  of  cars  to  the  use  of  traffic  again  so  that  they  may  not  be 
aeld  by  some  shippers  to  the  exclusion  of  others. 

Supposing,  in  this  instance,  that  the  cars  placed  on  this  industrial 
irack  of  which  I  speak,  which  belong  to  the  stockyards  company,  are 
placed  on  this  line,  but  when  they  are  placed  there,  they  go  beyond 
Government  control,  because  that  road  has  not  been  taken  over.  How 
:an  this  universal  demurrage  rule  be  applied  to  that  line?  I  cite 
:his  only  as  one  instance  making  it  necessary  to  take  over  these  little 
lines  of  road.    Many  others  will  suggest  themselves  to  your  minds. 

During  this,  governmental-control  rate  litigations  should  be 
stopped  if  possible.  They  require  much  time,  talent,  and  money. 
The  relation  of  rates  is  now  fairly  well  established,  and  there  will 
38  little  to  be  gained  by  unlimited  litigation  during  the  war,  and, 
is  has  been  many  times  suggested  to  your  committee,  it  may  be  not 
it  all  fair  for  a  class  of  traffic  or  shippers  to  bear  alone  a  burden 
placed  on  that  class  wholly  by  war  conditions  and  necessity.  Any- 
way, rate  litigation  will  not  win  the  war,  nor  help  to,  and  they 
>ught  to  be  prohibited  by  this  bill. 

All  commissions,  both  National  and  State,  should  be  left  free  to 
issist  in  the  capacities  in  which  they  now  operate,  and  there  will  be 
plenty  for  all  to  do;  and,  by  all  means,  shippers  should  not  be  de- 
prived in  the  least  of  the  excellent  service  they  are  getting  from 
heir  State  commissions  and  the  Interstate  Commerce  Commission. 

There  should  be  positive  provisions  in  this  bill  for  the  disposition 
>f  surplus  earnings.  Interest  and  dividends  must  be  cared  for.  Any- 
hing  above  that  is  surplus,  and  Congress  should  provide  positively 
:or  its  disposition. 

The  burden  of  my  plea  is  positive  action — positive  action  by  Con- 
gress— action  which  can  not  be  wrongly  interpreted.    I  have  tried  to 
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direct  all  of  my  remarks  to  that  one  point.    I  feel  that  it  should  be 
taken  on  the  following  points: 

First.  Time  limit  of  the  law. 

Second.  Inclusion  of  all  roads. 

Third.  Cessation  of  rate  litigations. 

Fourth.  Preserve  present  status  of  commissions. 

Fifth.  Prescribe  the  disposition  of  surplus. 

Gentlemen,  I  thank  you  for  your  time  and  patience.  I  know  ho* 
you  are  situated. 

Senator  Gore.  Just  one  question,  Mr.  Shorthill.  You  think  the 
wheat  price-fixing  policy  has  been  satisfactory  i 

Mr.  Shorthill.  1  might  say  in  reply  to  tnat  question  this:  Thit 
the  idea  of  selecting  one  commodity  to  the  exclusion  of  other  com- 
modities and  fixing  a  price  on  it  has  not  been  satisfactory ;  but  the  tak- 
ing over  of  the  control  and  the  distribution  of  our  present  wheat  crop 
at  what  has  been  construed  to  be  a  fair  price  has  been  submitted  to  by 
producers  of  wheat  as  a  war  necessity. 

Senator  Gore.  Construed  by  whom? 

Mr.  Shorthill.  Construed  by  our  Government.  In  normal  times. 
I  do  not  think  the  policy  of  price  fixing  would  be  satisfactory  under 
those  conditions  at  all. 

Senator  Gore.  The  price  fixing  has  lost  the  wheat  producers  about 
half  a  billion  dollars,  has  it  notf 

Mr.  Shorthill.  Taking  it  on  the  basis  of  what  the  open  market 
was  at  that  time;  yes. 

Senator  Gore.  Yes ;  about  half  a  billion  dollars.  Do  you  know  how 
much  the  winter- wheat  acreage  has  gone  down  in  your  State?  How 
much  less  was  sown  last  fall  than  the  fall  before? 

Mr.  Shorthill.  Acreage  in  our  State  of  winter  wheat  is  probably 
80  per  cent  of  what  it  was  before. 

Senator  Gore.  It  is  off  about  500,000  acres,  I  think. 

Mr.  Shorthill.  The  reasons  for  that  are  largely  physical,  how- 
ever. 

Senator  Gore.  As  to  Kansas  and  Oklahoma  and  Nebraska,  all  of 
which  are  winter-wheat  States,  I  would  like  to  remark  in  this  pltce 
that  in  my  State  the  State  Board  of  Defense  reported  in  December 
that  the  farmers  had  been  feeding  40,000  bushels  of  wheat  a  day  to 
their  stock.  I  just  throw  that  out  to  show  that  that  it  has  not  been 
such  a  blazing  success  in  that  locality. 

Senator  Pomerene.  That  opens  up  a  very  broad  subject,  I  suggest. 
Senator  Gore,  that  we  can  not  discuss  this  evening. 

Senator  Gore.  I  am  through. 

Senator  Pomerene.  I  move  the  committee  adjourn  until  10  o  clock 
in  the  morning. 

The  Chairman.  The  committee  adjourns  until  10  o'clock  in  the 
morning,  and  let  it  be  understood  that  in  the  morning  the  argument 
will  begin. 

(Thereupon,  at  6.05  o'clock  p.  m.,  the  committee  adjourned  until 
to-morrow,  Friday,  January  25, 1918,  at  10  o'clock  a.  m.) 
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United  States  Senate, 
Committee  on  Interstate  Commerce, 

Washington,  D.  C. 

The  committee  met,  pursuant  to  adjournment,  at  10  o'clock  a.  m., 
in  the  hearing  room  of  the  committee,  Senate  Office  Building,  Senator 
Ellison  D.  Smith,  of  South  Carolina,  presiding. 

The  Chairman.  The  committee  will  come  to  order. 

Mr.  S.  H.  Cowan.  Yesterday  evening,  in  closing  my  statement,  I 
Sled  a  typewritten  brief  of  argument,  and  intended  to  file  a  table, 
which  I  now  present,  marked  as  my  exhibit.  The  summary  on  the 
front  page  shows  what  the  table  contains. 

It  is  a  comparison  of  the  three-year  period  of  earnings  on  each  of 
the  principal  systems  of  railroad,  averaged  in  each  district,  and  the 
botat  figures  of  all  the  railroads  for  each  district  averaged,  and  the 
^rand  total  of  all  railroads  in  the  United  States,  figured  out  per  mile 
3f  line,  single  track,  showing  the  net  operating  revenue  for  the  three- 
pear  period  ending  June  30,  1917,  ana  the  three-year  period  ending 
June  30,  1916,  which  will  be  found  a  convenient  and  valuable  com- 
pilation in  arriving  at  the  standard  return,  and  the  comparative 
results  of  .each  of  tne  different  three-year  periods. 

As  the  last  page  will  show,  the  three-year  period  ending  1916  is 
$3,403  per  mile,  single  track,  for  the  entire  United  States;  whereas 
ror  June,  1917,  the  three-year  period,  it  is  $3,990  per  mile,  single 
:rack,  a  difference  of  $587  per  mile  higher  for  the  three-year  period 
3nding  June  30,  1917. 

SUMMARY. 

Analysis  of  railway  operating  income  and  railway  operating  income  per  mile  of 
ine  operated  for  the  principal  railroads  and  systems  of  railroads  in  the  eastern,  south- 
ern, and  western  districts,  as  classified  by  the  Interstate  Commerce  Commission,  and 
he  railroads  of  the  United  States  as  a  whole.  For  the  fiscal  years  ending  June  30, 
917,  1916,  1915,  and  1914,  and  the  three-year  average  for  the  years  1917-1915  com- 
bed with  the  three-year  average,  1916-1914. 

These  figures  were  compiled  from  the  sworn  statement  as  published  in  the  New 
fork  Commercial  and  Financial  Chronicle  taken  from  the  railroads'  sworn  report  to 
he  Interstate  Commerce  Commission. 

National  Live  Stock  Shippers'  Protective  League. 
I.  A.  Rice,  Statistician. 
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Eastern  district. 


Eastern  roads. 


Fiscal 

year 

ending 

June  30— 


Baltimore  &  Ohio. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914 . 


Boat  on  A  Maine. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914 . 


Central  Railroad  of  New  Jersey. 


3-year  average,  1917-1915. 
9-year  average,  1916-1914 . 


Cleveland,  Cincinnati,  Chicago  &  St.  Louis. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914 . 


Delaware  &  Hudson. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


Delaware,  Lackawanna  &  Western. 


3-year  average,  1917-1916. 
3-year  average,  1916-1914. 


Erie  Railroad. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


Lehigh  Valley. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


Michigan  Central. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


|   Raflwtr 

I  opnafi&f 

Mileage  of         Railway     |    income 

ingle  track  .    operating    '   per  mile 


single 
operated. 


operating 
income. 


4,545.23 
4,539.38 
4,535.27 
4,478.22 


828,657,509 
28,639,064 
24,581,697 
21,506.370 


27,202.757 
24,909,044 


2,301.99 
2,301.05  i 
2,301.90  , 
2,301.90  ' 


12,419,251 

13,188,579 

8,779.110 

7,245,050 


1,695,646 
9,970,913 


683.75 
683.93 
680.65 
677.93 


9.815,000 

10,505,758 

8,357,126 

8,169,794 


9,550,295 
9,010, 


2,385.58 
2,382.96 
2,372.74 
2,363.16 


13,151,838 

12,717,953 

7,242,192 

2,669,692 


11,019,994 
7,543,279 


882.30 
885.63 
880.55  ' 
880.55  I 


6.607.606 
8.891.456 
7.339.504 
7,105,339 


7.612.855 
7,778,766 


955.12 
956.54 
958.64 
81 


16.780.213 
17,609.604 
13.526.152 
12.515,985 


15,971,990 
14,550.580 


1,987.84 
1.087.84  ; 

1,987.84 


12,389.589 
20,333,154 
11.807.039 
13,294,526 


1,443.12 
1.443.60 
1,443.52 
1,439.99 


1,853.84 
1,803.26 
1,800.04 
1,799.74 


14.843.261 
15,144.906 


11,046.283 
12.574,714 
10.871,803 
10,423.461 


11.497. 
11. 


12,549,691 

12,398,101 

7,350,375 

5,870,141 


10,.—, 
8,539,598 


6. 361 

5.139 
4tW 


6.011 
5.SU 


5.395 
6.091 

I.S4 
3.147 


4.  S3 


14.: 

u.jc 
hi* 

12.031 


U.Z0 


5.514 

5,337 
3,053 
1,139 


4.6* 
3.1TJ 


10.049 
8.335 
8.041 


8.43 
6.  $15 


17.549 
18.414 

14.111 
13.041 


16.44? 
15.1* 


10.29 
5.949 
6.68ft 


7.614 


7.454 

8.710 
7.5S1 


*.< 


7.1 


6,» 
6.C5 

4.0* 
3.2C 


5,491 

4,T« 
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Eastern  roods. 


few  York  Central. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


rew  York,  Chicago  A  St.  Louis. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


'ensylvaniaCo. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914 


'ennsylvania  Railroad. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 

'hiladelphia  6  Reading 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


Ittsburgh  &  Lake  Erie. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


Fiscal 

year 

ending 

June  30— 


Mileage  of 

single  track 

operated. 


1917 
1916 
1915 
1914 


'hiladelphia,  Baltimore  &  Washington. 


3-year  average,  1917-1915 . 
3-year  average,  1916-1914. 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1916 
1914 


1917 
1916 
1915 
1914 


ittsburgh,  Cincinnati,  Chicago  &  St.  Louis. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


lecapitulation,  17  roads. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


6, 139. 70 
6,031.22 
4,801.89 
3,753.67 


Railway 

opreating 

income. 


160,801,787 
67,509,927 
34,481,709 
20,516,290 


54,264,474 

40,835,975 


570.67 
569.44 
567.89 
566.12 


1,759.67 
1,758.08 
1, 757. 47 
1,749.55 


2,803,673 
3,967,070 
1,895,989 
1,560,064 


2,890,577 
2,474,374 


15,116,331 
21,202,493 
10,510,141 
11,678,708 


15,676,322 
14,530,447 


4,536.18 
4,541.04 
4,527.81 
4,083.54 


50, 192, 739 
56,949,999 
36,372,879 
35,782.443 


47,838,539 
433,035,107 


1,127.27 
1, 127. 27 
1, 119. 75 
1, 119. 75 


21,925,535 
22,499,699 
14,416,848 
14,656,676 


19,614,027 
17,191,074 


2,224.56  l- 
22456 
224.91 
224.13 


717.86 
717. 14 
717.07 
717. 12 


9,297,813 

11,614,177 

4,802,908 

6,029,201 


8,571,633 
7,482,095 


Railway 
operating 
income 
per  mile 
of  single 

track 
operative. 


5,836,855 
5,816,899 
3, 161, 192 
2,890,856 


4,938,315 
3,956,316 


2,398.94 
1,488.98 
1,478.75 
1,472.19 


13,530,135 

11,501,395 

7,334,262 

6,979,807 


10,788,597 

8,605,155 


34,508.62 
33,442.01 
32,156.69 
30,575.21 


302,934,848 
338,820,042 
212,830,826 
188,894,403 


284,861,905 
246,848,424 


19,903 

10,895 

7,273 

5,465 


9,357 
7,878 


4,922 
6,967 
3,338 
2,756 


5,076 
4,354 


8,615 

12, 174 

5,560 

6,645 


8,923 
8,266 


11,066 

12,541 

8,033 

8,762 


10,546 
9,7,9 


19,450 
19,959 
12,876 
13,089 


17,428 
15,308 


41,405 
51,720 
21,354 
26,900 


38,159 
33,325 


8,130 
8,111 
4,408 
4,031 


6,883 
5,517 


5,640 
7,724 
4,959 
5,486 


6,108 
6,056 


9,779 

10, 132 

6,619 

6,178 


8,843 
7,643 
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Eastern  roads. 

Fiscal 

ending 

MllcaeBol 
single  track 

'    RalluT 
tramt.      J    ofiinW 

'1817 

una 

'1915 

48,063  34  i    457,141, MO 
04, HOC  03       3O0,Sfn,7H 
•3,781.43      Ml, 830,418 

IS 

341,04,  MS 

m,tn,ns 

K  astern  road;. 

Railway  operating  Income. 

RaDirir  uperalloE  at 

come  per  mile  ol  auci 

track  opamied. 

1017-igii. 

1918-1014. 

1817-1115. 

i-iw 

Baltimore  A  Ohio 

<:■:.. 'M,  257 
95,6*1 
59,29.5 

12,865 

(J-l,!ll_rl.M4 
;oi|'v'03 

OB 

'■  ■'! 

:  'or 

88,011 

Delaware,  UtckawBuoa  A  Western 

M,8tt;         I'.K 

MiHjisMl  I.'l'UtMl 

N'nv  York  t'ciitral 

Nrn    Vork.i'r-.iP^o  A  SI.  Louis 

I'fimsvlvaniii  R.  R 

5,908  ■         ;."• 
s!ra  ■        ■> 

10,548  ,            «  7M 

I'ifslniri'h  A   L.iko  Krif 

PYkid.'lphl*,  MrtlTimore  .1  Washing-Hi 

Pittsburgh,  Cincinnati,  Chicago  A  St.  Louis 

i  ■  Js'sis 

»|SS3  !             v" 
6,108               •.'*! 

392;  024;  &e* 

sss 

iss  I,  II,  and  III  roads. 
SoufAem  district. 


•  Class  I  and  ii  roads. 


Southern  roads  system. 

Fiscal 
endfng 

single  track 
opera  led. 

RaUwaj- 

88,180,480 

4,808,311 
1,087,030 
1,807, 803 

Railw 
per  dm 

Alabama,  Now  Orleans  A  Texas  Pacific  Junction. . . 

1017 
1010 
1015 
1014 

1017 
1015 

871.78 

873.78 
878.78 
703-18 

r.w 

3-year  storage'.  19  IB- 1911 """"I""""! 

s|Baa,'847 

Jl* 

12, 9M00 
12,884  82 
11,881  81 

41,008,470 
ao.W.SM 

ii.seo.om 

37,8.8,848 

£■» 

u.rsV** 

26,811,204 
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Southern  roads  system. 


Shesapeake  A  Ohio. 


3-year  average,  1017-1015. 
3-year  average,  1016-1014. 


Florida  A  East  Coast. 


3-year  average,  1017-1015. 
3-year  average,  1016-1014. 


Ulnols  Central. 


3-year  average,  1017-1015. 
3-year  average,  1016-1014 


Norfolk  A  Western. 


3-year  average,  1017-1015. 
3-year  average,  1016-1014 . 


eaboard  AirHne 


3-year  average,  1017-1015. 
3-year  average,  1016-1014 . 


onthern  Railway. 


3-year  average,  1017-1015. 
3-year  average,  1016-1014. 


Recapitulation  (8)  systems. 


3-year  average,  1017-1015. 
3-year  average,  1016-1014 . 


otal  southern  district . 


3-year  average,  1017-1015. 
3-year  average,  1016-1014. 


Fiscal 

year 

ending 

June  30— 


1017 
1016 
1015 
1014 


1917 
1916 
1915 
1014 


Mileage  of 

single  track 

operated. 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


»1917 
U916 
U915 
U914 


2,555.00 
2,551.80 
2,545.80 
2,543.97 


765.00 
744.89 
744.76 
695.92 


8,306.00 
8,264.06 
8,265.53 
8,268.74 


Railway 

operating 

income. 


615,821,152 
16,033,976 
11,259,441 
10,497,306 


14,371,523 
12,596,938 


4,149,720 
2,881,418 
1,857,999 
1,441,715 


Railway 
operating 
income 
per  mile 
of  single 

track 
operative. 


2,963,046 
2,060,377 


2,179.00 
2, 153. 17 
2,134.95 
2,103.24 


3,523.00 
3,511.29 
3,167.59 
3,241.24 


28,268,013 
21,218,229 
16,334,830 
18,033,001 


21,940,357 
18,528,687 


21,990,006 
23,226,551 
13,382,678 
12,081,099 


19,533,078 
16,530,109 


7,656,028 
6,86S,4f6 
5,270,365 
7,040,070 


6,598,260 
6,392,074 


9,608.00 
9,844.78 
9,854.06 
9,871.30 


40,810.78 
40,828.61 
40,448.06 
40,269.64 


42,690.85 
42,298.42 
49,509.49 
46  587.73 


30,373,008 
27,134,176 
17,955,712 
21,122,671 


25,154,332 
22,070,853 


156,46?, 887 

138,463,831 

90,989,034 

102,602,102 


128,638,584 
110,351,656 


162,884,345 

145,014,040 

97,160.848 

112,107,287 


135,019,744 
118,094,068 


66,192 
6,283 
4,423 
4,126 


5,636 
4,944 


5,424 
3,868 
2,495 
2,071 


8,920 
2,811 


3,403 
2,568 
1,976 
2,181 


2,649 
2,242 


10,092 

10,787 

6,268 

6,172 


9,049 
7,742 


2,173 
1,956 
1,664 
2,172 


1,931 
1,930 


3,161 
2,756 
1,822 
2,140 


2,580 
2,239 


3,834 
3,391 
2,250 
2,548 


3,158 
2,730 


3,815 
3,428 
1,963 
2  406 


3,060 
2,590 


»  Class  I  reads. 


>  Class  I,  II,  and  III  roads. 


*  Class  I  and  II  roads. 
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Southern  roads  system. 

RuiK'ijy  d['cr 

I  ratfi  operand 

3-year 

a 

1917-11)15.  '  rHs-uii 

Alabama,  Nm  Orleans  &  Texas  Pacinc  Junction. . . 

2  ■■■'.  no 

25  i    i    3!  ! 

33   -      -47 
28  ■  :      J« 

13    -    ag 

3  , .  ,  ^77 

15  ..     87 

16  08 

22    '       -5J 

(5,309           H  •  » 

5,6J«  ,         t  :* 

2,649             i:t 

3,J»            in 

128,638,584  I 
135,018,744  ' 

110,351,  AM 
■  18,084,058 

ffrttCT-n  dittriet. 


Western  Toads  system. 

Fiscal 

Mileage  or 
single  track 

j  Kimm 
Railway         tnuui 
onraUni       nan* 
moome.         QfilDfW 

1917 

1915 
1014 

tl! lift,  50 
10,902.64 

32, 103.' 828;           IK' 

1917 

1915 

10, 174.00 

id,  17100 

10, 161. 12 

30,  233, 933             in 
24.077,431             la 

24  481.404                1" 

1917 
19  IS 

1915 

9,032.00 

0,035.80 

■vEaxn 

41  18S.434  '             1  "> 

33,815,150                1M 
24.919,508  .             ii« 

26,440.782    ■                STB 

1117 

1916 

10,455.00 
10,301.03 
10,284.43 
10,219.15 

.11,308,104                   llO 

24,757,851              lt» 

20,«30,42»  |              It 

27,051,728  '            IK 

1916 
1015 

1,052.00 

i' osa.  oo 

1,033.48 

4  11?  140'             J,9t 
2,000,563             *.» 
i;  557,588              !,«■ 

3, 806,  Mi  1             J-~: 

Ihern 

1916 
1014 

S,  117.51 
8,126.85 

7,809.05 

SSS.     t£ 

2 (j  297,' 890                I.*  * 

2R,  970, 103                J* 

27,416,165  1          J.« 

191  i 
1915 

3,605.06 
3,  SOS.  01 

3,965.07 
3,805.07 

5, 039, 972                1.* 
8,584,  "04                J.S 
7,191,570  i              I-*- 

S-'y«ar  averaitc.  1910-1914. .  ."..^"."  ."..11",.!.... .!" 

::::::::::::::i    i;«J;«.      t* 
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Western  roods  system. 


Missouri  Pacific. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


Northern  Pacific 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


Southern  Pacific. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


Texas  &  Pacific. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


Union  Pacific. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


Chicago,  Rock  Island  it  Pacific. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914 


St.  Louis  it  San  Francisco. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914 . 


Recapitulation,  14  systems. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914 . 


Total  Western  ristrict. 


3-year  average,  1917-1915. 
3-year  average,  1916-1914. 


Fiscal 

year 

ending 

June  So- 


wn 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


1917 
1916 
1915 
1914 


11917 
»1916 
tl915 
•1914 


Mileage  of 

single  track 

operated. 


»  Class  I  roads. 


*  Class  I,  II,  and  III  roads. 


7,426.50 
7,387.52 
7,331.34 
7,330.83 


Railway 

operating 

income. 


$20,529,628 
13,189,773 
13,058,203 
14,109,621 


15,592,535 
13,452,532 


6,748.50 
6,732.00 
6,691.56 
6,896.35 


11,043.50 
10,941.90 
10,473.49 
10,572.39 


1,986.00 
1,985.27 
1,942.32 
1,925.85 


7,957.00 
8,165.66 
8,048.64 
7,969.63 


8,094.50 
8,098.88 
8,331.31 
8,329.20 


5,219.00 
5,282.32 
5,342.37 
6,291.07 


33,181,971 
30,758,667 
21, 849, 703 
22,612,645 


28,596,780 
25,073,672 


60,078,257 
47,948,967 
35,627,331 
37,620,033 


47,884,852 
40,398,777 


Railway 
operating- 
income 
per  mile 
of  single 

track 
operative. 


6,363,711 
4,432,549 
3, 268, 173 
3,636,804 


4,688,144 
3,779,175 


45,223,051 
40,804,635 
30,168,971 
31,742,739 


38,732,219 
34,238,762 


21,069,696 
17,206,970 
14,043,493 
13,718,060 


17,440,053 
14,989,508 


16,750,685 
13,448,303 
11,121,906 
10,770,889 


13,773,632 
11,780,200 


103,212.60 
103,006.96 
102,388.00  < 
102,898.16  i 


400,403,226 
348,405,621 
276,489,000 
277, 173, 703 


341,765,949 
300,689,441 


128,962.06  ,  488,613,611 


127,967.33 
141,908.09 
136,265.40 


427,086,524 
331,227,368 
331,691,431 


415,642,499 
363,385,106 


12 

1 
1 


3, 

880 

3, 

388 

2, 

700 

2, 

60S 

3; 

821 

2, 

925 

764 
782 
781 
925 


109 

829 


916 
569 
266 
279 


250 
705 


442 
383 
403 
559 


409 
782 


204 
233 
683 


373 
935 


684 
997 
748 
983 


810 
243 


603 
125 
686 
647 


138 
819 


209 
568 
082 
712 


620 
121 


789 
337 
334 
434 


153 

702 


*  Class  I  and  n  roads. 
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Western  roads  system. 


Atchison .  Topeka  &  Santa  Fe. . . 

Chicago  &  North  Western 

Chicago,  Burlington  &  Quincy . . 
Chicago,  Milwaukee  &  St.  Paul . 

Chicago  &  Alton 

Great  Northern 

Missouri,  Kansas  &  Texas 

Missouri  Pacific 

Northern  Pacific 

Southern  Pacific 

Texas  &  Pacific 

Union  Pacific 

Chicago.  Rock  Island  &  Pacific.. 
St.  Louis  &.  San  Francisco 

Recapitulation,  14  systems 
Total  western  district 


Railway  o 

peratmc  hv 

Railway  operating  income. 

come  per  mile  of  sfagftt 

track  operated. 

3-year 

3-year 

3-year 

3-year 

average, 
1917-1916. 

average, 
1916-1914. 

average, 
1917-1915. 

1916-1914. 

$43,927,687 

$37,311,773 

$3,915 

$3.3*9 

29.081.960 

26.481,494 

2.850 

2.6M 

33.307.697 

28,391.813 

3,460 

2.963 

28.728,542 

27.651.729 

2,770 

2.4*7 

3.966.845 

2.788.437 

3,771 

2.W 

28,970,033 

27.416.165 

3,543 

3,« 

7,074.969 

6,935,382 

1,830 

um 

15.592.535 

13,452,632 

2,109 

t.» 

28.596,780 

25.073.672 

4,250 

3.7B 

47.884.852 

40.398.777 

4.409 

3.7B 

4.688,144 

3,779,175 

2,373 

L93S 

38.732,219 

34,238,782 

4.810 

4.243 

17.440.053 

14,989,508 

2.138 

J.B* 

13,773.632 

11.780.200 

2,620 

2,121 

341,765.949 

300.659.441 

3,321 

2,  ass 

416,642,499 

363,335,106 

3,153 

2,  TO 

RECAPITULATION. 


Eastern  district,  17  roads 

$284,861,905 

$246,848,424 

38,013,481 

110.351.656 

16.286.928 

300,689,441 

41,076,508 

$8,843 

$7.68 

1,209 

Southern  distort.  9 systems.*' .-- r 

128,638,584 

3,158 

2,739 

Increase.  1917-1915  average  over  1916-1914.  - , .  ,T 
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Western  district.  14  svstenw  - . .  -    -  -  -  -  -  r T  -  r  r  r . 

341,765,949 

3,321 

2.925 

Increase.  1917-1915  averaga  over  1916-1914. .  r .  T . 

3M 

All  districts,  total  above  roads  and  systems. . . 
Increase.  1917-1915  average  over  1916-1914 . . 

755,266,438 

657.889.521 

97.376,917 

821,311,982 

121,375,127 

4,063 

3,7* 
314 

Total  all  districts,  all  roads 

942,687,109 

3,990 

3.401 

Increase.  1917-1915  Avenum  over  1016-1914.. 

ttT 

The  Chairman.  I  would  like  to  state  that  the  hearings  have 
closed.  We  begin  this  morning  the  argument.  Those  who  desire 
to  make  argument  must  give  notice  now  or  must  be  prepared  to  go 
on  now  for  the  reason  that  the  committee  will  give  the  representa- 
tives of  the  railroads  and  the  representative  of  the  Government  the 
closing  of  the  argument,  the  railroads  being  represented  now  by  Mr. 
Thorn,  and  Mr.  Anderson  representing  the  administration  or  the 
Government.  If  there  are  any  here  who  desire  to  be  heard  in  argu- 
ment we  would  like  you  to  indicate  it  now  so  that  we  can  tell  you 
about  what  time  the  committee  can  give  you,  looking  toward  the 
argument  to  be  made  by  the  principal  parties  in  interest. 

Mr.  Cowan.  I  think  1  shall  want  to  present  some  argument.  I 
had  hoped  to  hear  the  opening  argument  on  behalf  of  the  Govern- 
ment, and  then  the  argument  of  the  railroads  or  proponents  of  the 
bill.  I  thought  the  proponents  would  have  the  right  to  make  the 
closing  argument. 

Senator  xIobinson.  The  Government  is  the  proponent  of  the  bill. 

Mr.  Cowan.  I  did  not  know  whether  the  railroads  stood  as  the  pro- 
ponents of  the  bill. 

Senator  Robinson.  Will  you  make  an  argument,  Mr.  Anderson  ? 

Commissioner  Anderson.  No,  Mr.  Chairman,  I  do  not  think  that 
this  committee  will  be  greatly  benefited  by  anything  fairly  called 
argument  by  me.     I  did  not  think,  as  I  had  prepared  a  redraft — or 
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rather  some  perfecting  amendments — that  the   Coit^nittee   would 
perhaps  desire  to  hear  me  briefly  explain  the  pe^ctJhff  amendments. 

Senator  Robinson.  It  is  settled  that  we  desire  to  near  you  close 
the  argument;  that  much  is  settled.  I  want  to  know  whether  you 
want  to  open  and  close. 

The  Chairman.  The  idea  is  whether  vou  want  to  make  any 
further  statement  as  proponent  of  the  bill,  explanatory  of  your 
amendments.  You  may  do  so,  if  you  wish,  ana  if  not  the  status 
announced  by  the  Chairman  stands. 

Senator  Townsend.  I  hope  you  will  feel  like  opening  and  discuss- 
ing your  new  bill,  because  yesterday — perhaps  it  was  my  own  fault — 
eras  the  first  time  I  had  seen  that  bill,  and  I  would  like  to  have 
you  state  it  briefly,  if  you  would  just  as  soon  do  that  now.  I  do 
aot  ask  you  to  take  up  much  time,  but  explain  briefly  what  your 
?hanges  are.  I  think  it  would  help  in  the  further  discussion  by 
those  who  follow  you.  too,  to  get  at  your  views.  I  do  not  want 
bo  suggest  anything  tnat  is  not  agreeable  to  the  committee,  but  I 
wxmlaTike  to  hear  Commissioner  Anderson  on  that  new  bill,  briefly. 

The  Chairman.  Mr.  Anderson  can  decide  whether  or  not  he 
lesires  it.  What  the  chair  wishes  to  ascertain  is  whether  there 
ire  any  others  who  wish  to  present  arguments. 

Mr.  rLUMB.  Mr.  Chairman,  I  do  not  care  to  repeat  any  argument 
that  I  have  made,  but  I  should  like  the  opportunity  for  not  more 
bhan  15  minutes,  perhaps  only  10,  to  reply  to  some  points  that 
Vfr.  Thorn  may  advance,  if  he  advances  them;  and  without  knowing 
srhat  the  argument  of  the  railroads  may  be,  I  could  not  reply  until 
t  has  been  neard.  But  I  assure  you  that  I  do  not  care  lor  more 
time  than  that. 

The  Chairman.  There  are  no  others  who  desire  to  argue  ¥ 

Senator  La  Follette.  Mr.  Chairman,  Mr.  Thorne  may  be  here. 
[  do  not  know  whether  he  will  be  able  to  reach  here  or  not,  but  if  he 
arrives  before  this  argument  closes  and  desires  to  be  heard  I  think 
the  committee  would  t>e  very  glad  to  hear  him. 

The  Chairman.  Of  course,  ne  would  be  included  if  he  arrives 
before  the  main  arguments  of  these  two  whom  we  have  decidi  d 
svould  close  the  argument.  That  is  the  understanding  of  the 
committee. 

Senator  La  Follette.  I  do  not  know  about  that.  Is  the  decision 
made  by  the  committee  as  to  who  will  close  the  argument  ? 

The  Chairman.  Yes ;  the  committe  has  decided  that  Mr.  Thorn 
wid  Commissioner  Anderson  would  be  allowed  to  close  the  argument, 
is  they  represent  the  railroads  on  the  one  hand  and  the  Government 
on  the  otner. 

Senator  La  Follette.  Has  not  the  public  some  interest  here  as 
to  the  closing? 

Senator  Robinson.  The  assumption  was  that  Commissioner  Ander- 
son represented  the  public. 

Senator  La  Follette.  Has  that  matter  been  passed  upon  by  the 
committee  by  vote  ? 

The  Chairman.  It  has  not  by  vote. 

Senator  La  Follette.  By  a  sort  of  acquiescence  ? 

The  Chairman.  Yes;  that  was  my  idea,  oy  a  majority  of  them. 

Senator  Robinson.  We  can  take  a  vote  on  it. 
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Senator  La  JTollette.  I  do  not  know  that  we  have  a  quc:v. 
here. 

The  Chairman.  We  only  have  the  decision  that  was  armed  *' 
quite  a  lengthy  time  ago,  that  five  would  constitute  a  quorum  *- 
begin  any  hearing.     We  now  have  six. 

Senator  Townsend.  As  I  understand  it,  Mr.  Chairman,  ther*  t 
no  disposition  on  the  part  of  the  committee  to  shut  off  the  fir* 
and  that  the  time  given  to  these  people  before  the  last  two  spiv-  \  - 
are  made  is  time  for  everybody  to  be  heard.  I  do  not  care  to  lia.» 
anything  conducted  as  a  lawsuit;  all  I  care  about  is  to  get  any  r.«* 
views  here,  and  who  closes  or  who  opens  does  not  affect  me  at  *!. 
except  that  I  asked  Commissioner  Anderson  to  open  this  discos, 
and  explain  a  new  bill  that  he  has  put  up  here,  and  which  I  ha- 
not  heard  discussed  very  much.     That  is  all  I  have  asked  for. 

Commissioner  Anderson.  Mr.  Chairman,  may  I  express  the  k  »'- 
that  if  Mr.  Thorne  comes  and  desires  to  be  heard,  that  he  be  hear- 

The  Chairman.  Certainly. 

Senator  La  Follette.  I  do  not  know  that  he  will  be  able  to  z* : 
here.  He  was  obliged  to  go  West  somewhere,  I  do  not  know  exartiv 
where;  but  when  it  was  announced  here  that  the  discussion  wa>  t« 
begin  Friday,  and  that  Friday  and  Saturday  would  be  devoted  t 
argument,  I  spoke  to  one  of  the  gentlemen  who  was  in  his  party— 
I  aid  not  know  his  name — and  suggested  to  him  that  he  send  a  m^- 
sage  to  Mr.  Thorne,  saying  that  the  argument  would  be  made  up»r. 
this  measure  on  Friday  and  Saturday,  and  that  if  he  wished  to  anr*- 
he  had  better  return  at  that  time. 

Senator  Cummins  afterwards  spoke  to  me  about  it  and  said  hr 
thought  that  Mr.  Thorne  would  be  here  for  the  arguments  if  he  w** 
able  to  get  back,  but  the  uncertainties  of  transportation  at  ti> 
time  were  such  that  he  was  not  sure  he  would  or  not.  So  I  do  n<-: 
know;  as  Senator  Cummins  was  not  here  this  morning,  I  thought  I 
would  bring  it  to  the  attention  of  the  committee,  that  possibly  Mr. 
Thorne  might  desire  to  be  heard  if  he  could  £et  here  in  time. 

The  Chairman.  Commissioner  Anderson,  if  you  desire  to  makr 
some  remarks  explanatory  of  the  additions  or  amendments  to  ti.f 
bill,  if  you  are  ready,  you  can  proceed  now. 

Commissioner  Anderson.  I  am  quite  willing  to  do  that  at  t:.»- 
request  of  the  Senator,  although  I  had  not  expected  to  go  fonrani 

The  amended  bill  is  in  substance  the  original  bill. 

Senator  La  Follette.  Is  there  a  print  of  the  amended  bill1 

The  Chairman.  You  have  it  before  you,  Senator. 

Commissioner  Anderson.  The  changes  made  are  in  their  gen<*rJ 
effect  of  comparatively  minor  importance.  Many,  and  piobaWy 
most  of  them,  are  merely  perfecting  verbal  amendments. 

Section  1  asserts  exactly  the  same  basis  of  three-rear  earning*  ^ 
did  the  original  bill,  except  in  one  particular  to  wnich  I  will  relet 
in  a  moment.  We  have  changed  the  method  of  expressing  the  n«  t 
earnings  from  "Net  railway  operating  income,  excluding  debit*  ano 
credits  arising  from  leased  road  rents,  and  miscellaneous  rents."  <•- 
"Annual  operating  income,  including  equipment  rents,  and  joint 
facility  rents."  Construing  the  language  in  the  light  of  the  nomen- 
clature of  our  accounting  aepartment,  the  two  things  are  identical, 
the  change  is  made  merely  as  a  matter  of  convenience  in  the  account- 
ing department;  it  need  not  trouble  this  committee. 
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I  said  that  there  was  one  change  from  the  three-year  net  earnings 
in  the  basis.  That  change  is  that  section  1 ,  as  now  suggested,  author- 
izes also  a  return  at  a  rate  to  be  fixed  by  the  President  on  the  cost  of 
additions  and  improvements,  less  retirements  made  during  the  last 
six  months  of  1917.  Reluctantly,  and  very  reluctantly,  I  have 
concluded  that  that  inclusion  is  necessary  in  the  interest  of  equality 
of  treatment  for  the  various  carriers. 

It  is  alleged,  and  I  suppose  with  approximate  accuracy,  that  a 
few  of  the  carriers  in  the  last  six  months  of  1917  put  about  $240,000,- 
000  additional  capital  into  carrier  facilities,  on  which  the  Govern- 
ment has  now  taken  the  use.  If  this  sum  had  been  widely  or  gener- 
ally distributed,  so  that  one  carrier  had  invested  in  proportion 
about  as  much  as  another  carrier,  I  should  have  been  unwilling  to 
enlarge  the  basis  of  the  proposed  agreement. 

But  if  the  fact  is,  as  I  suppose  it  to  be,  that  that  substantial  in- 
vestment in  property  now  taken  under  Federal  control  for  national 
and  war  purposes  has  been  contributed  by  a  few  of  the  carriers, 
it  is  difficult  to  avoid  the  conclusion  that  something  ought  to  be 
done  by  way  of  such  increased  return  for  those  investing  carriers 
as  will  put  them  on  approximately  the  same  basis  as  the  original 
plan  contemplated. 

We  took  the  years  ending  June  30,  1917,  on  the  theory  that  those 
three  years  would  in  an  approximately  equal  way  reflect  through 
the  earnings  of  the  carriers  the  real  utility  of  the  property  now  taken 
over  for  federal  purposes.  This  addition  goes,  you  see,  upon  the 
same  theory  that  the  original  plan  went,  varying  it  because  of  that 
uneven  investment.  If  the  President  should  allow  (as  I  should 
hope  he  would  not  allow)  a  return  in  excess  of  5  per  cent,  it  would 
add  ten  or  perhaps  twelve  million  dollars  to  the  aggregate  standard 
return — which  was  computed  by  our  Bureau  of  Statistics,  the  com- 
mittee will  recall,  at  $935,000,000,000,  assuming  all  the  carriers, 
big  and  little,  were  taken  in. 

The  Chairman.  You  mean  that  between  June  30  and  December 
28,  the  time  at  which  the  Government  took  them  over,  there  have 
been  certain  specific  additions  ? 

Commissioner  Anderson.  Yes. 

The  Chairman.  And  that  should  be  taken  into  account  before  the 
compensation  is  provided  for? 

Commissioner  Anderson.  Yes.  Those  investments  may  be  de- 
termined by  the  I.  C.  C.  and  a  return  in  addition  to  the  three-year 
earning  basis  allowed  at  such  a  rate  as  the  President  may  determine. 
That  is  the  way  the  bill  is  now  drawn. 

I  should  hope  the  return  would  not  exceed  5  per  cent.  Perhaps 
you  ought  to  put  it  on  a  Government  basis.  I  do  not  know  what  the 
President  would  do.  Conceivably  the  committee  might,  itself,  want 
to  fix  the  rate  of  return.  But,  as  that  investment  was  made  by  com- 
paratively few  carriers,  in  the  attempt  to  approximate  justice  I  felt 
compelled  to  pay  some  attention  to  it. 

Next,  the  method  of  stating  that  the  standard  return  is  to  bear  the 
war  tax  has  been  greatly  improved  in  the  interest  of  clarity.  If 
what  I  put  into  the  original  draft  of  the  bill  actually  meant  what  I 
intended,  still  a  good  many  people  did  not  so  understand  it. 

Senator  Watson.  To  what  section  are  you  addressing  yourself 
now? 
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Commissioner  Anderson.  Still  to  section  1.  You  will  recall  that 
war  taxes  are  not  assumed  by  the  Government,  but  come  out  of  the 
funds  of  the  carriers,  or  are  to  be  deducted  from  the  standard  return; 
also  that  war  taxes,  impossibble  of  accurate  computation  under 
existing  statutes,  were,  however,  roughly  estimated  T>y  the  Bureau 
of  Statistics  to  fall  somewhere  between  fifty  and  ninety  millions. 
You  might  take  as  a  rough  guess  $70,000,000  as  being  the  war  taxes 
which  would  come  out  of  the  standard  returns,  so  far  as  you  can 
compute  them  on  data  now  available. 

In  this  connection  I  may  say  a  word  about  the  power  of  local 
taxation.  That  question  has  been  raised.  I  put  into  the  record  the 
opinion  of  the  Chief  Counsel  of  the  Commission  to  the  effect  that 
the  bill  does  not  affect  the  power  of  the  States  and  of  other  govern- 
mental divisions  in  which  the  carriers  have  property  to  tax  that 
property  as  hitherto.  That  opinion  is  in  print,  or  will  shortly  be 
m  print,  and  is  replete  with  citations  of  authorities.  To  my  mind 
it  demonstrates  beyond  reasonable  cavil  that  Federal  control  is 
not  going  to  affect  the  general  power  of  taxation  hitherto  exercised 
by  the  States  and  subdivisions  of  the  States. 

Senator  Robinson.  Is  there  any  reason  why  a  specific  declaration 
to  that  effect  should  not  be  embraced  in  the  bill,  that  you  know  of  t 

Senator  La  Follette.  I  think  it  sould  be  embraced  in  the  bill 

Senator  Robinson.  If  the  general  counsel's  opinion  is  correct, 
there  is  no  reason  why  it  should  not  go  in. 

Senator  Watson.  That,  of  course,  would  not  affect  the  status.  I 
do  not  think  there  is  much  difference  whether  it  goes  in  or  not.  It 
would  not  change  the  status  of  the  legal  situation. 

Senator  Robinson.  If  the  general  counsel's  opinion  is  correct, 
then  there  is  no  reason  why  it  should  not  go  in. 

Commissioner  Anderson.  "Should  go  in"  or  "not  go  in"1 

Senator  Robinson.  I  say  if  the  general  counsel's  opinion  is  correct, 
to  which  you  have  referred,  then  there  is  no  reason,  even  from  his 
standpoint,  why  that  should  not  go  in. 

Commissioner  Anderson.  Except  possibly  this:  The  opinion  of 
counsel  shows  that  if  there  should  be  some  new  or  disproportionate 
taxation  devised  by  some  State,  directed  obviously  against  the 
Federal  Treasury,  that  it  would  be  unconstitutional  as  an  attenpt 
to  tax  interstate  commerce  or  a  national  agency.  I  think  the  exist- 
ing status  ought  to  be  safe  and  perfectly  satisfactory.  I  do  not 
apprehend,  as  the  Director  General  said  the  other  day,  that  any 
State  will  undertake  to  embarrass  the  Federal  Treasury  by  levying 
new  taxes  or  in  any  undue  way  during  war  on  property  or  revenue 
which  is  in  effect  national.  But  I  should  be  disposed  to  think  that 
it  was  the  safer  course,  if  the  bill  as  now  drawn  leaves  unaffected  the 
power  for  the  kind  of  taxation  hitherto  in  vogue  in  the  States  and 
subdivisions  thereof,  so  to  leave  it;  and  that  it  is  not  desirable  to 
undertake  to  deal  in  language  with  a  situation  now  sufficiently 
clarified. 

Senator  Underwood.  Let  me  ask  you  a  question.  If  the  Govern- 
ment rente  a  house  in  Maryland  there  is  no  power  of  the  Federal 
Government  to  prevent  the  State  of  Maryland  from  levying  taxes 
on  that  house  to  the  extent  that  the  State  desires,  is  there! 

Commissioner  Anderson.  I  am  not  sure  that  there  is  not  power. 
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Senator  Undebwood.  Where  is  the  power?  If  the  Government 
rents  the  house,  where  is  the  power  ? 

Commissioner  Anderson.  If  it  rents  it  ? 

Senator  Undebwood.  Yes;  if  it  rents  the  house. 

Commissioner  Anderson.  I  am  not  sure.  I  do  not  think  my 
opinion  as  to  that  power  would  be  worth  much,  offhand,  Senator. 
The  general  practice,  as  I  understand,  is  that  the  National  Govern- 
ment never  does  interfere  with  local  taxation  of  that  kind;  but  I  do 
not  remember  that  I  ever  looked  up  carefully  the  question  of  power. 
There  are,  undoubtedly,  lawyers  on  this  committee  whose  opinions 
would  be  worth  much  more  than  my  own. 

Senator  Undebwood.  Of  course,  I  can  see  the  difference  in  the 
rule  where  the  property  belongs  to  the  Federal  Government;  but  if 
the  Federal  Government  had  the  power  to  regulate  taxes  in  the 
State  on  property  that  did  not  belong  to  the  Federal  Government, 
but  belonged  to  a  citizen  of  the  State,  and  if  there  was  any  power 
in  the  Federal  Government  to  prevent  that  state  from  levying  its 
taxes  as  it  saw  fit,  would  it  not  destroy  the  State  government's 
right  ? 

Commissioner  Anderson.  Certainly,  but  your  proposition  did  not 
go  to  that  extent.     It  may  lease  for  a  month  or  for  99  years. 

Senator  Undebwood.  That  may  be  true,  but  it  is  the  title  that 
determines  this  question,  is  it  not? 

Commissioner  Anderson.  When  you  lease  property  you  split  the 
title  in  two,  as  between  the  lessor  and  the  lessee.  I  do  not  believe — 
offhand  without  having  looked  at  the  tax  cases  for  some  time — that 
without  the  express  or  implied  consent  of  the  Federal  Government 
you  can  levy  any  State  tax  on  any  property  that  belongs  to  the 
Federal  Government. 

Senator  Underwood.  Surely  not,  but  it  is  a  question  of  a  free- 
hold estate;  a  lease  is  not  a  freehold  estate. 

Commissioner  Anderson.  The  reversion  undoubtedly  would  not 
belong  to  the  Federal  Government,  and  the  State  tax  on  the  rever- 
sion would  not  be  a  tax  on  Federal  property,  or  directed  to  Federal 
revenue. 

Senator  Underwood.  There  is  only  one  thing  you  have  in  this 
bill  here  directed  to  that  subject,  and  I  do  not  say  that  it  is  not  the 
proper  course  to  pursue;  but  on  this  question  of  taxation,  the  real 
difficulty  as  far  as  taxation  is  concerned,  is  that  the  Government  is 
assuming  to  pay  the  taxes  in  this  State  out  of  the  net  earnings  or 

S*oss  earnings  of  the  corporation,  which,  of  course,  cuts  down  the 
overnment's  net  earnings.  But  that  is  only  an  assumption  on  the 
part  of  the  Government,  or  voluntary  proposal  on  the  part  of  the 
Government.  That  is,  if  you  agreed  to  buy  a  house  and  pay  all  the 
taxes  assessed  on  a  house  in  Maryland,  that  would  be  like  stepping 
in  and  assuming  it. 

Commissioner  Anderson.  The  situation  is  a  little  bit  more  com- 
plicated. The  Government  is  taking  possession,  control,  and  use  of  a 
great  growing  business  and  making  itself,  if  this  bill  becomes  a  law, 
responsible  for  what  we  may  call  a  rental,  calculated  on  the  basis  of 
net  earnings,  and  desires  to  disturb  just  as  little  as  possible  preexisting 
conditions,  utilizing  everything  that  ought  to  be  kept  and  utilized, 
and  discarding  only  that  which  obstructs  or  is  not  useful 
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Now,  we  believe  that  we  have  dealt  with  the  matter  of  taxation  in 
the  bill  as  now  drawn,  so  that  there  can  be  no  just  cause  for  complaint 
or  anxiety  on  the  part  of  the  States  or  any  subdivision  of  the  States. 
On  the  other  hand,  we  do  not  think  that  it  is  desirable — and  none  of 
you,  I  take  it,  think  it  is  desirable — to  use  any  lauguage  which  would 
ground  any  inference  that  the  National  Government  was  going  to 
take  care  of  limitless  or  exorbitant  or  disproportionate  new  taxation 
levied  by  any  State  on  any  part  thereof.  You  can  not  tell  when  and 
where  you  will  get  an  irresponsible  board  of  assessors  who  may  think 
it  is  a  good  chance  to  curry  local  favor  by  getting  money  out  of  the 
Federal  Treasury. 

Senator  Underwood.  Commissioner  Anderson,  I  do  not  see  how 
it  is  possible  for  this  committee  to  run  this  Government,  and  if  the 
title  rests  in  a  citizen  of  a  State,  if  the  title  to  property  rests  in  a 
citizen  of  the  State,  to  prevent  the  State  from  levying  any  taxes  that 
it  desires  on  the  citizens  of  its  own  State.  The  question  whether  the 
Government  is  renting  the  property  does  not  affect  the  situation  that 
I  can  see. 

Commissioner  Anderson.  I  should  think  it  did  affect  the  situation 
very  much.  Suppose  you  went  out  across  the  line  and  took  a  house 
for  50  years,  rented  it  for  national  purposes 

Senator  Underwood.  But  the  Government  has  an  option,  if  it 
wants  to,  to  condemn  that  property — to  take  the  title;  then  it  is  not 
subject  to  taxation  at  all.  After  the  freehold  passes  into  the  hands 
of  the  Government  it  is  not  subject  to  taxation.  But,  when  it  wants 
to  have  it  as  lessee,  not  as  an  owner,  it  takes  it  with  the  burdens  of  a 
lessee. 

Commissioner  Anderson.  I  do  not  so  understand.  I  suppose  the 
State  could  tax  the  reversion  and  not  the  leasehold — except  with  the 
implied  consent  of  the  Federal  Government;  this,  I  understand, 
accrues  in  your  practice  here. 

Senator  IPomerene.  What  reason  has  arisen  which  makes  anyone 
fear  that  either  the  States  or  any  of  these  other  subdivisions  are  going 
to  tax  these  utilities  to  an  excessive  degree  ? 

Commissioner  Anderson.  Why,  I  can  not  say  that  there  is  any 
reason  except  that  it  is  well  known  to  all  of  us  that  boards  of  assess- 
ors are  very  much  prone  to  going  along  the  lines  of  least  resistance, 
and  that  they  acquire  much  popularity  in  their  respective  communi- 
ties if  they  get  a  good  tax  iund  without  making  anybody  feel  it. 
Railroads  have  said — I  do  not  know  with  what  truth,  because  I  never 
went  into  the  subject  critically — that  they  have  been  overtaxed.  It 
is  rather  common  knowledge  that  it  is  more  popular  to  tax  a  big  cor- 
poration than  it  is  most  other  kinds  of  property. 

Senator  Pomerene.  Each  State  government  has  control  over 
its  local  boards,  and  usually  does  control  them;  and  while  there  mar 
have  been  a  time  when  an  exercise  of  the  taxing  function  by  the  local 
assessor  was  such  as  you  indicate,  I  do  not  think  there  is  any  reason- 
able ground  to  fear  that  is  going  to  be  repeated  now. 

Commissioner  Anderson.  Of  course  it  is  true,  Senator,  that  the 
more  remote  the  governmental  power  is  the  more  people  seem  to 
cherish  the  delusion  that  there  is  somehow  some  great  fund  you  can 
get  at  as  a  source  of  benefactions,  to  which  they  themselves  do  not 
have  to  contribute.  We  see  that  in  the  desire  to  get  the  National 
Government  to  improve  our  streams  and  harbors,  to  furnish  builti- 
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ings  that  really  ought  to  be  furnished  locally.  So  the  town  wants 
to  get  something  out  of  the  State  and  the  State  wants  to  get  something 
out  of  the  Federal  Governemnt.  I  think  that  there  is  a  danger  of 
that  kind;  if  you  made  a  flat  declaration  which  indicated  that  there 
was  no  implied  limitation  upon  increased  taxation  upon  this  prop- 
erty, however  new  in  kind,  however  disproportional  in  degree,  I 
should  regard  it  as  a  dangerous  invitation  to  extend  to  certain  com- 
munities in  the  country  (without  undertaking  to  name  any  of  them), 
to  increase  taxation  in  the  belief  that  they  were  thereby  getting  it 
out  of  the  Federal  Government. 

The  Chairman.  Commissioner  Anderson,  is  there  any  ruling  by 
the  Department  of  Justice  as  to  the  right  of  the  local  State  Govern- 
ment to  tax  the  camp  sites  leased  to  the  Government  for  cantonment 
pu  rposes  ? 

Commissioner  Anderson.  I  have  not  looked  that  up. 

The  Chairman.  I  understand  there  is  a  ruling  to  the  effect  that 
they  are  immune;  that  is,  that  they  are  not  subject  to  local  taxation. 

Commissioner  Anderson.  Well,  there  is  no  doubt  that  the  Fed- 
eral Government  can  not  be  taxed,  and  that  local  laws  can  not  extend 
to  Federal  property.  For  instance,  when  ex-President  Taft  was  cir- 
cuit judge  out  in  Ohio  a  case  arose  that  I  had  occasion  to  look  at  when 
I  was  United  States  attorney  up  in  Boston.  They  undertook  to 
extend  the  Ohio  oleomargarine  law  into  the  old  soldiers'  home  in 
Ohio.  Judge  Taft  ruled  that  the  State  had  no  control  over  what 
should  be  eaten  in  the  soldiers'  home ;  that  it  was  a  Federal  reserva- 
tion ;  that  the  local  police  laws  (and  the  same  thing,  of  course,  would 
apply  to  tax  laws)  aid  not  there  control.  That  distinction  is  sound. 
Here  we  have  a  new  status;  the  Federal  Government  is  not  taking 
this  railroad  property  over  and  becoming  the  sole  owner  of  it.  It' is 
a  quasi  lessee  of  it  for  an  unknown  period. 

Senator  Watson.  You  say  that  the  railroad  property  bears  the 
same  relation  to  the  Federal  Government  that  the  soldiers'  home 
does? 

Commissioner  Anderson.  This  railroad  property  ? 

Senator  Watson.  Yes,  this  railroad  property  ? 

Commissioner  Anderson.  No,  I  said  it  did  not.  I  said  this  is  a 
new  institution;  that  here  the  Government  is  not  taking  this  oyer 
and  becoming  the  owner  of  it,  like  the  soldiers'  home,  but  is  becoming 
a  ouasi  lessee,  so  to  speak,  a  tenant  at  your  will  of  this  property,  with 
a  financial  relation  to  it  of  a  curious  and  anomalous  kind. 

Now,  the  plain  line,  both  of  justice  and  of  practical  business 
sense,  seems  to  me  to  say  that  the  States  and  subdivisions  thereof 
may  continue  to  tax  property  within  their  respective  jurisdictions 
in  accordance  with  the  general  principles  hitherto  applied;  but  I 
would  not  offer  an  invitation  for  new  taxation,  in  kind  or  degree. 

Senator  Pomerene.  Evidently  you  presented  Judge  Payne's  opin- 
ion here  to  this  committee  to  persuade  it  that  this  bill  as  drawn  aoes 
not  interfere  with  the  power  of  the  States  and  of  local  subdivisions 
to  tax,  and  you  feel  it  is  necessary  to  give  the  committee  that  assur- 
ance. Now,  why  should  not  this  committee  give  that  assurance  to 
the  public  at  large  ? 

Commissioner  Anderson.  That  is  not  quite  accurate.  In  the 
first  place  it  is  not  Judge  Payne's  opinion  at  all.     It  is  Gov.  Polk's 
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opinion,  and  he  is  chief  counsel  of  the  Interstate  Commerce  Cox- 
mission. 

In  the  second  place,  I  had  that  opinion  prepared  at  the  intimau.  - 
or  request  of  the  committee,  because  the  doubt  was  raised  here.  1 
did  not  have  any  doubt  about  it  myself — at  the  outset.  I  did  &•  t 
present  it  at  all  for  the  purpose  of  "persuading"  you;  I  presented  :t 
as  I  have  been  trying  to  present  everything,  in  the  lignt  of  what  I 
thought  were  clear  facts  and  reasonably  ascertained  rules  of  law. 

Senator  Pomerene.  I  am  disposed  to  think  you  are  right,  but  I 
do  not  see  any  sound  reason  why  we  should  not  give  that  aasuraao? 

Commissioner  Anderson.  I  will  say  this,  Senator:  If  you  or  ar  - 
member  of  this  committee  will  draw  a  provision  relative  to  t;,»* 
taxation  which  is  as  neutral  as  I  have  tried  to  draw  the  rest  of  t:  t 
provisions,  and  which  does  not  expressly  or  impliedly  open  the  <1.  *  • 
to  some  local  body  to  tax  the  Federal  Treasury,  we  have  not  ::- 
slightest  objection  to  putting  it  in. 

It  is  simply  a  question  of  working  out  on  the  safest  line  tl  * 
results  we  all  want  to  achieve.  We  believe  that  the  bill  as  n«  * 
drawn  accomplishes  those  results.  If  anybody  can  improve  it.  ft: 
be  it  from  any  of  us  who  have  had  to  do  with  the  drafting  of  tU« 
bill,  to  object  to  an  improvement. 

Senator  Robinson.  Would  it  be  accomplished  by  simply  sarr  ; 
that  the  status  of  railroad  property  taken  over  by  the  Government 
with  respect  to  taxation  by  the  various  States  should  not  be  affec"*-- 
or  altered  by  the  taking  over  or  by  this  legislation  ? 

Commissioner  Anderson.  I  think  not,  because  you  might  rbi 
raise  a  question  as  to  the  continuance  of  the  present  status;  the  Su:^ 
might  say  they  ought  not  to  be  prohibited  from  increasing  taxat* : 
on  the  properties,  provided  that  increase  is  a  proportional  incraw 
The  minute  you  begin  to  draw  a  statute  you  get  into  difficulty.  1 
tried  it. 

Senator  Underwood.  Ought  the  States  to  be  prohibited  i 

Commissioner  Anderson.  I  think  not.  I  do  not  think  the  Stat*** 
ought  to  be  prohibited  from  the  same  kind  of  taxation  on  th*1" 
property,  or  from  taxation  increasing  proportionally  to  any  inrrw*** 
of  taxation  on  other  property. 

Senator  Underwood.  They  have  got  to  be  the  judges  of  that ' 

Commissioner  Anderson.  They  have  got  to  be  the  judges  of  it  »::» 
to  the  point  of  the  Federal  Governments  finding  that  there  is  *u-  i 
discrimination  against  your  railroad  property  as  to  make  it  cWr 
that  they  are  taxing  that  property  because  you  have  possession  «»' 
it  and  not  as  they  would  have  taxed  it  if  the  tax  had  fallen  upon  tl* 
income  accruing  in  substantial  part  to  their  own  citizens. 

Senator  Underwood.  I  think  if  we  attempted  to  draw  th*: 
discrimination  and  limit  the  power  of  the  State  to  tax,  we  would  run 
up  against  the  Supreme  Court  decisions. 

Senator  Townsend.  I  wanted  to  ask  you,  Mr.  Commissioner.  ;' 
all  the  constitutions  of  the  States  do  not  prohibit  unequal  •»»' 
disproportionate  taxation  ? 

Commissioner  Anderson.  I  do  not  think  so.  We  amended  »rt"r 
constitution  in  Massachusetts,  within  a  few  years,  and  got  th»' 
word  " proportional' '  out,  or  modified  the  constitution  m  &&* 
fashion  so  that  we  could  exempt  forests,  etc.  We  had  a  fight  or. 
that  point   there   for  years.     How   far  our  present   constitutions 
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status  as  to  taxation  is  typical  of  other  States  I  am  not  competent 
to  answer. 

Senator  Townsend.  I  know  you  could  not  excessively  tax  rail- 
roads. We  had  in  our  State  an  ad  valorem  plan  of  taxation  there, 
and  we  had  the  question  thrashed  out  in  the  Supreme  Court. 

Commissioner  Anderson.  We  have  changed  our  constitution,  at 
the  end  of  a  long  fight,  so  as  to  give  a  wider  latitude  to  the  legislature. 
I  think  what  we  did  is  rather  typical  of  what  has  been  done  in  other 
States.  We  wanted  to  make  what  was  formerly  held  a  disproportional 
species  of  taxation  applicable  to  forestry  lands.  We  had  a  law  taxing 
our  growing  forests  as  we  did  land;  as  it  was  construed  it  was  doing 
harm,  not  good,  preventing  forest  development  and  conservation. 

To  sum  up,  then,  we  believe  we  have  done  as  well  with  that  pro- 
vision as  you  can  do.  If  anybody  can  improve  it  in  form  of  expression 
without  getting  upon  dangerous  ground,  let  them  do  it.  There  is, 
so  far  as  I  know,  no  difference  of  opinion  anywhere  as  to  the  results 
that  ought  to  be  accomplished. 

The  (joairman.  But  the  final  effect  of  the  provision  as  drawn  gives 
the  Federal  authorities  power  to  annul  or  set  aside  any  rate  or  any 
tax  that  the  State  might  see  fit  to  impose. 

Commissioner  Anderson.  No  sir;  I  do  not  believe  so.  I  do  not 
think  the  Federal  Government,  as  the  bill  is  drawn,  has  any  power  to 
affect  local  taxation,  unless  that  local  taxation  is  so  different  in  kind 
or  decree  as  to  be  obviously  an  attempt  to  tax  the  Federal  Treasury. 
That  is,  I  think,  an  accurate  statement. 

Senator  Cummins.  Who  is  to  determine  that  question  ? 

Commissioner  Anderson.  Ultimately  a  court  determines  every- 
thing in  this  country,  Senator. 

Senator  Cummins.  No;  but  do  you  mean  that  under  the  bill  the 
Government  must  go  into  court  have  the  tax  set  aside,  or  do  you 
think  the  Director  General  or  the  President  can  set  it  aside  ? 

Commissioner  Anderson.  My  offhand  notion  would  be  that  if  an 
excessive  or  probably  illegal  State  tax  were  directed  against  any 
carrier  while  under  Federal  control,  the  Director  General  would  have 
proceedings  brought  in  the  name  of  the  particular  carrier  to  test  its 
validity.  Perhaps  it  might  be  brought  directly  in  the  name  of  the 
United  States.  That  is  a  question  of  procedure  to  which  I  have  given 
no  consideration.  But  the  United  States  would  be  the  real  party  in 
interest. 

I  pass,  then,  to  the  other  provision  (which  you  will  find  cow  on 
p.  6,  line  17,  et  seq.),  as  to  maintenance  and  depreciation.  We  had 
a  great  deal  of  trouble  in  drawing  that  in  a  form  satisfactory  to  our- 
selves or  to  anyone  else.  It  is  now  drawn  in  far  more  flexible  lan- 
guage than  formerly.  We  have,  as  the  committee  will  observe,  all 
through  section  1 ,  made  it  clear  that  it  is  simply  an  authority  to  make  an 
agreement.  Section  1  sets  (and  should  go  no  further  than  setting) 
maximum  limits  for  a  trade  that  the  President  is  authorized  to  make 
with  the  carrier.  He  can  not  go  beyond  the  three-year  earnings 
(not  now  interpreting  "net  earnings")  plus  areturn  on  the  six  months' 
additional  investment — deal  also  with  war  taxes  as  I  have  already 
described. 

The  provision  as  to  maintenance  and  depreciation  says  that  "All 
reasonable  provisions  for  the  maintenance,  repair,  and  renewals  of 
the  property  and  for  the  creation  of  reserve  funds  therefor,  and  for 
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the  depreciation  thereof  may  be  made,  to  the  end  that  at  the  termi- 
nation of  such  Federal  control  either  the  property  shall  be  returned 
to  the  carrier  in  substantially  as  good  repair  and  in  substantially 
as  complete  equipment  as  at  the  beginning  of  Federal  control  or 
that  just  payment  shall  be  made  therefor.  ' 

Manifestly,  as  we  are  in  wartime,  it  may  be  necessary  in  some 
instances  to  run  down  a  property,  because  you  can  not  get  supplier, 
steel,  cars,  engines  or  what  not.  If  so,  there  ought  to  be  provided 
out  of  the  operating  revenues  a  reserve  fund  to  take  care  of  failure 
of  upkeep.  Other  properties  may  be  built  up,  beyond  their  former 
standard.  A  reasonable  provision  should  be  made  that  the  Govern- 
ment, neither  in  the  form  of  the  so-called  rental  nor  in  the  form  of 
additions  or  improvements  to  the  property,  should  pay  disproportion- 
ately to  one  carrier  as  compared  with  another  carrier;  so  as  to  put 
them  on  an  uneven  basis  at  the  end  of  Federal  control. 

You  will,  therefore,  see  the  desirability  of  authorizing  the  President 
to  make  "all  reasonable  provisions' '  to  those  ends.  We  believe 
that  as  we  have  that  now  drawn  if  you  enact  it  into  law,  and,  when 
the  representatives  of  the  carriers  and  of  the  Government  sit  down 
to  deal  with  the  provisions  that  should  be  made  in  relation  to  any 
particular  carrier,  that  agreements  may  be  worked  out  which  will, 
with  substantial  or  approximate  accuracy,  achieve  what  we  all 
desire — even-handed  justice. 

That  is,  a  standard  return  so  correlated  with  the  provisions  for 
maintenance,  repairs,  and  renewals,  as  really  and  ultimately  to  treat 
them  all  alike. 

The  Chairman.  Do  you  mean  to  say,  in  making  this  agreement, 
the  Government  will  provide  for  this  depreciation  with  the  railroads 
so  that  the  responsibility  of  taking  care  of  them  will  remain  with 
the  railroads  ? 

Commissioner  Anderson.  No;  I  did  not  mean  that.  The  direct 
responsibility  of  doing  all  of  the  operation  and  of  maintenance  will 
rest  with  the  same  general  operative  force  as  hitherto;  as  the  United 
States  must  continue  to  carry  on  this  transportation  system — in  the 
main — through  the  same  personnel.  But  the  United  States  wut 
undoubtedly,  through  the  Interstate  Commerce  Commission  or  such 
other  agency  as  may  be  selected  by  the  Director  General,  have  full 
theoretical  control  over  the  treatment  of  depreciation  and  mainte- 
nance of  the  specific  properties. 

The  Chairman.  Now,  the  reason  1  asked  the  question  was  this: 
you  provide  here  that  the  Government  is  to  return  these  railroads 
at  the  time  designated,  in  substantially  the  same  condition  that  they 
received  them.  Now,  in  this  agreement,  you  will  make  a  provision 
in  the  compensation  which  you  give  these  roads  for  a  sum  adequate 
for  that  purpose. 

Commissioner  Anderson.  A  method,  rather  than  a  sum — to  inter- 
rupt you,  Senator. 

The  Chairman.  A  method  will  involve,  I  presume,  the  money  which 
is  necessary.  Now,  in  the  administration  of  that,  will  it  rest  upon 
the  Government  to  take  care  of  that  or,  as  Mr.  McAdoo  indicated* 
will  it  remain  with  the  roads  to  take  care  of  that? 

Commissioner  Anderson.  Well,  it  will  remain  both  with  the 
Government  and  with  the  roads.  What  I  think  Mr.  McAdoo  in- 
tended to  say,  is  exactly  what  I  intend  to  say;  that  is,  that  the  Federal 
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control,  paramount  and  all  inclusive  in  theory,  will  in  practice  be 
found  operative  mainly  through  the  corporate  machinery  hitherto 
used.  U  will  continue  to  be  used.  They  will  keep  their  books 
substantially  as  hitherto.  Their  books  will  reflect  what  they  do  in 
the  way  of  retirements,  renewals,  repairs,  additions,  etc.  They 
will  all  be  dealt  with ;  very  much  as  though,  for  instance,  the  Inter- 
state Commerce  Commission  were  now  to  undertake  to  establish 
general  rules  applicable  to  all  roads,  dealing  with  that  important 
subject  matter.  I  can  not  see  that  tnere  willbe  any  other  practical 
method  of  dealing  with  it  than  along  the  lines  I  have  indicated. 

Senator  Pomerene.  Let  me  ask  a  question,  for  the  purpose  of 
getting  your  view.  Under  this  legislation,  it  is  necessary  to  main- 
tain these  roads  in  the  same  condition  that  they  now  exist.  Assume, 
for  the  sake  of  the  argument,  that  they  have,  in  fact,  only  been 
maintained  to  50  per  cent  of  the  maintenance  as  they  have  been  kept 
up  heretofore.  Now,  how  is  that  question  to  be  determined  ?  Sup- 
pose a  dispute  arises  as  to  whether  or  not  they  have,  in  fact  been 
maintained  as  heretofore  ? 

Commissioner  Anderson.  If  the  power  proposed  to  be  given 
under  section  1  is  exercised,  then  you  have  an  outstanding  agree- 
ment, Senator,  between  the  United  States  and  each  carrier. 

Senator  Pomerene.  You  provide  a  method  here  for  determining 
the  compensation,  etc.  Now,  the  same  reason  which  would  suggest  a 
method  of  determining  compensation,  it  seems  to  me,  would  also 
suggest  it  in  determining  the  degree  of  maintenance. 

Commissioner  Anderson.  You  mean  in  the  statute  or  in  the  agree- 
ment? 

Senator  Pomerene.  In  the  statute.  It  would  seem  to  me  there 
should  be  some  method  adopted. 

Commissioner  Anderson.  You  are  quite  right.  It  is  desirable; 
but  when  you  undertake  to  draw  it,  you  will  find  you  will  draw  a 
code. 

Senator  Pomerene.  But  you  provide  compensation.  Everybody 
concedes  that  that  is  necessary.  How  is  it  different  in  principle 
between  determining  a  method  of  compensation  and  determining 
a  method  of  fixing  the  degree  of  maintenance  which  is  required  under 
this  bill  ? 

Senator  Watson.  I  understand  this  is  what  this  language  attempts 
to  do. 

Senator  Pomerene.  I  am  not  sure  whether  it  does  or  not. 

Commissioner  Anderson.  It  attempts  to  provide  for  a  contract; 
and  that  between  the  United  States  and  the  other  contracting  party 
there  shall  be,  as  nearly  as  possible,  a  method  provided.  But,  as  I 
pointed  out  the  other  day,  the  methods  of  dealing  with  depreciation 
and  maintenance  are  by  no  manner  of  means  uniform  among  the 
different  carriers.  For  instance,  on  equipment,  I  found  recently  that 
railroads  charge  rates  varying  from  J  ot  1  per  cent  a  year  to  6  per 
cent  a  year.  Now,  I  take  it  that  the  earner  who  is  only  charging 
J  of  1  per  cent  a  year  would  deny  that  they  were  proceeding  on  the 
absurd  basis  that  their  equipment  will  last  200  years.  What  they 
would  probably  contend  is  that,  through  the  process  of  renewals  and 
retirements,  they  are  taking  care  of  depreciation  and  maintenance; 
that  this  charging  off  by  percentage  is  a  rule  which  they  do  not  think 
desirable  in  practical  business.     So  you  find,  Senator,  when  you 
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undertake  to  deal  with  that  infinitely  difficult  question  of  "upkv«  r>  *' 
property" — which  we  all  think  we  understand — when  you  under**-* 
to  write  about  it  you  write  almost  a  code.  You  run  into  l4oW?i 'li- 
cence," " depreciation,"  "retirements,"  "renewals,"  etc. 

Senator  Pomerene.  I  recognize  the  extreme  difficulty  of  comir^ 
to  an  adjustment  on  that  question,  if  it  should  arise  between  v. 
Government  and  a  carrier,  and  it  is  for  that  reason  that  it  seems  to  rr.t 
we  ought  to  provide  for  possibly  some  method  whereby  this  cm  >*- 
determined;  at  least  the  machinery  whereby  it  can  be  determine. 
Whatever  differences  of  view  there  may  exist  in  the  committee.  I  ar 
ouite  sure  we  will  be  a  unit  in  this,  that  we  should  reduce  to  a  minimu- 
the  chances  of  litigation. 

Commissioner  Anderson.  If  I  were  trying  to-day  to  frame  % 
typical  contract  between  the  United  States  and  the  carriers  I  should 
propose  to  put  into  each  one  of  those  contracts  something  to  th* 
effect  that  the  method  of  depreciation  and  maintenancenitherto 
used  by  that  particular  carrier  should  be  carried  out,  so  far  as  the 
bookkeeping  was  concerned,  and  probably  leave  either  to  the  Inter- 
state Commerce  Commission  or  to  an  arbitration  tribunal  any  qu»  *- 
tions  which  might  arise  as  to  whether  or  not  the  standard*  hrr> 
defined  as  desirable  standards  of  keeping  up  property  (or  for  an 
adequate  reserve  fund,  if  it  is  found  not  desirable  to  spend  mon^v 
dining  Federal  control),  have  been  achieved.  I  do  not  believe  :u 
your  statute  you  can,  without  getting  yourself  into  infinite  difficult:* 
with  conflicting  theories,  go  further  than  we  have  gone  here.     I  wrote 

{>ossibly  a  dozen  forms.  A  considerable  part  of  the  language  in  the* 
ast  dozen  lines  should  be  credited  to  Judge  Mack,  who  made  a  num- 
ber of  suggestions.  His  time  and  energy  and  skill  were  chiefly  (It- 
voted  to  the  question  of  compensation.  But  I  think  Judge  Mark 
has  made  a  very  valuable  contribution  in  framing  the  language  for 
dealing  with  depreciation  and  maintenance— that  we  now  have  a 
provision  for  both  flexible  and  at  the  same  time  just  and  adequate 
The  language  at  the  top  of  page  7,  is  an  addendum;  something  lik' 
the  provision  for  "further  assurance/'  as  we  call  it,  in  many  leas*, 
etc. 


The  President  is  further  authorized  in  such  agreement  to  make  all  other  reason*:  > 
provisions  not  inconsistent  with  the  provisions  of  this  act  or  of  the  act  of  Aqprt 
twenty-ninth,  nineteen  hundred  and  sixteen,  that  he  may  deem  neceasary  or  prop* 
for  such  Federal  control  or  for  the  determination  of  the  neutral  righto  and  obtjfti*** 
of  the  parties  to  the  agreement,  arising  from  or  out  of  such  Federal  controL 

In  other  words,  we  have  sought  to  protect  the  public  interest  br 
providing  a  limit  beyond  which  the  President  should  not  go,  leanne 
all  reasonable  flexibility,  as  to  specific  provisions  which  should  gv 
into  the  contract,  when  counsel  sit  down  to  draw  the  contract  between 
the  respective  carriers  and  the  United  States.  Nothing  which  * 
inconsistent  with  the  legislative  mandate  may  go  in.  Anything  do* 
inconsistent  therewith,  which  is  found  necessary  or  convenient  for 
the  full  expression  and  determination  of  the  mutual  rights  and  obli- 
gations, I  think,  we  will  all  agree,  should  go  in. 

Lines  of  8  to  17  contain  a  power  additional  to  that  set  forth  is  u* 
original  section  1.  Section  1  as  originally  drawn  was  intended  to 
authorize  trading  agreements  only  with  carriers  which  could  be  eaflJj 
standardized  on  the  basis  of  their  returns  to  the  Interstate  Cotnmtft* 
Commission.    This  provision  we  have  put  in,  in  deference  to  what 
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we  thought  were  the  indicated  views  of  this  committee  and  of  the 
House  committee  or  in  the  light  of  the  claims  of  the  so-called  short 
lines  and  the  newer  roads,  that  there  ought  to  be  a  provision  in 
section  1  authorizing  the  President  to  trade  with  them  even  though 
their  just  compensation  could  not  be  standardized.  My  original 
view,  to  which  I  largely  adhere,  was  that  as  a  matter  of  economy  of 
administration,  it  was  better  that  all  the  carriers  whose  rights  could 
not  be  standardized,  should  have  those  rights  determined  under 
section  3,  which  provides  for  an  original  determination  by  referees, 
remitting  them  to  the  Court  of  Claims  only  after  the  referees'  report 
has  come  in  and  there  is  disagreement. 

Senator  Pomerene.  You  have  provided  a  method  of  determi  ing 
compensation  by  referring  it  to  a  board  of  referees.  Why  ought 
rot  that  same  provision  apply  where  questions  arise  relative  to  the 
degree  of  maintenance  in  each  particular  case,  so  that  if  they  can  not 
agree,  it  shall  be  referred,  first,  to  this  board  of  referees,  an,  later  onr 
if  they  do  not  agree,  to  the  Court  of  Claims? 

Commissioner  Anderson.  Possibly,  but  I  think  it  had  better  be 
left  to  go  into  the  separate  contracts.  Suppose,  when  you  come  to 
make  a  contract  with  Carrier  A,  you  find  it  has  a  method  of  deprecia- 
tion and  maintenance  which  is  just  and  adequate  ard  no  more; 
there  is  no  particular  reason  why  you  should  not,  in  your  contract,, 

f>rovide  that  property  should  be  maintained  on  the  methods  hitherto 
ound  adequate  and  no  more  than  adequate?  They  do  not  want  to 
be  upset  in  their  business  methods  urless  it  is  necessary  to  upset 
them. 

Senator  Pomerene.  It  is  not  proposed  to  do  that. 
Commissioner  Anderson.  If  you  put  it  into  vour  statute,  then 
you  have  laid  down  a  flat  rule  for  all  carriers ;  the  difficulty  is  that  the 
carriers  have  not  been  hitherto  moving  along  the  line  of  any  uniform 
rule.  You  have  to  deal  with  conditions  which  are  different.  The 
end  to  be  sought  by  the  Government  is  that  you  shall  treat  these 
carriers  all  alike,  as  far  as  possible.  If  they  had  been  behaving  all 
alike,  when  you  came  to  make  an  agreement  based  upon  previous 
behavior,  there  would  be  no  difficulty.  But  the  trouble  is  they  have 
not  been  behaving  alike;  you  must,  therefore,  have  more  flexibility 
when  you  deal  with  them.  I  worked  on  that  problem  a  long  while. 
One  thought  suggested  was,  I  think,  that  the  Interstate  Commerce 
Commission  ought  to  work  out  a  detailed  plan  of  depreciation  and 
maintenance  ad  make  it  applicable  to  all  these  carriers  during 
Federal  control.  I  found  this  would  involve  us  in  such  complexities 
that  it  would  destroy  the  effect  of  the  bill.  It  was  highly  desirable 
to  have  this  trading  power  on  a  basis  that  will  be  plainly  understood; 
so  that  the  great  interests  involved  may  know,  except  as  to  negligible 
amounts,  what  their  rights  are.  This  bill  provides,  in  language 
almost  identical  with  the  President's  contemporaneous  statement, 
for  what  is  called  an  average  of  three  years'  net  earnings  and  for 
upkeep  of  their  property.  But  when  you  come  to  carry  that  into 
enect  with  a  specific  carrier,  you  have  to  work  with  a  great 
deal  of  care  into  your  separate  contract?,  conditions  of  business,  and 
methods  hitherto  variant  to  the  highest  degree.  I  do  not  believe 
you  can  safely  go  further.  I  would  he  glad  to  have  somebody  do  it 
if  he  can. 
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Senator  Pomerene.  My  suggestion  is  you  can  agree  upon  a  p!&- , 
before  they  come  to  agree,  better  than  afterwards. 

Commissioner  Anderson.  As  to  each  specific  carrier,  I  agree  w»»; 
you.  If  I  have  my  way,  each  contract  made  with  the  big  carrir^ 
will  contain  provisions  that  will  put  litigation  bejrond  reasonable 
probability.  But  we  could  not  undertake  to  make  it  more  definite 
m  a  general  bill.  I  worked  on  it  more  than  on  any  other  one  pro- 
vision in  this  bill.  There  are  people  who  are  not  now  satisfied  with 
this  provision.  The  most  I  can  say  is  that  I  have  discarded  even* 
other  method  as  having  more  objections  than  this  one.  This  t»,  u 
my  mind,  the  least  bad. 

Senator  Pomerene.  There  is  no  doubt  it  is  bad  enough. 

Commissioner  Anderson.  It  is  the  least  bad.  I  am  not  boasting 
about  it. 

I  will  read  the  next  provision — 

"If  the  President  shall  find  that  the  condition  of  any  carrier  was  during  ill  >r  * 
substantial  portion  of  the  period  of  three  years  ended  June  thirtieth,  nineteen  hut.  ir-: 
and  seventeen,  because  of  nonoperation  receivership,  or  other  undeveloped  oraMnc- 
conditions,  so  exceptional  as  to  make  the  basis  of  earnings  hereinabove  provide*! :  < 
plainly  inequitable  as  a  fair  measure  of  just  compensation,  then  the  Preeiden:  c- 
make  with  the  carrier  such  agreement  for  such  amount  as  just  compensation  as  ».n  :•• 
the  circumstances  of  the  particular  case  he  shall  find  just.*' 

I  drew  that  with  much  care.  It  reads  "during  all  or  a  substantial 
portion  of  the  time  because  of  nonoperation/ '  That  would  'in- 
applicable mostly  to  carriers  coming  into  existence,  in  whole  or ::. 
substantial  part  (or  through  receiverships  that  really  affected  earn- 
ings) "or  other  undeveloped  or  abnormal  conditions,  so  exceptioru'. 
as  to  make  the  basis  of  earnings  hereinabove  provided  for  plainly 
inequitable/ '  We  do  not  want,  certainly,  to  open  the  doors  so  that 
carriers,  whose  earnings  are  substantially  standardized,  rush  up^ 
the  President  or  the  Director  General  and  say.  **We  are  not  quite 
like  these  others;  we  should  have  some  special  consideration/* 

Senator  Gore.  What  is  your  description  of  the  eligibility  of  th«  -o 
entitled  to  come  in  under  this  clause  ? 

Commissioner  Anderson.  Those  which,  "because  of  nonoperation. 
receiverships,  or  other  undeveloped  or  abnormal  conditions,  arv  >*» 
exceptional  as  to  make  the  basis  of  earnings  hereinabove  provuM 
for,  plainly  inequitable  as  a  fair  measure  of  just  compensation."  Id 
those  instances,  the  President  may  treat  with  them,  using  hi*  u*r 
discretion. 

Senator  Cummins.  Do  you  use  the  word  "  inequitable  "  as  synuny 
mous  with  "inadequate ? " 

Commissioner  Anderson.  I  had  "inapplicable,"  and  I  think  ^mo- 
body — I  think  it  was  Judge  Payne — changed  it  to  44inequiul»jr ' 
I  think  I  prefer  my  own  language  now.     That  may  be  partly  egoiwi; 
and  not  judgment. 

Senator  Cummins.  You  mean  there  ma}*  bo  two  coses  in  which  t>- 
standard  will  give  too  little  or  too  much  and  in  either  ease  t'n* 
President  may  exercise  his  own  discretion  ? 

Commissioner  Anderson.  I  mean,  when  you  have  roads,  whtfh 
through  nonoperation,  receivership,  or  other  undeveloped  or  ab- 
normal conditions 

Senator  Cummins.  That  would  seem  to  indicate  that  their  ivtun* 
were  insufficient. 
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Senator  Robinson.  The  rule  is  where  it  is  plainly  inequitable,  as 
a  fair  measure  of  compensation. 

Senator  Cummins.  1  suppose  it  was  to  reach  those  cases  where 
the  standard  return  would  not  be  adequate. 

Commissioner" Anderson.  It  must  be  "nonoperation,  receivership, 
or  other  undeveloped  or  abnormal  conditions."  If  you  have  a  road 
that  can  not  earn  anything  and  has  so  demonstrated  that  year  after 
year,  it  is  not  let  in  under  this  clause.  This  is  intended  to  deal  with 
the  short  lines  that  are  being  developed. 

Senator  Cummins.  What  you  mean  is  to  ffive  the  President  dis- 
cretion to  go  beyond  what  is  indicated  by  trie  standard  return  for 
the  last  three  years? 

Senator  Robinson.  That  might  not  have  any  net  operating  income 
— for  instance,  a  road  just  operated  three  months.  You  could  not 
apply  the  standard  to  tnat  road,  because,  in  order  to  do  so,  it  would 
have  had  to  be  in  operation  for  all  or  the  greater  part  of  the  three- 
year  period. 

Senator  Cummins.  It  would  still  be  inadequate,  though. 

Senator  Robinson.  I  do  not  think  " inadequate"  would  properly 
describe  the  kind  of  a  road  that  did  not  have  any  return. 

Commissioner  Anderson.  You  have  some  roads  that  are  just  being 
built  into  a  new  country,  that  had  no  earnings  in  one  of  the  three 
years  and  but  little  in  the  next.  You  can  not  take  the  earnings 
of  the  3-year  period  of  that  road  as  a  fair  valuation  of  that  property. 
or  as  a  fair  compensation  for  that  property.  My  idea  was  that  ail 
those  roads  should  be  reported  on  by  a  board  of  referees;  that,  on 
the  basis  of  thoae  reports,  the  President  should  be  authorized  to 
trade.  But  there  was  a  fear  expressed  that,  if  you  put  those 
cases  under  section  3,  there  would  result  a  litigating  atmosphere 
harmful  to  credit.  I  thought  the  attitude  of  the  committee  was 
that  the  power  should  be  vested  in  the  President.  If  the  commit- 
tee wants  that  provision  in,  we  do  not  object  to  it.  But  we  are 
putting  it  in  not  oecause  we  regard  it  as  essential  to  our  plan  of  giv- 
ing just  compensation  to  the  carriers,  but  in  deference  to  the  viewB 
of  others.  There  is  grave  danger,  as  I  fear,  that  you  will  transmute 
the  Director  General  of  Railroads,  for  war  and  national  purposes, 
to  the  head  of  a  big  claim  agency. 

Senator  Watson.  Suppose  some  railroad,  because  of  the  abnormal 
conditions,  had  very  large  returns — would  that  railroad  come  within 
the  provisions  of  this  proposition  or  only  those  that  have  had  inade- 
quate returns  ? 

Commissioner  Anderson.  There  is   no   "  adequacy"    or   "inade- 

3uacy"  about  it.  It  is  "abnormal."  Do  not  forget  that  the  Presi- 
ent  is  not  required  by  section  1  to  trade  with  any  one  of  these  car- 
riers. There  may  be  a  carrier  that,  during  the  past  three  years, 
had  earnings  that  would  far  more  than  measure  its  just  compensa- 
tion. If  such  case  arises,  there  is  no  compulsion  on  the  President 
to  take  their  three  years'  earnings  and  give  their  equivalent  to  that 
carrier  as  just  compensation. 

The  Chairman.  Ihen,  this  word  "inapplicable"  would  be  the 
word  you  want  ? 

Commissioner  Anderson.  What  I  said  just  now  has  application  to 
the  entire  scheme  of  section  1,  and  not  merely  to  this  addendum  to 
to  section  1.     This  we  put  in,  in  deference  to  the  apparently  indicated 
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views.  I  do  not  mean  there  was  any  vote  or  expression  definitely 
made  of  the  committees.  We  drafted  that  with  care  so  that  if  yon 
want  to  put  into  the  hands  of  the  President  the  power  to  trade  with 
these  nonstandardizable  concerns  (to  use  a  bad  word)  after  they  have 
been  taken  over,  we  do  not  object.  But  it  will  throw  upon  the 
director  general  an  enormous  burden  of  personal  appeal — almost 
political  appeal — which  I  think  might  well  be  relegated  to  section 
three,  where  there  is  a  standardized  method  of  dealing  with  non- 
standardizable properties. 

Senator  Cummins.  The  use  of  the  word  "  abnormal "  introduces  the 
whole  trouble.  We  had  some  discussion  the  other  day  with  regard  to 
normal  conditions,  and  it  was  pretty  difficult  to  reach  any  agreement 
in  regard  to  what  is  normal  and  what  is  abnormal.  When  you  come 
to  the  President's  right  to  make  any  agreement  that  he  may  please, 
if  he  finds  an  abnormal  condition,  you  are  really  giving  him  un- 
limited discretion. 

Commissioner  Anderson.  It  is  a  very  large  discretion,  and  we 
do  not  ask  it.  If  you  want  to  put  that  responsibility  upon  the 
President,  we  are  willing.  But  I  think  I  speak  the  minds  of  those 
who  have  worked  most  with  me  on  this  bill  in  saying  that  we  do 
not  ask  it.  We  put  it  in  there  in  deference  to  others'  views,  and 
not  as  a  power  which  we  regard  as  essential  in  the  national  interest. 
Now,  I  have  said  much  more  than  I  expected  to  say  about  section 
1 ;  I  pass  on,  unless  there  is  some  other  question. 

With  the  rest  of  the  bill  I  think  I  can  deal  briefly.  Section  2  has 
been  changed  very  slightly  in  substance.  The  original  bill  authorized 
a  payment,  pending  a  settlement,  not  exceeding  90  per  cent  of  "  the 
standard  return."  As  some  of  the  carriers  can  not  have  any  standard 
return  that  was  deemed  too  narrow.  It  was  then  suggested  that  there 
were  new  roads  whose  bond  interest  ought  to  be  paid  and  that  there 
should  be  some  provision  to  take  care  of  that  situation.  Finally  we 
made  it  more  flexible  by  providing  that  the  President  might,  pending 
settlement,  pay  not  exceeding  90  per  cent  of  "  an  estimated  just  com- 
pensation," so  that  a  hasty  estimate  maybe  made  from  available  data 
by  some  expert,  indicating  somewhere  near  what  just  compensation 
will  be ;  and  if  necessary  to  take  care  of  accruing  interest  on  bonds  or 
other  accruing  liabilities,  in  order  to  keep  the  financial  structure  in- 
tact, that  the  President  may  advance  not  exceeding  90  per  cent  of  that 
just  compensation,  lea  vingeither  party  to  recover  the  balance  in  ordi- 
nary court  proceedings.  That  is  plainly  flexible  enough  to  take  care 
of  those  short  lines  that  have  bonds  outstanding  and  whose  earnings 
can  not  be  standardized.  There  is  no  danger  that  authorizing  a  pay- 
ment as  high  as  90  per  cent  will  put  a  premium  on  litigation,  because 
the  President  is  not  compelled  to  pay  anything  to  cantankerous  or 
unreasonable  people.  The  provision  contemplates  only  reasonable 
people. 

Section  3  has  been,  in  legal  effect,  not  changed  at  all,  in  my  view. 
It  has  been  somewhat  changed  in  form.  I  have  changed  the  word 
" auditors"  to  "referees"  because  my  New  England  sectionalism 
seemed  not  to  command  national  support. 

Senator  Robinson.  What  is  the  legal  effect  of  the  language  you 
have  employed  in  this  section  3  with  respect  to  referees  ? 

Commissioner  Anderson.  That  is  put  in  in  deference  to  the  fear- 
some view  of  some  people  who  wanted  to  know  if  you  could  takt» 
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into  account  prospects  and  other  facts  which  might  be  taken  into 
account  if  you  were  offering  a  carrier  for  sale.  You  want  some- 
thing in  indicating  you  are  not  limited  simply  to  bookkeeping  re- 
turns if  you  are  valuing  a  property  more  or  less  embryonic  and 
inchoate  but  may  include  other  things.  We  have  inserted  the 
following: 

Such  boards  of  referees  are  hereby  authorized  to  summon  witnesses,  require  the 
production  of  papers,  view  properties,  administer  oaths,  and  may  hold  hearings 
in  Washington  and  elsewhere  as  their  duties  and  the  convenience  of  the  parties  may 
require. 

We  put  in  again,  in  deference  to  fearsome  suggestions,  this  pro- 
vision: 

Such  cases  may  be  heard  separately  or  together  or  by  classes  as  the  Interstate 
Commerce  Commission  or  any  board  of  referees  to  which  any  such  cases  shall  be 
referred  may  determine.  Said  boards  shall  give  full  hearings  to  such  carriers  and 
to  the  United  States,  shall  consider  all  the  facts  and  circumstances,  and  shall  report 
as  soon  as  practicable  in  each  case  to  the  President  the  just  compensation  calculated 
on  an  annual  basis  and  otherwise  in  such  form  as  to  be  convenient  and  available  for 
such  agreement  as  is  authorized  in  section  1. 

Senator  Robinson.  Would  that  language,  "full  hearings  to  such 
carriers  and  to  the  United  States,"  require  the  shippers  to  be  heard 
in  these  proceedings  ?  Is  it  possible  to  deny  anybody  but  the  carriers 
and  the  United  States  Government  the  right  to  be  heard  ? 

Commissioner  Anderson.  Why  should  the  shippers  be  heard  ? 

Senator  Robinson.  Because  they  are  parties  in  interest. 

Commissioner  Anderson.  Are  they  any  more  than  any  other 
taxpayers  ?  It  does  not  offhand  appear  to  me  that  the  shipper  has 
any  more  interest  than  any  other  taxpayer. 

Senator  Robinson.  I  want  your  viewpoint,  for  instance,  whether 
in  these  proceedings  here  you  will  hear  otners  besides  the  Government 
and  the  railroads.  The  primary  question  to  be  determined  here  is 
the  basis  of  return  for  the  use  of  the  properties.  You  are  proceeding 
with  the  theory  that  others  are  interested  besides  the  Government 
and  the  railroads,  are  you  not  ? 

Commissioner  Anderson.  I  can  very  well  understand  that  it  is 
perfectly  proper,  indeed  helpful,  to  have  these  gentlemen  representing 
shippers,  who  have  come  before  you,  appear  hefore  this  committee; 
because  they  are  good  students  of  railroad  conditions;  a  legislative 
committee  has  therefore  very  good  reasons  for  hearing  them,  Dut  you 
would  not  necessarily  care  to  hear  them  on  a  plain  issue  as  to  now 
much  money  the  Government  ought  to  pay  for  the  use  of  the  proper- 
tijs  of  these  railroad  companies  during  the  war.  I  do  not  see  that  a 
shipper,  as  such,  has  any  special  interest  in  that  question. 

Senator  Cummins.  It  seems  to  me  that  there  is  something  here  in 
section  3  that  it  is  desirable  to  call  to  your  attention. 

These  procedings  can  be  initiated  by  either  the  President  or  the 
carriers.  The  proclamation  was  a  general  one  and  did  not  indicate 
any  particular  carrier  had  been  taken  over.  Notices  were  sent  out  to 
all"  the  carriers  of  a  formal  kind,  and  the  Director  General — and  I 
think  others — have  stated  that  those  notices  did  not  coi  stitute  a 
taking  over  or  assuming  possession  of  the  roads  to  which  they  were 
sent.  Now  I  do  not  know  that  the  Director  General  or  the  President 
have  given  any  notice  to  any  carrier  to  the  effect  that  a  particular 
road  has  been  taken  over  or  part  of  the  system.     Does  not  that 
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mean  to  you  that  we  ought  to  provide  that  the  President  or  ti:«- 
Director  General  should  take  some  defirite  action  and  give  some 
defhite  notice  to  a  carrier  so  that  it  might  know  its  status,  ard  there- 
upon it  may  resort  to  section  three  ?  Otherwise  a  carrier,  being  it 
ignoraT  ce  of  its  relation  to  the  Government,  comes  in  and  institute 
a  proceedirg  ard  the  Goverrment  says,  ''You  have  rot  been  taken 
over."     What  do  you  thir  k  about  that  i 

Commissioner  Anderson.  I  think  the  answer  is  no,  Senator.  I 
think  that  as  a  matter  of  administration  that  will  work  itself  out  if 
these  people  will  be  a  little  patient.  I  had  some  discussion  on  that 
point  last  right  with  Judge  Payre.  Please  have  in  mind  that  thi* 
all  happened  since  the  28th  of  December;  that  during  that  peric*! 
we  have  had  an  unprecedented  weather  condition;  and  that  the 
Director  and  every  otner  man  who  has  anything  to  do  with  transpor- 
tation has  been  devoting  his  entire  effort  and  energy  to  get  the  tran^- 
Eortation  systems  thawed  out,  both  literally  anil  figuratively.  I 
ave  not  the  slighest  doubt  that  all  the  carriers  which  got  those  notice* 
have  a  right,  within  a  reasonable  time,  to  be  notified  that  they  are 
relinquished  a?  d  outside  of  Government  control,  or  if  they  have  beei- 
really  affected  or  damaged  by  the  receipt  of  the  notice  and  by  a*  y 
conformity  to  the  Govern  mentis  orders  during  that  time,  I  thi:  k 
they  would  have  their  claim  under  section  3. 

Senator  Cummins.  I  am  not  suggesting  that  the  Director  General 
ought  to  have  given  the  notice  up  to  this  time  in  view  of  the  cir- 
cumstances, nor  am  I  suggesting  that  Congress  should  fix  a  time 
within  which  a  notice  should  be  given.  I  am  only  suggesting  that 
it  seems  to  me  that  if  the  Government  intends  to  take  a  road  over 
it  should  give  a  definite  notice  to  that  effect,  and  that  until  the 
notice  is  given  every  road  may  consider  itself  outside  of  the  opera- 
tion of  this  statute. 

Commissioner  Anderson.  I  do  not  think  they  should  consider 
themselves  outside.  I  think  they  must  consider  themselves  inside 
if  they  fall  within  the  category  of  the  proclamation.  The  effect 
upon  their  rights  is  another  thing.  It  is  quite  possible  that  a  carrier 
that  is  very  plainly  included  within  the  description  of  the  proclama- 
tion, but  has  not  changed  its  methods  of  administration  or  had  its 
traffic  affected  in  any  degree  by  national  control  (which  is  very  prob- 
ably the  case  with  many  carriers  beyond  the  Mississippi  Kiver\ 
would  have  nothing  but  a  theoretical  right  under  section  3. 

Senator  Cummins.  Do  you  mean  that  if  the  Director  General  gives 
a  direction  to  a  road  concerning  its  traffic  that  the  direction  is,  in 
and  of  itself,  a  notice  that  the  Government  has  taken  over  that 
railroad  ? 

Commissioner  Anderson.  If  it  is,  in  its  terms,  applicable  to  that 
carrier,  and  if  such  carrier  is  within  the  description  of  the  proclama- 
tion, it  seems  to  me  that  the  answer  is  yes. 

Senator  Cummins.  It  would  seem  to  me  that  for  the  benefit  of  the 
carriers  they  ought  to  know,  as  speedily  as  possible  and  as  definitely 
as  possible,  whether  the  Government  has  entered  upon  the  possession 
and  control  of  their  properties,  and  it  ought  not  to  be  left  to  the  infer* 
ence  which  might  arise  from  the  fact  that  the  Director-General  has 
given  an  order  relating  to  operation,  which  affects  this  or  that  prop- 
erty. 
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Senator  Watson.  I  think  you  are  right  about  that,  Senator.  It 
occurred  to  me  when  we  had  the  testimony  here  that  notice  had  been 
sent  to  all  the  carriers  as  the  evidence  given  by  the  short  lines '  owners 
indicated;  that  they  were  all  taken  in  by  reason  of  the  order  and  here- 
after they  would  be  excluded  as  they  were  not  included;  that  is,  they 
were  to  be  positively  excluded  by  notice  to  each  line  that  is  not  in- 
cluded, but  when  the  Secretary  was  on  the  stand  I  understood  him 
to  say  the  mere  fact  that  notice  had  been  sent  to  the  railroads  did  not 
necessarily  mean  that  a  railroad  was  taken  over. 

Senator  Pomerene.  He  used  the  expression  they  were  "  construc- 
tively "  taken  over. 

Senator  Watson.  Yes,  but  the  point  is  that  if  notice  was  sent  to 
everybody,  and  it  meant  to  include  some  and  did  not  mean  to  include 
others,  there  should  be  something  definite  about  what  are  included. 
Commissioner  Anderson.  I  somewhat  agree  with  you,  Senator. 
The  proclamation  describes  certain  kinds  of  carriers.  I  think  they 
were  all  constructively  taken  over;  that  is,  they  all  became,  on  the 
hour  named,  subject  to  the  jurisdiction  of  the  Federal  Government 
and  the  orders  of  the  President. 

Senator  Watson.  That  resulted  because  of  the  terms  of  the 
proclamation  itself,  and  not  because  of  any  notice  sent  to  the  rail- 
roads. 

Commissioner  Anderson.  No;  I  think  that  was  mere  surplusage. 
The  question  arose,  when  the  proclamation  was  published,  as  to 
whether  or  not  it  was  necessary  that  anything  further  should  be 
done.  I  was  of  opinion  that  publication  in  tne  newspapers  was 
enough.  Others  were  of  the  opinion  that  it  was  necessary  to  take  a 
list  of  the  carriers  filed  with  the  Interstate  Commerce  Commission 
and  send  a  telegram  to  each  one.  Those  notices  were  sent  out, 
according  to  the  lists  in  our  files,  by  the  clerks  in  our  employ;  and, 
as  far  a3  I  know,  was  inclusive.  1  think  every  carrier  within  the 
proclamation  became,  from  the  hour  of  the  proclamation,  subject  to 
Federal  control.  For  instance,  there  may  be  some  carrier  up  in 
northern  Michigan  having  a  lot  of  cars  not  being  used  in  the  winter — 
if  that  carrier  were  ordered  to  send  those  cars  dowTi  where  they 
were  necessary,  they  were  bound  to  send  them  down.  So,  any 
carrier  in  the  northwest  that  had  need  for  cars  and  wanted  them 
from  some  other  part  of  the  country,  a  perfectly  valid  order  could 
be  made  producing  that  result.  As  a  matter  of  fact,  the  orders 
made  affect  mostly  the  traffic  east  of  a  line  which  could  be  drawn 
from  Detroit  down  to  Cincinnati.  There  is  the  seat  of  real  trouble 
in  tliis  country. 

Senator  Cummins."  The  only  trouble  with  that  conclusion  is  that 
from  the  date  of  the  proclamation  all  were  taken  over,  the  short  lines 
and  all,  and  they  would  have  a  right  to  appear  and  insist  upon  the 
compensation  provided  for  in  this  act,  and  if  we  passed  it  as  it  is  now 
the  possession  once  taken  can  not  be  dismissed  until  Congress  other- 
wise directs. 

Commissioner  Anderson.  I  do  not  think  that  follows,  because  you 

have  expressly  provided  that 

Senator  Cummins.  We  provided  that  the  possession  now  taken  shall 
continue  until  Congress  otherwise  acts. 
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Commissioner  Anderson.  Section  10  provides  that — 

nothing  herein  contained  shall  be  construed  as  modifying  or  restricting  the  pwwt 
heretofore  conferred  upon  the  President  to  take  possession  and  assume  control  of  ibt 
or  all  systems  of  transporattion. 

The  proclamation  so  states,  and,  it  seems  to  me,  it  must  of  necpspi:v 
involve  the  authority  to  relinauish.  I  take  it  that  the  Committ** 
would  have  no  doubt  that  the  President  might,  if  no  legislation  were 
passed,  by  a  proclamation  relinquish  control  of  all  the  carriers. 

Senator  Cummins.  Section  14  provides  that — 

the  Federal  control  of  transportation  systems  herein  and  heretofore  provided  far— 
We  assume  all  these  roads  are  under  Federal  control — 

shall  continue  for  and  during  the  period  of  the  war  and  until  Congress  shall  thoeafter 
order  otherwise. 

Senator  Robinson.  In  addition  to  that,  section  1  defines  Federal 
control  as  the  act  of  the  President  in  taking  over,  in  time  of  war. 
these  railroads ;  so  that,  carrying  out  the  thought  which  I  see  to'j 
have  clearly  in  mind,  having  once  taken  possession,  that  if  we  pa*, 
this  act  providing  that — Federal  control  meaning  taken  over— ii  we 
provide  it  shall  continue  until  Congress  acts,  it  will  provide  that 
control  shall  exist  until  the  President  relinquishes  them. 

Commissioner  Anderson.  The  power  exists  now  to  relinquish 
them  under  the  act  of  August,  1916;  and  until  this  act  is  passed  or 
some  other  act,  taking  away  from  the  President  the  right  to  relin- 
quish them,  he  would  still  have  that  jjower. 

Senator  Cummins.  What  I  am  particularly  interested  in  now  i*  in 
behalf  of  these  railroads,  which  nave  a  right  to  know  what  tbftr 
status  with  the  Government  is,  in  providing  some  method  for  the 
Government  to  pursue  in  order  to  fix  that  status. 

The  Chairman.  I  think  in  view  of  what  Mr.  Anderson  say*,  that 
he  considers  them  now  subject  to  this  law,  which  we  all  agree  to 
therefore  their  status  should  be  fixed  in  this  bill,  so  that  they  can  be 
dealt  with  as  factors  in  this  railroad  question. 

Senator  Cummins.  A  railroad  has  a  right  to  know  whether  it  fc 
entitled  to  compensation  or  not. 

The  Chairman.  That  is  true. 

Senator  Townsend.  Do  you  not  agree  with  Senator  Cummins  and 
Senator  Robinson  that  this  bill,  as  written  now,  and  if  passed  as  writ- 
ten, that  if  the  roads  are  taken  over,  that  they  can  not  be  released 
until  Congress  acts  after  the  war  f 

Commissioner  Anderson.  If  you  pass  the  bill  as  it  now  is  t 

The  Chairman.  Yes. 

Commissioner  Anderson.  I  am  inclined  to  think,  gentlemen,  that 
that  point  is  valid,  and  there  ought  to  be  in  this  bill  an  express  pro- 
vision to  the  effect  that  nothing  herein  shall  be  construed  to  prevent 
the  President  from  relinquishing  the  control  of  any  carrier  daring 
the  period. 

Senator  Townsend.  Then  he  could  relinquish  them  all. 

Commissioner  Anderson.  Then  he  could  relinquish  them  all 
to-day. 

Senator  Townsend.  Under  section  13  it  would  render  indefinite 
any  act  of  Congress  ? 

Commissioner  Anderson.  No,  sir;  I  think  that  section  14  as  it  is 
now  should  be  made  conformably,  but  I  want  to  give  further  con- 
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sideration  to  that  point.  It  strikes  me  now  that  the  point  is  valid 
and  the  bill  is  inadequate  in  that  particular;  that  there  ought  to  be 
something  additional.  For  I  think  that  the  case  will  arise  of  certain 
carriers  that  will  prefer  to  be  in  untrammeled  control  of  their  own 
properties  and  will  therefore  be  given  seasonable  relinquishing 
notice  under  the  power  reserved  in  the  proclamation. 

Senator  Robinson/  Now,  in  connection  with  that  feature  of  the 
subject,  I  want  to  call  your  attention  to  another  aspect  of  it  which 
has  been  rather  growing  in  my  mind.  The  discussion  here  and  the 
instances  by  some  that  a  fixed  limitation  upon  the  period  of  control 
should  be  placed  in  the  bill,  has  brought  this  thought;  in  the  event 
it  should  be  discovered  within  six  months  that  if  tnis  control  is  not 
desirable  or  not  necessary  or  that  it  should  be  discontinued,  why 
should  not  the  Government  have  the  power  to  eliminate  the  Federal 
control  then  ? 

Senator  Gore.  Before  the  war  is  oyer. 

Senator  Robinson.  Or  any  other  time  it  thinks  it  necessary. 
Senator  Gore.  For  any  road  ? 

Senator  Robinson.  As  to  any  road,  it  seems  to  me  that  in  putting 
the  provision  into  this  bill,  to  the  effect  that  Federal  control  shall 

expire  one  year  after  the  termination  of  war  and  not  before 

Senator  Kellogg.  I  do  not  think  it  should  be  in  that  form — not 
before. 

Senator  Gore.  Until  Congress  otherwise  shall  order. 
Senator  Robinson.  Many  have  contended  that  the  period  shall 
be  fixed  and  specific. 

Senator  Kellogg.  I  think  it  should  be  "or  any  time  within 
that  time." 

Senator  Robinson.  In  addition  to  that,  if  the  contracts  are  made 
upon  the  basis  of  a  fixed  period,  you  can  not  avoid  the  vesting  of 
rights  within  that  period  and  the  determining  of  contracts  within 
that  period.  It  wul  be  quite  difficult  to  limit  a  contract  which 
woula  give  the  Government  an  option  which  is  not  clearly  included 
in  the  act  itself.  It  would  be  right  difficult  to  make  a  contract 
with  a  railroad  when  the  act  of  Congress  gives  them  broader  rights 
in  that  particular.  So  it  occurs  to  me,  in  thinking  of  this  proposi- 
tion which  has  just  recently  been  called  to  your  attention,  namely, 
whether  or  not  the  President  would  have  the  power  to  relinquish 
any  road  during  the  period  of  Federal  control,  if  this  act  were  passed 
as  it  is  now  written,  we  ought  also  to  think  whether  or  not  a  specific 
provision  should  be  put  in  this  act  which  would  give  to  him  the 
power  to  relinquish  control  at  any  time  he  or  Congress — certainly 
that  Congress — might  find  it  necessary  to  do  so. 
Commissioner  Anderson.  During  the  war  ? 

Senator  Robinson.  Certainly.  It  is  not  every  time  during  war 
that  we  want  to  take  possession  and  control  of  railroads.  This  is 
the  first  time  we  have  done  it  since  the  Civil  War  and  conditions 
may  change  very  materially.  If  some  gentlemen  who  have  ap- 
peared here  in  opposition  to  this  bill  are  correct — if  their  conclusions 
as  to  the  effect  of  this  legislation  are  correct — nobody  will  want  Fed- 
eral control  of  railroads  after  it  has  been  tried. 

Senator  Watson.  In  the  Civil  War  it  did  not  wait  until  the  con- 
clusion of  the  war  to  relinquish  control. 
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Senator  Robinson.  The  point  I  make  is  that  in  the  interest  of  ::.<- 
people  of  the  country,  we  should  retain  control  of  this  matter  arc 
not  commit  the  Government  to  a  fixed  period  of  Federal  conir.. 
when  it  is  not  necessary;  that  is,  lay  upon  the  Government  some- 
thing that  we  are  not  able  to  get  rid  of. 

Commissioner  Anderson.  What  you  are  saying,  Senator,  wook 
indicate,  if  you  look  at  section  14  a  moment,  on  page  17,  that  j*  i 
are  at  least  considering  whether  you  should  not  strike  out  the  worn* 
"for  and  during  the  period  of  the  war  and/' 

Senator  Robinson.  Yes,  sir. 

Commissioner  Anderson.  So  that  the  first  sentence  will  read . 

That  the  Federal  control  of  transportation  systems  herein  and  heretofore  pro-.-,  i-  . 

for  shall  continue  until  Congress  shall  thereafter  order  otherwise. 

• 

Senator  Robinson.  That  is  right. 

Commissioner  Anderson.  But  what  you  are  saying  also  raise?  th* 
question  whether  you  now  want  to  insert  something  to  this  effect,  tb  At 
nothing  shall  be  construed  to  prevent  the  President,  by  due  procla- 
mation, from  relinquishing  the  control  of  any  carriers  not  fou:!«: 
necessary  during  the  period  for  national  or  war  needs.  That  is  V:~ 
view,  I  think,  you  have. 

Senator  Gore.  That  virtually  neutralizes  the  provision  "that 
until  Congress  shall  otherwise  order." 

Commissioner  Anderson.  I  do  not  think  it  would  neutralize  the 
financial  result,  which  is  one  main  object  of  section  fourteen ;  becau^ 
the  big  carriers  that  are  essential  to  the  war  needs  and  the  stabhziix 
of  whose  securities  is  a  vital  matter  of  national  finance  now,  would 
not,  conceivably,  by  the  President,  be  thrown  back  until  Cbngre* 
did  act.  The  power  reserved  to  the  President  under  the  suggestion 
Senator  Robinson  is  thinking  of  would  be  usable  in  connection  wiw 
some  carriers  that  would  rather  control  their  properties  than  hare 
the  Government. 

Senator  Robinson.  Suppose  a  condition  arose  where  neither  the 
Government  nor  the  carrier  would  want  to  continue  the  status  of 
Federal  control.  Why  should  Congress  bind  itself  so  that  status 
can  not  be  modified  ¥ 

Commissioner  Anderson.  It  may  be  so  in  certain  instance 
For  instance  one  man  told  me  recently  of  a  line  of  coal  care  used  in 
connection  with  certain  special  appliances  for  shipping  by  wh**h 
they  were  getting,  I  think,  three  tunes  as  much  a  aay  out  of  tin** 
coal  cars  as  most  other  concerns  were  setting.  They  would  get  them 
down  to  tidewater  and  unload  them  almost  instantly,  and  then  g*( 
them  back  to  the  mines.  He  said,  'Why  are  not  these  cars  doing  more 
for  the  Government  now  than  they  Will  do  if  you  take  then 
out  of  our  hands  ?"  I  said  that  that  was  a  question  of  fact  for  the 
Director.  There  may  be  certain  instances  where  the  Government 
will  be  satisfied  to  leave  certain  carriers  in  full  possession  and  control 
of  their  own  systems,  as  long  as  they  use  them  in  certain  ways;  if 
their  earnings  are  not  dislocated  by  Federal  control,  it  may  6e  *n 
order  of  relinquishment  might  be  made,  satisfactory  both  to  the 
Government  and  the  carrier.  I  have  yet  to  be  convinced  that  tbat 
power  of  relinquishment  ought  to  be  taken  away.  1  do  not  at  the 
-present  time  think  it  should  be.  I  confess  that,  so  far  as  conwns 
sections  1  and  14,  this  point  had  escaped  me,  Senator. 
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Now,  the  rest  of  section  3,  I  think,  requires  no  comment. 

Section  4  I  call  expressly  to  Senator  Cummins's  attention,  for  out 
of  it  has  been  cut  that  language  which  expressly  contemplated  a 
capitalization  of  surplus,  an  inference  which  was  as  offensive  to  me 
as  it  could  possibly  have  been  to  the  Senator  from  Iowa.  But  it 
does  provide  that  there  may  be  an  increase  of  the  standard  return 
by  a  return  reckoned  at  a  reasonable  rate  per  centum,  to  be  fixed 
by  the  President,  upon  the  cost  of  any  additions  and  improvements, 
less  retirements,  to  the  property  of  such  carrier  made  by  such  carrier, 
with  the  approval  of  or  oy  the  r  resident,  while  such  property  is  under 
Federal  control. 

I  am  bound  to  say,  Senator  Cummins,  if  such  additions  and 
improvements  are  made  out  of  money  which  may  come  from  the 
surplus,  that  a  return  may  still  be  allowed  upon  that  surplus.  But 
in  the  respect  in  which  the  section  met  your  disapproval  and  mine 
it  is  improved  in  that  there  is  now  no  expressed  contemplation  of 
making  a  return  upon  surplus,  as  such.  But  the  bill  is  still  open 
as  a  matter  of  financial  result  to  the  charge  that  all  that  money, 
whether  it  is  properly  called  surplus  or  not,  is  expected  to  be  put 
back  at  the  public  service  in  some  form  for  additions  and  improve- 
ments; and  that  the  bill  authorizes  a  return  to  be  made  on  it.  I 
know  of  no  way  of  avoiding  that  result  and  yet  make  it  an  efficient 
bill  for  war  finance.  It  is  not  satisfactory  to  me.  The  most  I  can 
say  about  that,  and  a  lot  of  other  things  in  this  bill,  is  that  it  is 
the  least  unsatisfactory  way  I  could  deal  with  it. 

Senator  Cummins.  There  is  one  way,  and  that  is  to  permit  the 
President  to  take  the  surplus  and  use  it  in  the  betterment  of  the 
property,  and  leaving  at  least  the  question  of  determining  whether 
the  carriers  are  entitled  to  any  return  upon  that  value  for  subsequent 
determination. 

Commissioner  Anderson.  It  would  be  very  much  more  satisfactory 
to  me  if  that  could  be  done;  but,  as  a  practical  matter,  I  am  of  the 
opinion  that  a  provision  of  that  kind  will  utterly  destroy  the  trading 
value  of  section  1. 

Senator  Cummins.  Your  opportunities  may  be  better  than  mine, 
but  what  makes  you  think  tnat  the  railroads  will  not  agree  to  a 
proposal  of  that  Kind — have  they  said  they  would  not  agree  to  it? 

Commissioner  Anderson.  Various  counsel  have  said  it  to  me. 
But  I  base  my  statement  upon  this  fact:  for  25  years  I  have  been  in 
this  controversy  considering  the  question  of  what  should  be  done 
with  surplus.  That  is  one  of  the  most  passion-creating  in  this 
whole  discussion  of  public  utility  law.  A  lot  of  carriers'  representa- 
tives claim  it  is  a  sacred  right,  something  which  we  have  inherited 
from  our  forefathers,  a  right  granted  to  them  under  the  Constitu- 
tion, and  the  elimination  of  which  would  make  the  country  an  unfit 
place  in  which  to  five. 

Now,  if  you  can  get  that  money  into  use  and  provide  a  bill  which 
will  not  prejudice  it  in  the  future,  as  I  have  undertaken  to  do  by 
adding  to  the  end  of  section  14  something  to  the  effect  that  ''noth- 
ing herein  is  to  be  construed  as  embarrassing  or  prejudicing  the 
future  ownership,  control,  or  regulation  of  the  carriers,  or  the  methods 
or  basis  of  capitalization  thereof/'  I  think  we  have  accomplished  a 
desirable  result. 
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I  want  to  say  that  I  have  a  lot  of  pet  notions  that  I  should  like  to 
get  into  this  bill,  but  if  I  were  to  undertake  to  get  them  in,  I  should 
simply  promote  a  first-class  row. 

Senator  Cummins.  It  seems  to  me  that  we  ought  to  assume  that 
the  railroads  will  accept  an  offer  of  compensation  which  is  just  and 
fair  and  right.  I  never  had  any  reason  to  believe  otherwise.  It  is 
perfectly  natural  for  the  railroad  companies,  like  all  other  property 
owners,  to  want — within  fair  bounds —  all  they  can  get,  but  we  ou^ht 
to  offer  them  what  we  believe  to  be  fair  and  right  and  just,  and  if  they 
can  not  find  or  see  their  way  clear  to  accept  it,  then  they  have  the 
opportunity  provided  in  other  parts  of  the  Dill  for  determining  what 
their  compensation  should  be.  Now,  I  have  never  been  in  the  habit 
of  accepting  the  argument  of  an  advocate  as  an  ultimatum.  As  far 
as  that  agreement  is  concerned,  I  think  it  would  be  a  very  unsafe 
and  dangerous  policy  to  pursue. 

The  Chairman.  I  call  your  attention  to  the  fact  that  the  com- 
mittee, by  its  own  action,  has  limited  the  time  for  the  arguments. 
We  are  now  hearing  something  in  the  nature  of  additional  hearings, 
but  I  would  suggest  that  we  will  either  have  to  extend  the  time  for 
the  hearings  or  extend  the  time  for  debate,  if  this  procedure  is  to  go 
on.  I  merely  call  your  attention  to  that  because  those  who  haTe 
prepared  the  arguments  have  prepared  them  in  view  of  the  limita- 
tions that  the  committee  put  upon  the  time  in  which  the  arguments 
could  be  made.    I  simply  throw  that  out  as  a  suggestion. 

Senator  Cummins.  1  am  very  anxious  to  bring  the  matter  to  a 
close,  but  I  think  we  should  all  recognize  that  all  mat  has  been  going 
on  this  morning  is  pure  argument,  and  is  very  pertinent.  We  mar 
want  to  eliminate  the  arguments,  but  no  one  can  suggest  that  Mr. 
Anderson  has  not  been  making  an  argument  which  it  is  quite  right 
for  him  to  do. 

The  Chairman.  You  understand  we  were  to  limit  the  time  and 
have  some  understanding  as  to  the  order  in  which  they  were  to  come, 
and  it  was  just  in  fairness  to  those  who  wanted  to  make  arguments 
that  I  made  the  suggestion  I  did. 

Senator  Townsend.  I  agree  with  the  Chairman,  but  I  think  that 
we  have  had  nothing  more  illuminating  than  this  statement  Mr. 
Anderson  has  been  making  this  morning  as  to  the  changes  in  the  bill. 
and  possibly  his  statement  may  be  helpful  to  those  who  will  make  the 
arguments  following. 

Commissioner  Anderson.  I  think  what  I  am  saying  is,  in  a  certain 
way,  argumentative.  I  think  that  Senator  Townsend  is  quite  right 
in  stating  that  the  men  who  drafted  this  bill  may  illuminate  the 
situation  by  explaining  the  changes. 

I  was  just  explaining  the  changes,  pointing  out  what  distance  we 
have  gone  and  the  distances  we  could  not  go.  I  only  repeat  what  I 
said ;  that  this  is  the  least  unsatisfactory  method  of  dealing  with  that 
matter,  that  I  believe  to  be  practicable  as  a  measure  of  war  finance: 
taking  into  account  also  that  the  gist  of  the  situation  is  whether  you 
can  provide  a  trading  basis  which  will  give  you,  outside  of  court, 
as  good  results  in  the  public  interest  as  you  would  get  in  court. 
It  is  not  now  a  question  of  what  Senator  Cummins  or  I  think  should  lw 
done  with  the  surplus.  There  is  no  doubt  that  what  we  would  offer 
the  railroads  would  be  just  and  adequate,  but  I  venture  to  suggest  a 
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fear,  in  the  light  of  some  of  the  decisions  of  the  courts,  whether  they 
would  accept  our  views  as  to  justice  and  adequacy. 

The  Chairman.  The  hour  of  12  o'clock,  the  time  at  which  we 
usually  adjourn,  has  arrived.     Wh^t  is  the  pleasure  of  the  committee  t 

Senator  Underwood.  I  move  that  we  proceed  until  half  past  12. 

(The  motion  was  carried.) 

Commissioner  Anderson.  I  think  I  can  be  very  brief  on  the  rest  of 
the  bill. 

Section  6  has  only  slight  changes.  We  strike  out  the  words  * '  excess 
earnings "  in  line  4  and  change  it  to  " operating  income,' '  simply  in 
the  interest  of  clarity  and  uniformity  of  expression.  We  strike  out 
the  words  "any  deficit  of  any  carrier  below  such  standard  or  ascer- 
tained return,"  substituting  tnerefor  "so  far  as  necessary  the  amount 
of  just  compensation."     This  makes  no  change  whatever  in  meaning. 

In  line  10,  page  11,  we  have  inserted  after  the  grant  of  power  to 
the  President  to  use  the  revolving  fund  for  the  purchase,  construction, 
or  utilization  and  operation  of  boats,  barges,  tugs,  and  other  trans- 
portation facilities,  the  word  "canals."  That  is  done  in  deference 
to  a  suggestion  made  in  the  House.  The  same  idea  involves  the  use, 
of  the  word  "canal"  after  the  word  "inland."  If  you  want  to  au- 
thorize the  President  to  use,  buy,  or  build  canals  as  well  as  put  barges 
on  them,  there  is  no  objection  on  the  part  of  the  drafters  of  this  bill. 

Senator  Townsend.  Some  four  or  five  years  ago  Congress  unani- 
mously passed  a  Senate  resolution  requesting  the  President,  through 
any  agency,  to  enter  into  negotiations  with  Canada  for  the  purpose 
of  investigating,  and,  if  necessarv,  constructing  a  deep  waterway 
from,  the  Great  Lakes  through  the  St.  Lawrence  River.  Do  you 
know  anything  about  that  resolution  ? 

Commissioner  Anderson.  No,  sir;  I  have  only  been  with  the 
commission  three  months. 

Senator  Cummins.  You  have  come  to  the  conclusion,  I  take  it, 
that  it  would  be  wise  to  give  the  President  the  power  to  purchase 
or  construct  canals  ? 

Commissioner  Anderson.  I  should  suppose  that  there  might,  if 
this  war  lasts,  be  a  possibly  desirable  use  of  that  power.  All  I  say 
is  that  I  do  not  see  any  objection  to  granting  this  while  you  are  in 
the  business  of  granting  verv  extraordinary  powers  for  war  purposes. 

Senator  Cummins.  Woula  you  have  any  objection  to  giving  the 
President  power  to  purchase  railroads  ? 

Commissioner  Anderson.  I  should  not  have  if  I  thought  it  was 
necessary  for  the  war  power.     I  do  not  think  it  is  necessary,  however. 

Senator  Cummins.  It  may  be  as  necessarv  as  to  construct  a  canal. 

Commissioner  Anderson.  I  think  a  canal  is  part  of  the  transporta- 
tion system;  and  that  he  can  take  over  any  canal  under  the  act  of 
August,  1916.  There  was  a  suggestion  made  by  Congressman  Moore 
that  there  were  certain  canals 

Senator  Gore.  No  doubt.     (Laughter.) 

Commissioner  Anderson.  That  taking  them  over  was  not  enough; 
that  you  ought  to  grant  the  power  to  construct  them  and  to  purchase 
them.  All  I  can  say  is  that  if  there  is  occasion  to  buy  them  there 
should  be  a  grant  of  power  covering  that  point.  If  the  committee 
thinks  there  may  be  such  occasion  we  have  no  objection  to  its  inser- 
tion in  the  bill.  Probably  it  will  not  be  used  unless  it  ought  to  be 
used. 

43202—18 78 
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The  Chairman.  There  is  this  distinction,  that  the  railroads  are 
going  concerns  and  a  canal  is  not. 

Senator  Gore.  A  railroad  that  has  not  been  built  is  not  a  gcin£ 
concern. 

Senator  Robinson.  I  think  that  is  a  wise  observation. 

Commissioner  Anderson.  Sections  7  and  8  we  have  not  made  any 
changes  in.  Section  7  is  a  provision  for  financing  maturities  an<i 
other  capital  obligations  of  the  carriers.  We  do  not  see  why  it  is  not 
adequate.  Section  8  is  saying  that  the  President  may  exercise  the^e 
powers  through  any  such  agency  as  may  be  determined  and  draft 
into  his  service  the  Interstate  Commerce  Commission  and  other 
governmental  agencies. 

Section  9  requires  some  comment.  It  authorizes  the  President  t«- 
create  a  compensation  system  and  make  it  exclusively  applicable  u*. 
the  employees,  some  1,700,000  in  number,  of  the  carriers.  I  am  told  it 
meets  the  opposition  of  some  of  the  brotherhoods.  Those  of  us  wh* 
may  be  called  the  proponents  of  the  bill  do  not  desire  to  urge  it  if 
it  is  not  deemed  beneficial  or  desirable.  Seven  years  ago  I  thought  I 
knew  something  about  compensation.  I  have  not  kept  up  on  that 
subject.  And  so  when  it  came  to  drafting  this  part  of  the  bill  I  said 
that  some  one  who  could  give  his  complete  and  undivided  attention 
should  be  obtained. 

Judge  Mack,  who  was,  I  think,  the  chief  draftsman  of  the  insurance 
act,  was  good  enough  to  come  her  and  put  in  a  week  of  study  and 
work.  He  is  a  most  competent  and  conscientious  draftsman.  ~  This 
is  his  work.  As  I  understand  it,  the  decision  of  the  Supreme  Court 
in  the  Winfield  case  last  spring  excluded  the  interstate  carrier  em- 
ployees from  the  benefits  oi  the  State  compensation  acts.  I  do  not 
telieve  they  can  get  just  treatment  under  tne  present  law.  My  own 
belief  is  they  ought  to  have  a  compensation  act.  My  own  belief  i> 
that  this  Congress  can  not  now,  as  a  part  of  this  measure,  work  out  ir. 
detail  a  just  and  adequate  compensation  act.  Therefore,  it  seem;  k> 
me  that  Judge  Mack  was  right  in  stating  that  it  ought  to  be  dealt 
with  here,  as  it  was  dealt  with  in  the  Panama  Canal  act;  that  is. 
authority  should  be  given  to  the  President  to  have  worked  out  and 
put  in  operation  a  just  compensation  act.  I  think  it  is  a  grant  to  the 
workmen.     I  think  it  is  a  boon  to  the  workmen  to  have  in  this  bill  a 

fower — not  a  mandate — &  vomer  to  work  out  a  just  compensation  act. 
am  rather  surprised  to  find  that  some  of  the  representatives  of  the 
workmen  do  not  so  regard  it.  All  I  have  to  say  about  it  is  that  it  is 
not  an  essential  part  of  the  war-financing  measure;  and  that  if  it  is 
found  to  be  open,  on  any  valid  or  reasonable  ground,  to  serious  objec- 
tion, we  are  not  going  now  to  urge  it  upon  the  employees  of  these 
carriers.  We  believe  that  sober,  dispassionate,  and  intelligent  judg- 
ment will  show  that  under  that  section  9,  as  now  redrafted,  there 
could,  and  probably  would,  be  worked  out  a  system  of  enonnou- 
advantage  to  the  employees  and  their  families;  but  we  do  not  propose 
to  be  contentious  in  urging  our  views. 

Senator  Gore.  You  leave  the  railroads  liable  for  the  payment ! 

Commissioner  Axderson.  If  you  strike  out  of  the  bill  section  9  th  • 
situation  is  this:  There  is  a  Federal  workmen's  compensation  act  *  f 
1916  now  upon  the  statute  books  applicable  to  Federal  employer-. 
with  a  commission  here  composed  of  three  persons — one  woman  an-: 
two  men.     Two  have  voted  that  that  act  now  applies  to  railroa^ 
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employees  on  the  theory  that  the  railroad  employees  have  now  all 
>ecome  Federal  employees.  I  am  t)f  the  opinion,  not  binding  upon 
my  body,  that  the  act  of  September,  1916,  is  not  applicable  to  rail- 
road employees,  even  if  they  are  now  Federal  employees.  But  some 
courts  may  hold  otherwise.  I  have  known  some  courts  to  err  in 
lolding  views  that  I  do  not.  But  if  such  should  be  the  holding,  you 
vould  nave  a  curious  situation — 1,700,000  employees  entitled  to  com- 
pensation relief  from  the  Federal  Treasury;  somewhere  about  3,000 
ividows  a  y.ear  entitled  to  pensions  under  that  act.  But  I  do  not 
relieve  there  is  a  serious  danger  of  that  construction  being  put  upon 
t  by  any  court.  If  that  is  excluded  from  the  realm  of  arguable 
irror,  then  you  have  the  situation  that  the  carrier  employees  are 
m  titled  to  the  same  rights  and  remedies,  no  more  and  no  less,  that 
they  now  have  under  the  Federal  employees'  liability  act  and  under 
men  State  statutes  as  remain  after  the  decision  of  the  Supreme 
Dourt  last  spring  applicable  to  any  employees.  I  repeat  that  any 
compensation  these  men  now  have  for  accidents  is  precarious,  inade- 
quate, and  unadapted  to  the  risks  they  carry  and  the  risks  their 
families  carry.  But  I  also  repeat  if  the  well-informed  representatives 
of  the  masses  of  those  employees  do  not  want  a  power  given  to  create 
a  just  and  adequate  compensation  act  applicable  to  carriers  during 
Federal  control  and  to  be  extended  thereafter  as  a  part  of  post-war 
legislation,  we  do  not  propose  to  quarrel  over  that  point. 

We  are  here  to  deal  with  absolutely  essential  necessities  incident  to 
Federal  control,  including  finances;  and  to  keep  out  of  every  con- 
troversial field,  including  those  that  Senator  Cummins  and  I  would 
like  to  get  into. 

Senator  Townsend.  Do  I  read  correctly,  that  this  is  a  delegation 
of  authority  to  the  President  of  the  United  States  to  fix,  by  law, 
without  any  other  standard  or  any  standard  prescribed,  a  compen- 
sation act? 

Commissioner  Anderson.  To  fix  a  reasonable  system;  that  is  what 
you  did  in  the  Panama  Canal  act.  It  is  upon  that  authority,  and 
with  the  insertion  of  the  word  "reasonable"  that  Judge  Mack  regards 
this  as  a  constitutional  power. 

Senator  Townsend.  That  is  what  it  does  ? 

Commissioner  Anderson.  Yes,  sir. 

Senator  Cummins.  You  are  familiar,  are  you  not,  with  the  differ- 
ences of  opinion  that  arose  in  Congress  with  regard  to  a  compensation 
act  applicable  to  all  employees  of  interstate  carriers  ? 

Commissioner  Anderson.  I  read  a  great  deal  of  it  at  the  time,  but 
I  have  not  kept  up  with  all  the  literature  as  to  compensation  during 
the  last  few  years. 

Senator  Cummins.  As  far  as  I  am  concerned,  I  am  in  favor  of  a 
compensation  instead  of  liability,  but  there  was  the  widest  difference 
of  opinion  as  to  whether  it  should  be  optional  or  compulsory,  but 
still  there  was  a  wider  difference  of  opinion  as  to  the  amount  oi  com- 
pensation which  should  be  given  to  employees  under  certain  instances 
and  in  certain  accidents,  and  it  would  seem  to  me  to  be  rather  a 
broad  power  to  confer  upon  any  man.     That  is  my  objection  to  it. 

Senator  Underwood.  If  the  courts  should  hold  that  railroad  em- 
ployees continue  to  be  employees  of  the  railroads  and  not  of  the 
Government,  then  their  interest  is  fixed  under  existing  laws  in  the 
States  and  Federal  Government — is  that  correct? 
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Commissioner  Anderson.  Yes,  sir. 

Senator  Underwood.  If  the  courts  should  hold  that  they  hare 
ceased  to  be  employees  of  the  railroads  and  are  now  employees  erf 
the  Federal  Government,  then  the  courts  might  hold  that  the  work- 
men's compensation  act  is  applicable — it  might  or  might  not? 

Commissioner  Anderson.  Possibly. 

Senator  Underwood.  Now,  if  it  holds  that  they  are  employees 
of  the  Federal  Government,  and  that  the  workmen's  compensation 
act  does  not  apply;  and  is  not  applicable  to  their  cases,  then  they 
will  leave  them  with  rights  for  injuries  suffered,  but  no  remedy, 
because  there  will  be  no  provision  in  the  courts  for  them  to  sue  the 
Government. 

Commissioner  Anderson.  Possibly  that  is  right. 

Senator  Underwood.  They  can  not  sue  the  Government  for  tort. 

Commissioner  Anderson.  That  is  true.  If  you  hold  that,  for  all 
purposes,  they  are  Federal  employees,  and  not  employees  of  the 
separate  carriers;  and  also  say  they  nave  lost  all  rights  as  against  the 
corporations,  and  that  the  Federal  employees  compensation  act  does 
not  apply — they  would  be  nearly,  if  not  quite,  remediless. 

Senator  Underwood.  If  there  was  a  contract  they  might  come 
into  the  Court  of  Claims,  but  if  it  was  a  tort  they  could  not. 

Commissioner  Anderson.  I  think  that  is  correct. 

Senator  Cummins.  Section  11,  treating  carriers  as  the  agencies  of 
the  Government,  expressly  provides  they  can  bring  a  suit  against  the 
carriers  for  any  such  loss  or  damage. 

Commissioner  Anderson.  But  Senator  Underwoods  question  nega- 
tived the  language  of  section  11,  as  I  understood  it. 

Senator  Cummins.  You  do  not  doubt  we  could  use  the  carriers 
as  instrumentalities  or  agencies  through  which  suits  might  be  brought 
against  the  Government,  do  you? 

Commissioner  Anderson:  No,  sir. 

Senator  Underwood.  I  do  not  either.  We  may  change  this  bill 
so  as  to  define  the  status  clearly,  but  what  I  was  discussing  is  that 
if  we  do  not  favorably  fix  the  status  and  leave  it  in  doubt,  that  if 
the  courts  hold  they  are  Federal  employees  and  they  do  not  come 
under  the  workmen's  compensation  act  for  tort,  they  have  no 
remedy. 

Commissioner  Anderson.  1  think  that  section  eleven  does  fix  that 
status. 

I  can  finish  now  in  a  moment. 

To  section  10,  which  provides  a  caveat  against  anything  modifying 
the  restrictive  powers,  is  unchanged,  except  that  I  have  added  \h& 
provision : 

The  provisions  of  this  act  shall  also  apply  to  any  carriers  to  which  Federal  conir- 
may  he  hereafter  extended. 


It  may  be  necessary  to  make  another  proclamation  taking  over 
other  systems — the  Erie  Canal,  for  instance. 

Section  11  has  been  slightly  changed,  although  not  in  intended 
legal  effect.     It  now  provides  that — 

Carriers  while  under  Federal  control  shall,  in  so  far  as  is  not  inconsistent  there- 
with, or  with  the  provisions  of  this  act,  or  any  other  act  applicable  to  such  Fedeni 
control,  or  with  any  order  of  the  President,  be  subject  to  all  laws  and  liabilities  i» 
common  carriers —  ' 
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That  is  the  way  it  read  before.  I  have  inserted  by  way  of  empha- 
sis, not,  in  my  opinion,  adding  anything  to  the  legal  effect — 

Whether  arising  under  statutes  or  common  law — 

it  proceeds  as  before — 

suits  may  be  brought  by  and  against  such  carriers  and  judgments  rendered  as  now 
provided  by  law. 

The  rest  of  the  section  has  been  slightly  changed,  but  not  in 
effect. 

But  no  process,  mesne  or  final,  shall  be  levied  against  any  property  under  such 
Federal  control.  The  President  shall  prescribe  the  means  and  methods  for  the  pay- 
ment, out  of  the  operating  revenues  derived  from  such  Federal  control,  of  any  judg- 
ments and  the  enforcement  of  any  decrees  or  orders  that  may  be  rendered  against 
the  carrier  arising  out  of  any  acts  or  omissions  in  the  course  of  such  Federal  operation 
and  control. 

The  first  part  of  that  section,  gentlemen,  in  my  opinion,  makes 
perfectly  clear  that  except  as  otherwise  ordered  the  roads'  liabilities, 
whether  arising  under  statutes  or  under  the  common  law,  continue. 
That  is  the  intent  of  it,  still  leaving  the  Federal  control  paramount 
within  the  realm  in  which  its  necessity  is  demonstrated. 

Senator  Underwood.  As  I  understand  the  construction  of  section 
11,  it  means  that  the  carriers  can  be  sued  for  contracts  made  by 
them  or  torts  committed  by  them,  but  it  does  not  give  them  power 
to  sue  them  for  contracts  made  by  the  Government  or  torts  made  by 
the  Government. 

Commissioner  Anderson.  There  will  be  no  torts  or  contracts  made 
by  the  Government  if  I  have  in  mind  what  I  think  you  have.  The 
Government  is  going  to  operate  these  carriers  through  the  carrier 
companies  and  contracts  will  be  made  in  the  names  of  the  carrier 
companies  as  hitherto,  and  torts  will  be  continued  to  be  committed 
by  flie  carrier  companies,  as  far  as  the  law  is  concerned.  If  the 
Government  is  to  be  responsible  in  the  end,  the  carrier  does  not  care 
whether  it  is  sued  or  not.  We  have  given  a  great  deal  of  study  to 
that  section  11. 

Senator  Underwood.  Under  that  statement  do  you  think  it  is 
necessary  to  have  section  11  in  there  at  all? 

Commissioner  Anderson.  Yes,  sir;  I  do,  in  the  light  of  the  question 
you  raise. 

Senator  Underwood.  The  Government  is  merely  directing  the 
company  what  to  do,  and  the  company  is  just  carrying  out  the 
orders  of  the  Government,  and  they  would  be  liable  anyway. 

Commissioner  Anderson.  We  want  to  make  it  clear  that  they  are 
ousted  only  to  such  extent  as  the  general  or  special  order  does  oust 
them.  It  seems  to  be  perfectly  obvious  to  us,  in  the  interest  of 
clarity  and  understanding  throughout  the  country,  that  that  should 
be  made  express  by  statute.  Without  the  analogous  provision  in 
the  proclamation,  I  think  there  would  have  been  very  great  dis- 
turbance. It  was  particularly  gratifying  to  me  that  that  procla- 
mation seemed  to  convey  the  assurance  to  the  country  that  we 
were  not  creating  chaos,  but  were  simply  working  out  a  unified, 
coordinated,  national  control. 

Section  12  remains  unchanged.  Section  13  is  drafted  by  the 
Department  of  Justice  to  prevent  this  act  from  having  any  effect 
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upon  cases  pending,  except  they  may  be  continued  for  final  jud^n.-  / 
upon  application  by  the  United  States  to  the  court. 

Section  14  is  the  oM  section.  We  had  some  little  discussion  a!*-  -: 
it  a  few  moments  ac o.  I  added,  as  I  indicated  one  day  in  the  .v -ic- 
ings I  contemplated  doing,  that  this  act  "is  expressly  declared  •• 
be  emergency  legislation  enacted  to  meet  conditions  growing  or  ' 
war;  and  nothing  herein  is  to  be  construed  as  expressing  or  prep-i  - 
ing  the  future  policy  of  the  Federal  Government  concerning  u> 
ownership,  control,  or  regulation  of  carriers  or  the  method  or  'r>a-  * 
of  the  capitalization  thereof."  That  is,  of  course,  not  bindir^  •  r. 
any  future  Congress,  but  is  intended  to  be  an  express  declamt:  ♦. 
to  the  effect  that  everything  in  this  bill  is  to  be  construed  as  neutr- 
on all  these  controversial  questions.  This  act  is  neither  for  nor  agai:.-* 
national  ownership.  It  is  for  no  particular  kind  of  control  nor  agai:  < 
any  particular  kind  of  control.  It  stands  for  no  theory  of  capitali- 
zation nor  against  any  theory  of  capitalization.  It  is  war  emeig? i.  .. 
legislation. 

Senator  Gore.  It  is  all  absolutely  neutral  ? 

Commissioner  Anderson.  Yes,  sir.  These  are  the  changes  *<< 
have  made,  not  as  briefly  stated  as  I  hoped. 

Senator  Robinson.  A  number  of  us  have  some  engagements  t\*: 
we  feel  compelled  to  meet.  We  have  devoted  our  attention  aln«c-: 
exclusively  to  this  work  and  we  think  perhaps  by  having  a  rvn 
short  recess  to-morrow  we  can  conclude  anyway,  or  at  least  nui.- 
such  arrangements  as  necessary,  and  it  would  suit  some  of  us  very 
much  indeed  to  adjourn  until  10  o'clock  to-morrow  morning  ar.j 
eliminate  the  recess  to-morrow. 

Senator  Gore.  Is  that  a  motion  to  adjourn  1  I  want  to  ask  the. 
judge  one  question. 

The  Chairman.  Let  us  settle  this  proposition  now.  Do  I  hear  a 
motion  that  when  we  adjourn  to-day  we  adjourn  to  10  o'clock  v>~ 
morrow,  with  the  understanding  that  the  recess  will  be  bat  :>• 
minutes  ? 

Senator  Robinson.  I  make  that  motion. 

(The  motion  was  carried.) 

Senator  Gore.  I  wanted  to  get  into  the  record  your  judgment  as  t«> 
the  wisdom  or  unwisdom  of  treating  the  railroad  business  as  a  com- 
petitive business  or  as  a  natural  monopoly. 

Commissioner  Anderson.  I  stated  the  other  day  (as  I  recall  it. 
before  this  committee)  that  if  this  war  had  not  come  on,  my  general 
notion  was  that  we  ought  to  make  the  antitrust  acts  inapplicable  t<> 
railroads  and  repeal  the  antipooling  section,  provide  a  very  mu«l. 
larger  degree  of  Federal  control  ana  regulation,  including  oonsolnii- 
tions  found  consistent  with  the  public  interest,  together  with  other 
measures  necessary  to  protect  both  the  investing  public  and  the  rate- 
paying  public.  I  do  not  know  what  the  conditions  will  be  after  the 
war.  I  will  meet  those  conditions  with  an  entirely  open  mind  as  w 
all  aspects  of  the  situation.  I  am  not  committed  to  public  ownershi; 
nor  am  I  against  it. 

(Whereupon,  at  12.45  o'clock  p.  m.,  an  adjournment  was  taker. 
Until  to-morrow,  Saturday,  January  26,  1918,  at  10  o'clock  a.  m.) 
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SATTTBDAY,  JANUARY  26,  1918. 

United  States  Senate, 
Committee  on  Interstate  and  Foreign  Commerce, 

Washington,  D.  C. 

The  committee  met,  pursuant  to  adjournment,  at  10  o'clock  a.  m., 
Senator  Ellison  D.  Smith,  of  South  Carolina  (chairman),  presiding. 

The  Chairman.  The  committee  will  come  to  order. 

I  believe  that  the  committee  yesterday  had  agreed  that  we  would 
hear  from  Mr.  Plumb  first  this  morning. 

ADDITIONAL  STATEMENT  OF  MB.  PLUMB. 

Mr.  Plumb.  Mr.  Chairman,  I  wanted  to  reply  to  some  argu- 
ments that  the  railroad  made  and  not  repeat  any  of  my  argument 
before;  simplv  to  answer  such  arguments  of  Mr.  Thorn.  Not  naving 
heard  them,  1  could  not  answer  them.  1  understand  also  Mr.  Thom 
would  close.  I  think  if  I  might  have  an  opportunity  after  he  has 
opened,  that  would  suit  me. 

The  Chairman.  The  chairman,  at  least,  was  under  the  impression 
that  we  would  give  a  limited  length  of  time  to  those  other  than  the 
official  counsel  of  the  roads  and  for  the  Government.  But  is  it  under- 
stood that  Mr.  Thom  is  to  make  an  opening  statement,  and  then 
later  on  make  his  concluding  argument?  I  was  not  under  the  im- 
pression that  he  was  to  have  a  certain  time  to  make  his  argument  from 
the  evidence  presented  and  then  to  be  followed  by  the  Government. 
Of  course,  I  would  like  to  have  the  understanding  of  the  committee 
on  that  point. 

Senator  Cummins.  I  do  not  think  it  makes  much  difference, 
Mr.  Chairman.  We  have  had  a  half  a  dozen  witnesses  here,  including 
Mr.  Plumb  and  Mr.  Thorne  and  Mr.  Cowan.  They  have  really  made 
arguments,  and  it  seems  to  me  that  the  logical  way  to  proceed  now 
would  be  to  hear  from  the  railroads  on  their  argument  and  then  have 
a  brief  one  from  these  other  people,  if  they  would  like  to  be  heard. 

Mr.  Plumb.  There  is  nothmg,  Mr.  Chairman,  1  would  care  to  add 
to  the  argument  I  have  already  made. 

Senator  Robinson.  There  is  no  need,  then,  of  hearing  your  argu- 
ment now.     We  have  heard  that  once. 

Mr.  Plumb.  You  have  heard  that  once,  and  the  only  thing  was  that 
I  wanted  to  reply  to  any  argument  that  Mr.  Thom  might  make  and 
which  was  neeaecl. 

Senator  Townsend.  Do  you  want  to  add  anything  to  what  Mr. 
Anderson  has  said  ? 

Mr.  Plumb.  Yes.  In  reply  to  what  Mr.  Anderson  has  said,  there 
was  one  suggestion  I  desired  to  make,  if  that  should  be  made  now. 
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Senator  Towxsexd.  Could  you  not  go  on  with  that  now  ? 

Mr.  Plumb.  As  to  section  9,  I  stated  my  position  the  other  day.  I 
thought,  and  I  do  not  care  to  repeat  it.  I  merely  want  to  say  tea: 
we  appreciate  the  attitude  of  this  committee  and  the  administratk  z 
in  the  position  they  hare  taken  that  the  present  remedies  afforded  are 
not  adequate.  We  feel  that  the  workmen's  compensation  law,  ti~ 
Federal  compensation  law  also  is  not  adequate,  and  we  do  not  fwl 
that  at  the  present  time  there  is  either  time  or  opportunity  to  prepare 
adequate  legislation. 

Senator  Pomerexe.  You  are  familiar  with  what  is  known  as  the 
Sutherland  bill  ? 

Mr.  Plumb.  That  is  the  bill  that  did  not  pass,  I  believe  f 

Senator  Pomerexe.  It  did  not  pass. 

Mr.  Plumb.  Yes;  some  such  legislation  as  that  I  apprehend  will 
have  to  be  provided  in  time. 

Senator  Pomebexe.  Does  the  general  plan  in  that  bill  meet  your 
approval  ? 

Mr.  Plumb.  Well,  I  am  not  familiar  with  that  bin,  Senator. 

Senator  Towxsexd.  You  do  not  want  section  9  left  in  the  bill  ? 

Mr.  Plumb.  I  would  prefer  to  have  section  9  stricken  out  of  the 
bill  at  this  time  and  later  provide — let  the  providing  of  adequate 
remedies  be  taken  up  at  a  time  when  adequate  consideration  can  be 
given  to  it. 

Senator  Towxsexd.  And  say  nothing  about  it  in  this  bill  at  all  f 

Mr.  Plumb.  Say  nothing  about  it  in  this  bill  at  all,  except  under 
section  11,  to  preserve  to  the  employees  all  of  the  existing  rights  and 
remedies,  just  as  is  done  to  other  members  of  the  public. 

Senator  Pomerexe.  Notwithstanding  that  they  may  be  different 
in  the  different  States  ? 

Mr.  Plumb.  Notwithstanding  they  are  in  different  States  and  under 
different  remedies,  but  preserve  our  present  status  until  a  new  status 
can  be  established. 

Senator  Robixsox.  The  language  of  section  11  does  that,  unless 
the  language  of  section  13  is  put  in,  does  it  not  ? 

Mr.  Plumb.  Unless  the  language  in  section  9  is  put  in. 

Senator  Robixsox.  That's  what  I  mean;  yes. 

Mr.  Plumb.  Yes:  I  believe  section  11  is  adequate  to  preserve  ail 
of  our  rights,  as  it  would  the  rights  of  shippers  and  travelers. 

Senator  Towxsexd.  Notwithstanding  the  fact  that  it  may  hold 
the  employees  of  the  railroads  are  Federal  employees  rather  than 
railroad  employees  * 

Mr.  Plumb.  I  do  not  see  that  would  change  the  situation,  because 
if  we  are  Federal  employees  instead  of  corporate  employees,  then  all 
citizens  and  shippers  are  shipping  over  a  Federal  agency  and  not 
over  a  corporate  agency,  and  what  would  deprive  us  of  our  remedy 
would  deprive  the  public  of  their  remedy. 

Senator  Pomerexe.  As  I  understand  this  section  11,  whether  ther 
would  be  regarded  in  law  as  Government  employees  or  not,  this 
section  11  derines  their  status  with  respect  to  the  railroads  on  the 
subject  of  damages  and  rights  and  remedies. 

The  Chairman.  It  would  not  if  thev  were  construed  as  Govern- 
ment  employees  under  section  11. 

Senator  Pomerexe.  Yes:  we  are  preserving  the  same  rights  that 
thcv  had.  This  section  expressly  provides  that  they  shall  nave  the 
same  rights  aud  remeiies  both  for  and  against. 
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Senator  Townsend.  I  think  possibly  there  is  some  doubt  about  that. 
Senator  Pomerene,  but  I  understood  from  Commissioner  Anderson 
that  the  railroad  men  were  not  satisfied,  and  that  is  the  reason  I 
thought  that  Mr.  Plumb  representing  them  might  wish  to  be  heard 
in  that  part,  as  to  that  part  of  Commissioner  Anderson's  argument. 

Mr.  Plumb.  We  prefer  that  nothing  should  be  done  at  this  time 
except  to  preserve  tne  present  status. 

Senator  Pomerene.  When  you  say  "we"  you  mean  the  brother- 
hoods? 

Mr.  Plumb.  I  mean  the  brotherhoods;  yes. 

Senator  Pomerene.  Do  you  know  the  position  of  the  other  em- 
ployees outside  of  the  brotherhoods  ? 

Mr.  Plumb.  No;  I  do  not,  because  the  other  employees  outside  of 
the  brotherhoods  have  not  taken  any  action  to  signify  their  position, 
and  the  botherhoods  have. 

Now,  as  to  section  14,1  want  to  offer  a  suggestion  on  section  14. 
It  seems  to  me  that  the  provision  as  set  forth  in  the  amended  bill  is 
not  quite  adequate,  and  I  would  suggest  that  these  words  be  added 
to  what  is  there  found: 

*  *  *  And  nothing  in  this  act  contained  shall  be  construed  as  in  any  way  de- 
termining any  private  or  public  rights  in  railroad  properties  or  as  affording  any  basis 
upon  which  the  extent  of  such  private  and  public  rights  shall  be  hereafter  ascer- 
tained and  determined. 

Senator  Pomerene.  Read  that  again,  will  you  ? 
Mr.  Plumb  (reading): 

*  *  *  And  nothing  in  this  act  contained  shall  be  construed  as  in  any  way 
determining  any  private  or  public  rights  in  railroad  properties  or  as  affording  any 
basis  upon  which  the  extent  of  such  private  and  public  rights  shall  be  hereafter 
ascertained  and  determined. 

The  Chairman.  You  would  offer  that  as  a  substitute  for  the 
italicized  language  ? 

Mr.  Plumb.  Not  as  a  substitute;  as  an  addition  to  it. 

The  Chairman.  As  an  addition  ? 

Mr.  Plumb.  The  italicized  language  preserves  the  basis  of  regu- 
lation. 

The  Chairman.  I  see. 

Mr.  Plumb.  It  says  that  it  shall  not  in  any  way  affect  the  basis  of 
capitalization.  But  there  are  other  rights,  it  seems  to  me,  which 
are  broader  than  that,  that  this  provision  should  be  made  as  broad 
as  possible,  and  that  we  should  declare  that  this  act  shall  not  in  any 
way  afford  the  basis  for  determining  any  rights  whatsoever. 

Senator  Cummins.  I  suggest  that  you  hand  that  amendment  to 
the  chairman. 

Mr.  Plumb.  Aside  from  that,  those  are  all  the  suggestions  I  have 
to  make  in  response  to  Commissioner  Anderson. 

Senator  McLean.  Mr.  Chairman,  I  would  like  to  ask  this  witness 
one  question.  I  was  not  here  when  he  made  his  original  statement. 
I  do  not  know  whether  he  expressed  any  view  or  has  any  view  to 
express  with  regard  to  the  opinion  of  the  Brotherhoods  as  to  a  time 
limit  fixed. 

Mr.  Plumb.  That  is  fully  stated  in  the  argument  I  presented  the 
other  afternoon,  Senator. 

The  Chairman.  Mr.  Thom,  are  you  ready  now  to  proceed  ? 

Mr.  Thom.  Yes,  sir. 

The  Chairman.  We  will  hear  from  you  now. 
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ARGUMENT  OF  ALFRED  P.  THOM,  ESQ.r  IV  BEHALF  OF 

THE  RAILROADS. 

Mr.  Thom.  Mr.  Chairman  and  gentlemen,  it  seems  to  me  that  ti 
problems  before  this  committee  Tie  within  a  very  narrow  comp4> 
Much  has  been  said  in  respect  to  percentages  of  return,  in  respe«-t  :* 
property  investments,  and  other  matters  which  seem  to  me  plair/ 
irrelevant  and  immaterial.  This  is  not  a  rate  case.  Many  of  tL  ~- 
who  have  to  do  with  railroad  matters  fall  into  the  mental  railw*.- 
rate-case  habit,  and  it  is  a  custom  of  all  of  us,  from  which  I  m\s  / 
am  by  no  means  immune,  to  flood  records  with  intricate  statenn-r  •* 
which  in  the  main  do  not  serve  to  enlighten  the  subject  with  wh  i 
we  have  to  deal;  and  in  this  case,  in  my  judgment,  thav  hare  t 
legitimate  bearing  at  all.  The  purpose  of  this  legislation  is  to  pn» 
vide  a  means  of  compensation  to  the  railroads  which  have  l>»r. 
taken  over. 

Manifestly,  if  the  legislation  stands  alone  with  power  to  take  ott 
the  railroads  and  with  no  provision  for  compensation,  it  lacks  «i:- 
process  of  law.  It  is  the  purpose  now  by  those  who  propounr* 
this  legislation  to  supplement  existing  legislation  in  such  way  tr^r 
the  whole  taken  togetner  will  constitute  due  process  of  law  and  wl  . 
afford  just  compensation  for  the  use  of  the  properties  which  ?!•• 
Government  has  taken. 

In  such  a  proceeding,  what  is  the  function  of  Congress  ?  Has  it  i 
right  to  determine  what  the  compensation  ought  to  be  ?  Has  it  a 
right  to  lav  down  a  rule  by  which  that  compensation  shall  be  deter- 
mined? Or  is  its  function  merely  of  establishing  the  processes  h\ 
which  that  ultimate  fact  shall  be  determined  ? 

At  the  outset,  then,  of  this  matter,  we  are  confronted  with  the  ques- 
tion of  what  it  is  in  the  power  of  Congress  to  do,  what  the  legislative 
function  is  in  respect  to  tnis  matter.  I  believe  it  to  be  well  establish**  i 
law  that  the  legislative  function  in  taking  properties  over  is  to  deter- 
mine the  political  policy  of  whether  or  not  they  shall  be  taken  orer 
and  thereafter  simply  to  provide  the  means  by  which  the  court* 
shall  determine  what  the  compensation  ought  to  oe  for  the  taking. 

In  the  case  of  the  Monongahela  Navigation  Co.  against  the  UruuM 
States  (148  U.  S.),  at  page  327,  the  principle  is  thus  stated — and  I 
perhaps  before  reading  tnis  quotation  from  the  case,  should  **r 
that  tnis  was  a  case  where  the  United  States  was  attempting  to  tafc* 
one  of  the  locks  in  the  Monongahela  River,  this  lock  having  beep 
established  under  the  legislation  of  the  State  of  Pennsylvania  wbi« "h 
conferred  upon  the  navigation  company  a  franchise  to  take  t<»!L- 
and  to  do  business  on  this  public  highway.  And  Congress  paa*i 
an  act  authorizing  the  offer  to  the  navigation  company  of  a  fee<i 
sum  of  money,  and  providing  that  if  that  amount  of  money  was 
declined,  then  the  United  States  should  go  into  the  appn>prn'.< 
court  and  institute  a  condemnation  proceeding;  in  that  condemna- 
tion  proceeding  that  the  court  should  in  no  wise  consider  and  in  nt> 
way  make  an  allowance  for  the  franchise  of  the  navigation  com- 

Eany.  The  case  proceeded  to  judgment  and  was  carried  to  ti* 
upreme  Court  of  the  United  States  on  the  question  of  whether  or 
not  it  was  in  the  power  of  Congress  to  require  the  exclusion  of  the 
franchises  of  the  company,  or  whether  the  entire  measure  of  damao* 
was  a  matter  for  the  courts  and  not  for  Congress. 
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Now  I  will  read  the  extract  from  the  case  which  I  started  to  read 
a  moment  ago: 

By  this  legislation  Congress  seems  to  have  assumed  the  right  to  determine  what 
shall  be  the  measure  of  compensation.  But  this  is  a  judicial  and  not  a  legislative 
question.  Legislation  may  determine  what  private  property  is  needed  for  public 
purposes — that  is  a  question  of  a  political  and  legislative  character;  but  when  the 
taking  has  been  ordered,  then  the  question  of  compensation  is  judicial.  It  does 
not  rest  with  the  public,  taking  the  property  through  Congress  or  the  legislature,  its 
representative,  to  say  what  compensation  snail  be  paid,  or  even  what  shall  be  the 
rule  of  compensation.  The  Constitution  has  declared  that  just  compensation  shall 
be  paid,  ana  the  ascertainment  of  that  is  a  judicial  inquiry. 

And  further  down  the  page,  the  Supreme  Court  quotes  with 
approval  from  a  Mississippi  case,  which  it  cites.  The  quotation  is 
this: 

* '  The  right  of  the  legislature  of  the  State,  by  law,  to  apply  the  property  of  the  citizen 
to  the  public  use,  and  then  to  constitute  itself  the  judge  in  its  own  case,  to  determine 
what  is  the  just  compensation"  it  ought  to  pay  therefor,  or  how  much  benefit  it  has 
conferred  upon  the  citizen  by  thus  taking  his  property  without  his  consent,  or  to 
extinguish  any  part  of  such  "  compensation "  by  prospective  conjectural  advantage, 
or  in  any  manner  to  interfere  with  the  just  powers  ana  province  of  courts  and  juries 
in  administering  right  and  justice,  can  not  for  a  moment  be  admitted  or  tolerated 
under  our  Constitution.  If  anything  can  be  clear  and  undeniable,  upon  principles 
of  natural  justice  or  constitutional  law,  it  seems  that  this  must  be  so. 

Thereupon  the  court  threw  aside  the  mandate  of  Congress  that  no 
allowance  should  be  made  and  no  consideration  had  and  no  valuation 
be  made  of  the  franchises  of  that  company. 

So  it  seems  to  me,  Mr.  Chairman,  that  we  must  accept  the  view  that 
you  are  sitting  here  having  required  the  taking  of  the  use  of  these 

Eroperties — you  are  sitting  here  now  simply  to  provide  the  means 
y  which  there  can  be  either  an  agreement  in  respect  to  what  has  been 
taken  over  or  to  establish  due  process  of  law  by  which  compensation 
may  be  determined. 

Senator  Undebwood.  Mr.  Thorn,  may  I  ask  you  a  question  at  that 
point  ? 

Mr.  Thom.  Yes. 

Senator  Undebwood.  The  act  of  August,  1916,  did  not  provide  for 
due  compensation.  Is  there  any  act,  general  act  of  Congress,  that 
would  validate  the  act  of  August,  1916,  in  that  respect? 

Mr.  Thom.  I  do  not  think  so.  The  only  act  of  Cfongress  that  might 
be  considered  possibly  to  have  that  effect  is  the  act  of  conferring  gen- 
eral jurisdiction  on  the  Court  of  Claims,  but  I  have  given  earnest  con- 
sideration as  to  whether  or  not  that  constitutes  due  process  of  law  in 
this  case  and  am  thoroughly  convinced  that  it  does  not. 

In  a  word,  it  is  held  in  the  case  of  Crozier  v.  Krupp,  in  224  United 
States,  290,  that  while  the  provision  for  compensation  need  not  be  at 
the  exact  moment  of  the  taking;  the  means  for  compensation  must  be 
adapted  to  the  nature  of  the  case,  and  that  in  considering  whether 
any  means  are  adequate  constant  reference  must  be  had  to  the  nature 
of  the  case  in  which  the  compensation  is  to  be  made. 

Here  is  a  vast  mass  of  property  which  it  is  estimated  constitutes 
one-seventh  of  the  national  wealth  and  lies  at  the  basis  of  the  whole 
financial  structure  of  this  country.  The  method  of  compensation 
must  be  adapted  to  that  situation ;  it  must  be  adequate  to  deal  effec- 
tually with  values  which  affect  and  control  the  destinies  of  the  whole 
Nation .  To  say  to  the  holders  of  that  vast  mass  of  property,  in  respect 
to  which  there  is  an  essential  public  need  as  well  as  a  private  need, 
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that  their  only  remedy  is  to  go  into  court  and  sue  for  damages,  mani- 
festly is  to  affect  the  stability  of  the  whole  financial  fabric  of  let 
country  and  to  throw  it  into  confusion  and  to  bring  upon  it  destruc- 
tion. 

So  that  I  do  not  for  a  moment  consider  that  the  remedy  in  thr 
Court  of  Claims,  standing  alone,  which  is  merely  to  sue  the  Unitci 
States  in  that  court  for  damages  for  the  taking,  and  which  will  require 
years  to  carry  through,  and  about  the  results  of  which  there  can  be  no 
certainty,  and  the  confusion  with  respect  to  which  would  undermine 
the  whole  of  our  national  power  at  this  time  of  need  for  it  in  all  its 
strength — such  a  remedy  would  not  constitute  due  process  of  U« 
when  you  have  relation,  as  the  court  says  we  must  have,  to  the  nature 
of  the  property  to  be  taken  and  the  character  of  the  transaction. 

Reverting  now  to  the  line  of  argument  which  I  was  attempting  to 
make,  I  reiterate  that  the  legislative  function  has  nothing  to  do  with 
the  question  of  attemting  to  fix  compensation,  and  nothingto  do  even 
with  the  measure  of  compensation  which  may  be  fixed.  The  legisla- 
tive power  extends  merely  to  determine  whether  or  not  the  property 
should  be  taken  in  the  public  interest  and  in  providing  a  method  of 
voluntary  adjustment  or  a  method  of  due  process  of  law  by  which 
disputed  questions  of  compensation  may  be  determined  judicially. 

I  think  all  men  must  realize  the  necessity  for  that  principle.  If 
you — if  any  legislative  body — has  the  power  not  only  to  take  but  to 
determine  what  you  will  pay  for  the  taking,  you  constitute  yourself, 
as  said  here  by  the  Supreme  Court  of  Mississippi,  with  the  approval 
of  the  Supreme  Court  of  the  United  States,  a  judge  in  your  own  cas*. 
and  every  principle  of  stability,  of  right  and  justice,  win  be  sacrificed 

I  therefore  shall  assume  in  the  argument  which  I  shall  present  to 
you  that  you  are  here  simply  to  perform  your  constitutional  function 
of  supplying  a  means  either  by  which  there  may  be  an  agreement  in 
respect  to  the  value  of  the  use  which  has  been  taken,  or,  if  that  fails 
then  of  establishing  due  process  of  law  by  which  the  amount  of  com- 
pensation may  be  judicially  determined  without  any  effort  on  the 
part  of  the  legislature  to  invade  the  judicial  functions  or  attempt  to 
set  a  measure  or  to  prescribe  a  limitation  upon  what  the  court  mav  do. 

Senator  Cummins.  Mr.  Thorn,  did  you  near  the  argument  made  br 
Mr.  Plumb  ? 

Mr.  Thom.  Yes,  sir. 

Senator  Cummins.  If  it  is  pertinent  at  this  point,  I  would  like  to 
have  your  opinion  upon  his  conclusions  that  the  legislative  function 
in  taking  the  use  of  the  property  is  practically  the  same  as  in  fixing 
the  rates  for  the  use  of  tne  property,  and  that  we  could  say  that  we 
would  take  this  property  indefinitely,  the  use  of  it,  and  fix  a  rate  of 
return  upon  the  interest  of  the  railroads  in  the  property,  within  the 
same  limits  and  subject  to  the  same  constitutional  provision  that 
protects  the  railways  against  confiscatory  rates.  In  other  words,  if 
6  per  cent  is  a  fair  and  reasonable  return  upon  property,  that  we 
could  say  there  should  be  a  return  of  6  per  cent  upon  it  f 

Mr.  Thom.  Would  it  be  agreeable  to  you  to  wait  until  I  reach  that 
point,  Senator,  in  the  course  of  my  argument? 

Senator  Cummins.  Yes;  I  simply  wanted  to  hear  that  point  dis- 
cussed, because  it  interested  me  very  much. 

Mr.  Thom.  I  will  reach  that  point  as  I  proceed,  but  it  would  disturb 
my  argument  if  I  bring  it  in  at  this  point  unless  it  is  specially  desirable 
that  I  should  do  so. 
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Now,  accepting  the  principles  which  I  have  announced,  and  in 
hich  I  believe,  the  bill  which  the  Government  has  brought  here 
ttempts,  as  I  read  it,  to  do  two  things,  to  give  authority  to  the 
I^resiaent  within  prescribed  limits  to  make  an  arrangement  with  the 
carriers  for  the  use  of  their  property;  and,  failing  an  agreement,  to 
p>rovide  a  means  by  which  just  compensation  may  be  judicially 
determined. 

As  I  interpret  the  President's  proclamation  and  explanatory 
memorandum  he  files  with  it,  he  feels  a  profound  responsibility  in 
tJie  present  crisis  of  a  two-fold  nature:  First,  to  see  that  as  the  rail- 
roads have  been  summarily  taken  over  by  the  Government  in  the 
public  interest  and  for  national  purposes,  their  constitutional  rights 
to  just  compensation  shall  be  sacredly  guarded,  and,  second,  that  the 
benefits  anticipated  from  the  Government  control  of  transportation 
And  the  constant  strengthening  of  the  national  power  for  war  pur- 
poses shall  not  be  neutralized  by  destructive  consequences  to  our 
financial  structure,  which  must  be  maintained  efficiently  in  order  to 
efficiently  prosecute  the  war. 

It  has  doubtless  seemed  to  the  President,  as  it  has  to  all  other 
thoughtful  men,  that  financial  strength  in  the  United  States  is  abso- 
lutely essential  to  the  safety  of  the  world,  to  deal  successfully  with 
this  great  world-wide  war.  The  highest  duty,  then,  of  those  who 
lead  and  who  represent  the  Nation  is  to  make  certain  that  whatever 
is  done  in  this  great  matter,  which  involves  one-seventh  of  the 
national  wealth,  snail  stabilize  our  financial  strength. 

The  President  says  in  his  proclamation: 

The  director  shall,  as  soon  as  may  be  after  having  assumed  such  possession  and  con- 
trol, enter  upon  negotiations  with  the  several  companies  looking  to  agreements  for 
just  and  reasonable  compensation  for  the  possession,  use,  and  control  of  their  respective 
properties  on  the  basis  of  an  annual  guaranteed  compensation  above  accruing  deprecia- 
tion and  the  maintenance  of  their  properties,  equivalent,  as  nearly  as  may  be,  to  the 
average  of  the  net  operating  income  thereof  for  the  three-year  period  ending  June  30, 
1917,  the  results  of  such  negotiations  to  be  reported  to  me  for  such  action  as  may  be 
appropriate  and  lawful. 

But  nothing  herein  contained,  expressed  or  implied,  or  hereafter  done  or  suffered 
hereunder,  shall  be  deemed  in  any  way  to  impair  the  rights  of  the  stockholders,  bond- 
holders, creditors,  and  other  persons  having  interests  in  said  systems  of  transportation 
or  in  the  profits  thereof,  to  receive  just  and  adequate  compensation  for  the  UBe  and 
control  and  operation  of  their  property  hereby  assumed. 

Now,  it  is  manifest  from  this  proclamation  that  the  President  had 
in  vjew,  first,  the  necessity  in  the  public  interest  of  taking  the  use  of 
these  properties,  and,  second,  that  the  matter  should  be  so  dealt 
with  as  to  bring  confidence  and  assurance  to  the  financial  public  and 
not  impair  the  financial  strength  of  this  Nation.  He  emphasizes  that 
in  a  memorandum  which  he  published  at  the  same  time,  and  from 
which  I  read: 

Investors  in  railway  securities  may  rest  assured  that  their  rights  and  interests  will 
be  as  scrupulously  looked  after  by  the  Government  as  they  could  be  by  the  directors 
of  the  several  railway  systems.  Immediately  upon  the  reassembling  of  Congress  I 
shall  recommend  that  definite  guaranties  be  given,  first,  of  course,  that  the  railway 
properties  shall  be  maintained  during  the  period  of  Federal  control  in  as  good  repair 
and  in  as  complete  equipment  as  when  taken  over  by  the  Government,  and,  second, 
that  the  roads  shall  receive  a  net  operating  income  equal  in  each  case  to  the  average 
net  income  of  the  three  years  preceding  June  30,  1917,  and  I  am  entirely  confident 
that  the  Congress  will  be  disposed  in  this  case,  as  in  others,  to  see  that  justice  is  done 
and  full  security  assured  to  the  owners  and  creditors  of  the  great  systems  which  the 
Government  must  now  use  under  its  own  direction  or  else  suffer  serious  embarrassment. 
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The  conclusion  to  carry  out  these  purposes,  to  take  the  properties 
for  war  purposes,  at  the  same  time  to  strengthen  instead  of  weaken- 
ing the  financial  structure  of  the  country  has  suggested  the  desir- 
ability of  an  agreement  instead  of  litigation.  It  is  supposed,  and 
rightfully  supposed,  that  litigation  over  one-seventh  of  the  value  of 
the  United  States  will  have  a  destructive  influence  on  public  con- 
fidence, will  undermine  financial  strength,  and  will  fatally  weaken 
this  Government  at  a  time  when  every  one  of  its  resources  should  be 
active  and  strong  and  reliable  for  national  purposes. 

It  was  further  desirable  that  the  agreement  should  be  promptly 
reached  and  that  the  terms  offered  by  the  Government  should,  in 
the  Government's  opinion,  be  so  essentially  fair,  as  to  attract  an 
acceptance  and  to  insure  an  agreement. 

Was  the  President's  view  on  this  subject  well-founded,  or  was  it  a 
mistake  ?  Here  is  a  mass  of  securities  variously  estimated  at  from 
17,000  millions  to  20,000  millions.  The  President  has  said  that  these 
securities  lie  at  the  very  heart  of  all  investments,  large  and  small, 
by  individuals  and  by  institutions.  It  is  well  known  that  they  form 
the  basis  of  the  financial  solvency  of  the  great  institutions  of  America. 
that  not  a  bank,  National,  State  or  savings,  and  not  an  insurance 
company,  fire  or  life,  and  not  an  institution,  benevolent  or  business. 
whose  solvency  is  not  involved  in  the  solvency  and  value  of  this 
great  mass  of  securities. 

The  latest  figures  I  have,  being  for  the  year  1915,  show  that  818 
millions  of  these  railroad  securities  are  held  by  the  mutual  savings 
banks  of  America  alone,  that  32£  per  cent  of  the  entire  assets  of  the 
savings  banks  of  Connecticut  are  railroad  securities.  I  am  further 
told  that  the  banks  in  this  country  do  not  dare  to-day  to  sell  out  the 
collateral  which  they  hold  in  these  railroad  securities  in  order  to  get 
the  payment  of  the  debts  due  them,  because  if  their  assets  are  leveled 
down  to  the  fall  of  securities  the  result  would  be  national  insolvency. 
These  facts,  Mr.  Chariman  and  gentlemen,  seem  to  me  to  challenge 
the  most  deliberate  attention  on  the  part  of  you  gentlemen  with  this 
responsibility  upon  you.  What  shall  be  done  in  this  crisis  ?  What 
shall  be  done  in  this  situation  ?  We  need  every  cent  that  can  be 
obtained  from  the  American  people  to  carry  on  this  war. 

Senator  La  Follette.  In  what  form  were  these  securities  to  which 
you  refer  held  by  the  banks — stocks  or  bonds  ? 

Mr.  Thom.  Both. 

Senator  La  Follette.  Can  you  state  with  any  degree  of  definite- 
ness  the  proportion  ? 

Mr.  Thom.  No;  I  can  not.    My  table  shows  the  railroad  securities. 

Senator  Gore.  These  stocks  are  mostly  preferred  stocks) 

Mr.  Thom.  I  do  not  know.     I  understand  both. 

Senator  La  Follette.  Can  you  present  the  relative  proportion  of 
stockholdings  and  bonds  by  these  banks  ? 

Mr.  Thom.  I  will  try  to  get  that,  but  I  do  not  know  that  I  can.  I 
happen  to  have  this  statement  from  the  savings  banks  and  I  have 
given  it  in  the  way  that  I  have  it.  This  information  was  obtained 
for  the  purpose  of  being  presented  before  the  Newlands  committee, 
9  joint  committee  of  the  House  and  Senate.  It  is  stated  in  the  way 
that  I  am  giving  it  to  you. 

Suppose  in  the  condition  which  I  have  described  that  instead  of 
certainty  being  introduced  by  your  system  of  legislation  into  this 
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matter  of  railroad  securities,  you  plunge  the  whole  question  of  their 
value  into  litigation  ?    Hundreds  of  railroads,  each  with  a  different 
case,  will  feel  obliged  to  go  to  some  tribunal  which  you  will  constitute 
or  to  which  you  will  give  jurisdiction,  to  have  the  question  determined 
as  to  what  shall  be  hereafter  the  status  of  these  securities.     Can  you 
for  one  moment  consider  such  a  situation  as  that  without  the  gravest 
apprehension  ?     Would  you  be  willing  in  your  representative  capacity 
to    be  responsible  for  throwing  the  values  of  all  of  these  securities 
into  the  uncertainties  and  delavs  of  litigation  ?    Certainly  the  Presi- 
dent is  not  willing.     Certainly  the  President  is  able  to  see  as  far  around 
this  question  as  any  man  in  public  or  private  life.     I  am  not  alluding 
to  the  President  as  an  individual,  but  I  am  alluding  to  the  President 
with  his  opportunities  for  enjoying  observation  and  for  compre- 
hensive outlook.     He  knows  what  the  needs  of  the  war  are.     He 
knows  what  the  financial  needs  are.     He  is  obliged  to  know,  through 
his  Secretary  of  the  Treasury,  what  the  financial  situation  of  the 
country  is. 

And  he  apparently,  from  this  message  which  he  has  sent  to  Con- 

tress,  is  profoundly  impressed  with  the  necessitv  of  at  once  intro- 
ucing  certaintv  in  respect  to  this  vast  mass  of  securities,  and  of 
using  this  incident,  this  great  revolutionary  act,  the  taking  into 
possession  of  one-seventh  of  the  property  of  the  Union  for  war  pur- 
poses and  to  promote  the  successful  prosecution  of  the  war,  to  utilize 
that,  instead  of  permitting  it  to  neutralize  itself  by  the  destruction 
of  financial  strength  and  financial  value,  to  promote  and  establish 
the  other  branch  of  the  national  energy,  which  is  the  financial  hand 
of  the  Government. 

I  do  not  think  that  any  of  us  can  contemplate  without  a  feeling  of 
the  most  serious  embarrassment,  and  even  consternation,  that  the 
taking  over  of  these  railroad  companies  for  the  purpose  of  strength- 
ening the  Government  in  mobilizing  the  resources  of  the  country 
should  have  the  effect  of  paralyzing  the  financial  strength  of  the 
Government.  What  is  the  use  oi  strengthening  and  making  efficient 
the  transportation  facilities,  if  the  Government  is  to  be  fatally 
smitten  in  respect  to  its  financial  capacity?  If  there  is  a  break- 
down on  that  ground,  it  will  neutralize  everything  else  that  is  done 
in  the  way  of  more  efficient  transportation  and  everything  that  is 
being  done  in  the  trenches  in  France. 

So,  gentlemen,  it  seems  to  me  that  we  all  must  concede  that  the 
highest  obligation  resting  upon  anyone  in  respect  to  this  matter  is 
not  to  permit  it,  either  by  too  long  agitation,  by  unwise  or  unstates- 
manlike  policy  in  respect  to  it,  or  by  destructive  measures,  to  become 
a  thing  that  will  break  us  down  in  this  great  emergency.  Then 
comes  up  a  question  of  practical  judgment  which  each  of  you  is 
thoroughly  competent  to  decide,  and  that  is,  What  will  be  the  relative 
effect  upon  our  financial  strength  of,  on  the  one  hand,  settling  this 
whole  matter  by  a  quick  and  prompt  and  fair  agreement,  or,  on  the 
other,  oi  plunging  the  whole  matter  into  uncertainty  and  litigation  ? 

If  I  am  correct  in  my  belief  that  it  is  to  the  best  interests  of  the 
public  that  there  shall  be  an  early  adjustment  of  this  subject  and  this 
adjustment  shall  be  by  agreement,  then  manifestly  it  follows  that 
such  discretion  shall  be  conferred  upon  the  President  as  ought  to 
bring  about  such  an  agreement,  as  will  enable  him  to  make  an  agree- 
ment, if  the  railroads  are  by  any  means  fair  in  dealing  with  that 
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subject.  If  I  am  wrong  in  my  view  that  the  public  interests  will  t* 
best  promoted  by  an  agreement,  then  you  have  no  difficulty,  gen- 
tlemen. It  is  not  necessary  for  you  to  be  detained  longer  in  connec- 
tion with  this  matter.  If  you  once  determine  that  it  is  best  for  the 
country  that  this  matter  shall  be  settled  by  litigation,  then  send  it  t 
litigation,  and  you  need  not  bother  at  all  with  any  terms  of  nego- 
tiation. There  is  no  constitutional  necessity  on  vou  to  provide  (or 
a  method  of  agreement.  If  the  public  interest  will,  in  vour  view,  be 
best  promoted  by  litigation,  then  merely  pass  a  law  which  will  sec«i 
everybody  to  such  a  tribunal  as  you  see  fit,  and  let  it  be  settled  there 

We  are  then,  in  the  further  consideration  of  this  question,  brought 
face  to  face  with  the  determination  of  that  Question.  Is  it  best  m 
the  opinion  of  the  Congress,  that  there  shall  be  litigation  and  liti- 
gation only,  or  is  it  best  that  there  shall  be  a  fair  means  provided  by 
which  litigation  may  be  avoided  ? 

As  I  have  said,  it  litigation  be  best  for  the  public,  then  you  need 
not  delay  a  moment  longer.  It  is  easy  for  anyone  of  the  great 
lawyers  on  this  committee  to  draw  at  once  a  constitutional  provision 
for  a  court  to  determine  this  question,  and  you  can  send  us  there 
but  if,  on  the  other  hand,  your  opinion  is,  as  I  have  argued  to  yon  vow 
opinion  should  be,  that  the  great  national  interest  at  this  moment 
calls  for  an  early  and  prompt  and  fair  agreement,  then  let  us  relegate 
the  question  of  litigation  to  the  background  and  consider  what  ought 
to  be  the  range  and  the  discretion  of  the  President  in  dealing  wita 
this  question. 

There  is  going  to  be  a  profound  responsibility  on  somebody  as  to 
the  advice  which  he  will  give  in  respect  to  whether  or  not  anything 
that  is  offered  shall  be  accepted  by  the  railroads.  It  may  be,  in 
part,  a  responsibility  that  will  rest  on  me.  I  want  to  ask  yon  gen- 
tlemen of  this  committee  to  place  yourselves  frankly  in  my  position 
or  in  the  position  of  any  other  man  who  shall  be  called  upon  to 
advise  on  this  subject,  and  to  say,  under  the  circumstances  that  1 
shall  narrate,  what  your  advice  would  be  to  your  client  under  those 
circumstances.  If  you  will  consent  to  leave  for  a  moment  your 
legislative  attitude  and  transform  yourself  into  a  conscientious 
lawyer,  with  the  duty  of  advising  his  client  on  this  great  and  far- 
reaching  question,  and  will  try  to  answer  in  your  mind  as  to  what 
advice  you  would  be  compelled  to  give  in  respect  to  the  variow 
problems  which  are  presented,  I  believe  that  we  will  get  some  illumi- 
nation as  to  what  ought  to  be  the  attitude  of  Congress  in  respect  to  it 

I  am  arguing,  you  will  bear  in  mind,  that  it  is  in  the  public  interest 
that  there  should  be  an  agreement.  Now,  certain  terms  are  to  be 
offered.  The  question  will  be  presented  to  the  owners  of  each  rail- 
road and  the  responsible  counsel  as  to  whether  the  terms  which  are 
offered  shall  be  accepted.  I  ask  you  gentlemen  to  consider  now,  a& 
I  detail  this  problem,  what  advice  you  would  give  to  your  client*  if 
you  had  the  obligation  to  advise  them. 

The  first  proposition  which  I  will  ask  you  to  consider  is  this:  Would 
it  be  to  the  public  interest  that  an  offer  of  adjustment  by  the  Govern- 
ment which  is  manifestly  inadequate  and  destructive  should  be 
accepted  by  the  railroads  ?  Suppose  Congress  were  to  ask  the* 
carriers,  or  ask  you,  to  cut  your  values  in  two  and  take  half  I  Would 
it  be  to  the  public  interest  that  that  should  be  done?  Would  there 
be  any  patriotic  obligation  on  the  part  of  those  owners  to  accept  stun 
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a,  proposition  ?  Would  they  promote  the  public  welfare  by  accepting 
and  agreeing  to  a  basis  of  settlement  on  half  of  what  it  ought  to  be, 
or  one- third,  or  as  a  matter  of  gift  or  donation?  Would  it  be  to  the 
public  interest?  When  we  remember  that  these  securities  lie  at  the 
pase  of  the  credit  of  the  financial  institutions  of  this  country;  when 
in  the  adjustment  of  the  distribution  of  wealth,  they  have  come  to  be 
the  foundation  and  support  of  those  who  have  financial  strength, 
can  any  man  conclude  that  it  will  be  wise  or  well  or  patriotic  for 
those  values  to  be  reduced  by  agreement  or  by  surrender  to  such  an 
extent  that  the  whole  financial  fabric  of  the  country  would  be  under- 
miiied? 

Suppose  the  savings  banks,  to  which  I  have  alluded,  were  willing 
to  surrender  the  whole  of  their  holdings  ?  Suppose  the  savings  banks 
of  Connecticut  were  willing  to  cancel  one-thira  of  their  assets  f  What 
would  be  the  effect  upon  the  strength  of  this  Nation,  upon  the  financial 
3  trength  of  this  Nation,  resulting  from  the  cancellation  and  disappear- 
ance of  this  great  body  of  securities  ?  Would  you  be  able  to  float  a 
Government  loan  with  the  foundation  of  your  financial  institutions 
undermined  by  a  voluntary  cancellation  of  this  whole  body  of  hold- 
ings ?  I  think  there  can  be  no  two  opinions  that  that  much  of  the 
Nation's  strength  should  not  be  dislocated  and  destroyed;  or,  if  you 
will  have  it  another  way,  that  the  present  holdings  should  not  at  this 
juncture  be  so  distributed  as  to  create  financial  chaos  and  financial 
imbecility  or  incapacity. 

If  that  be  so,  then  there  rests  no  obligation  upon  either  the  con- 
scientious lawyer  or  the  conscientious  and  patriotic  holder  of  these 
securities  to  make  other  than  what  would  oe  considered,  and  what 
ought  to  be  considered,  and  what  in  the  public  judgment  will  be  con- 
sidered, a  fair  and  equitable  agreement  with  the  Government. 

No  mere  sacrifice  of  these  holdings,  no  reduction  of  them  in  such 
way  that  they  weaken  the  financial  structures  and  undermine  the 
financial  foundations,  could  be  in  the  public  interest. 

Now,  what  ought  to  be  the  basis  ?    I  am  speaking  now  merely  of 

Erinciple.  I  am  not  speaking  of  amounts.  What  ought  to  be  the 
asis  which  any  conscientious  lawyer  can  advise  in  favor  of  if  there 
is  less  than  that  which  every  conscientious  lawyer  must  advise  against, 
in  respect  to  making  this  arrangement  ?  The  principle  is,  as  it  seems 
to  me,  that  there  should  be  paid  to  the  owners  of  these  properties 
what  the  Constitution  requires,  and  that  is  a  fair  equivalent  of  the 
value  of  the  use  which  is  taken. 

Now,  what,  in  our  giving  our  advice,  and  in  vou  giving  your  advice 
to  your  client — I  mean  you  being  now  clothed  with  responsibility  as 
to  advising  the  owners  of  these  properties — with  what  situation  will 
you  be  confronted?  If  that  principle  should  be  taken  as  a  fair 
value  of  the  use,  vou  would  have  this:  There  is  but  one  precedent  in 
the  civilized  world,  but  one  other  great  nation  has  done  what  you 
are  doing,  and  in  that  case  the  value  of  the  use  was  taken  and  agreed 
to  be  the  demonstrated  value  of  the  use  in  the  hands  of  the  owners. 
I  am  not  now  concerned  with  periods;  I  am  not  now  concerned  with 
amounts.  I  am  concerned  merely  with  principles.  You  would  have 
the  precedent  of  England,  which  is  the  only  existing  precedent  in 
the  world,  that  the  value  of  the  use  which  the  Government  must 
have  is  the  demonstrated  value  of  the  use  in  the  hands  of  the  owners. 
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In  the  next  place,  you  have  the  recommendation  of  the  President 
of  the  United  States  that  the  fair  way  of  dealing  with  this  subject  is 
to  ascertain  what  the  demonstrated  value  of  this  use  is  in  the  hands 
of  the  ownera,  and  to  pay  that.  That  comes  from  the  executive 
representative  of  the  American  Nation. 

You  would  have  that  fact  in  your  mind  when  you  come  to  advise 
your  client. 

In  the  third  place,  you  would  have  the  recommendation  made  to 
you  and  to  the  country  by  the  Secretary  of  the  Treasury  that  that  is  a 
fair  principle  of  compensation.  You  would  have  that  fact  in  your 
mind  when  you  came  to  advise  your  client. 

In  the  fourth  place,  you  would  have  the  authority  of  repeated 
decisions  of  the  Supreme  Court  of  the  United  States  and  the  supreme 
courts  of  the  various  States  to  justify  that  as  a  just  measure  of 
compensation. 

I  wish  to  read  now,  again,  from  the  Monongahela  Navigation  Co. 
case  (148  U.  S.),  at  page  328: 

How  shall  just  compensation  for  this  lock  and  dam  be  determined?  What  does  the 
only  equivalent  therefor  demand?  The  value  of  the  property,  generally  speaking, 
is  determined  by  its  productiveness — the  profits  which  its  use  brings  to  the  owner. 
Various  elements  enter  into  this  matter  of  value.  Among  them  we  may  notice  th«*e: 
Natural  richness  of  the  soil  as  between  two  neighboring  tracts — one  may  be  fertile  and* 
the  other  barren;  the  one  so  situated  as  to  be  susceptible  of  easy  use,  the  other  requir- 
ing much  labor  and  large  expense  to  make  the  fertility  available.  Neighborhood  to 
the  centers  of  business  and  population  largely  affects  values.  For  that  property  which 
is  near  the  center  of  a  large  city  may  command  high  rent,  while  property  of  the  same 
character  remote  therefrom  is  wanted  by  but  few,  and  commands  but  a  small  rental 
Demand  for  the  use  is  another  factor.  The  commerce  on  the  Monongahela  River, 
as  appears  from  the  testimony  offered,  is  great,  and  the  demand  for  the  use  of  this  lock 
and  dam.  And  precisely  similar  property  in  a  stream  where  commerce  is  light  would 
naturally  be  of  less  value,  for  the  demand  for  the  use  would  be  less.  The  value, 
therefore,  is  not  determined  by  the  mere  cost  of  construction,  but  more  by  what  the 
completed  structure  bringB  in  the  way  of  earnings  to  its  owner.  For  each  separate  use 
of  one's  property  by  others  the  owner  is  entitled  to  a  reasonable  compensation,  and  the 
number  ana  amount  of  such  uses  determine  the  productiveness  of  the  earnings  of  the 

Sroperty.  and,  therefore,  largely  its  value.  So  that  if  this  property,  belonging  to  the 
[onongahela  Co.,  is  rightfully  where  it  is,  the  company  may  just  as  well  demand 
from  everyone  making  use  of  it  a  compensation;  and  to  take  that  property  from  it 
deprives  it  of  the  aggregate  amount  of  such  compensation  which  otherwise  it  would 
continue  to  receive. 

Senator  Watson.  I  think  we  are  more  or  less  familiar  with  that 
decision.     What  was  the  date  ? 

Mr.  Thom.  1892. 

There  are  certain  principles  that  I  want  to  read  from  it  to  base 
my  further  argument  upon.    [Reading:] 

What  amount  of  compensation  for  each  separate  use  of  any  particular  property  may 
be  charged  is  sometimes  fixed  by  the  statute  which  gives  authority  for  the  creation 
of  the  property ;  sometimes  determined  by  what  it  is  reasonably  worth ;  and  sometimes 
if  it  is  purely  private  property,  devoted  only  to  private  uses  the  matter  rests  arbi- 
trarily with  the  will  of  the  owner.  In  this  case,  it  being  property  devoted  to  a  public 
use  the  amount  of  compensation  was  subject  to  the  determination  of  the  State  of 
Pennsylvania,  the  State  which  authorized  the  creation  of  the  property.  The  prices 
which  may  be  exacted  under  this  legislative  grant  of  authority  are  the  tolls,  and  these 
tolls,  in  the  nature  of  the  case,  must  enter  into  and  largely  determine  the  matter  of 
value. 

I  wish  to  refer  also  to  the  case  of  Cleveland  v.  Backus  (154  U.  S.. 
445).    This  was  a  taxation  case.    The  court  said : 

The  rule  of  property  taxation  is  that  the  value  of  the  property  is  the  basiB  of  taxation. 
It  does  oot  mean  a  tax  upon  the  earnings  which  the  property  makes,  nor  for  the  privi- 
lege of  using  the  property,  but  rests  solely  upon  the  value.    But  the  value  of  property 


GOVKENMEJST  CONIIXOL  AND  OPEKAIION  OF  RAILROADS.      1241 

* 

results  from  the  use  to  which  it  is  put,  and  varies  with  the  'profitableness  of  that  use,  present 
ind  prospective,  actual  and  anticipated.  There  is  no  pecuniary  value  outside  of  that 
which  results  from  that  use.  The  amount  and  profitable  character  of  such  use  deter- 
mine the  value. 

Senator  Underwood.  Your  argument  leads  to  the  proposition  that 
the  Government  having  established  tolls  on  these  railroads  at  this 
time,  that  the  court  fixing  the  value  has  determined  the  earning 
capacity  of  the  property  based  upon  the  present  toll  system  ? 

Mr.  Thom.  Yes,  sir. 

I  refer  also  to  the  case  of  the  Northern  Pacific  Railway  Co.  v. 
North  American  Telegraph  Co.,  230  Federal  Reporter,  347. 

Now,  where  real  property  about  to  be  taken  by  condemnation  has  no  market  value, 
the  amount  of  rent  or  of  income  it  has  produced  and  is  producing;  and  is  capable  of 
producing,  and  the  opinions  of  men  who  have  had  experience  in  dealing  in  it  and  have 
knowledge  of  its  value,  are  competent  and  material  evidence  to  determine  what  is  just 
compensation  for  its  taking;  in  other  words,  what  damages  will  be  inflicted  by  that 
taking. 

Senator  Cummins.  Was  the  question  of  the  reasonableness  of  the 
tolls  for  the  use  of  the  lock  and  dam  raised  in  the  Monongahela  case  ? 

Mr.  Thom.  No,  Senator.  I  am  coming  to  that  part  of  my  arg  ;ment 
to  show  that  it  could  not  have  been  raisea  in  that  legislative  proceeding. 

Senator  Cummins.  Do  you  understand  from  that  Monongahela  case 
that  the  State  of  Pennsylvania  would  have  the  right  to  determine 
what  the  Government  should  charge  for  the  use  of  the  lock  and  dam 
after  it  acquired  it  ? 

Mr.  Thom.  Oh,  no;  I  do  not  so  understand. 

Senator  Cummins.  One  more  question,  and  then  I  shall  not  bother 
you.  Supposo  the  Interstate  Commerce  Commission,  on  the  29th 
day  of  December,  1917,  had  reduced  the  rates  of  the  railroads  in 
this  country  15  per  cent;  would  that  reduction  be  taken  into  account 
in  determining  tne  value  of  the  property  on  the  31st  day  of  December  ? 

Mr.  Thom.  That  was  the  28th  of  December  that  it  was  taken 
over.  I  have  it  in  mind  to  deal  with  those  problems  as  I  go  on. 
Of  course  I  can  not  very  well  answer  those  questions  in  a  word, 
but  I  have  got  them  to  refer  to  in  the  course  of  my  argument  as  I 
proceed. 

I  want  also  to  refer  to  the  case  of  Johnson  v.  the  United  States, 
in  Second  Court  of  Claims,  391,  and  Vincent  v.  New  York,  New 
Haven  &  Hartford  Railroad  Co.  (77  Conn.,  431,  441);  Doremus  v. 
City  of  Paterson  (73  N.  J.  Eg.,  474),  as  carrying  out  the  same  views. 

Now,  with  those  authorities  as  to  what  is  the  value  of  the  use, 
showing  that  the  demonstrated  earning  capacity  of  the  property 
in  the  hands  of  its  owner  is  accepted  in  the  courts,  is  indorsed  by 
the  precedent  of  England,  is  approved  by  the  President  of  the 
United  States,  and  by  the  Secretary  of  the  Treasury  as  being  a  proper 
measure,  would  any  of  you  gentlemen  advise  a  client  to  surrender 
that  as  a  basis  ?  Would  you  think  that,  under  those  circumstances, 
with  the  inherent  reasonableness  of  it,  when  the  Government  takes 
the  use  of  the  property  it  must  pay  its  reasonable  and  demonstrated 
earning  capacity,  rental  value,  or  whatever  you  choose  to  call  it? 
Would  you  advise  your  client  to  surrender  that  principle  and  to 
accept  some  other  novel  and  uhsustained  measure  of  value  ?  What 
would  jou  do  ? 

I  might  just  as  well  come  at  once  to  the  consideration  of  the 
question  which  has  been  asked  me  by  Senator  Cummins.    Is  the 
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conclusion  for  which  I  have  been  arguing,  affected  by  the  po*er  f 
the  Government  under  which  it  Is  to  regulate  commerce  taiwu^ 
the  earning  capacity  of  these  carriers,  a  substantial  reason  for  conur.r 
to  some  other  conclusion?    At  the  outset  of  the  discussion  of  tta: 

auestion  I  want  to  call  your  attention  to  the  fact  that  Congrv^ 
id  not  reduce  those  rates  at  the  time  of  the  taking  and  that  up- 
value of  this  use  is,  under  the  authorities,  to  be  as  of  the  time  of  tir 
taking. 

I  read  from  Nichols  on  Eminent  Domain.  I  think  it  is  sectu~ 
436.     I  see  there  is  no  citation  of  it: 

The  value  of  real  estate  is  by  no  means  constant,  and  before  compensation  can  v 
intelligently  assessed  for  the  taking  of  lands  by  eminent  domain,  a  point  of  tuoc  n  •: 
be  fixed  as  of  which  the  property  is  to  be  valued ;  and  it  is  the  value  at  that  time  v:  i 
the  owner  is  entitled  to  receive,  even  if  the  value  of  the  land  rises  or  fails  be*  f*  '- 
money  is  actually  paid  to  him.  Upon  this  proposition  all  are  agreed,  but  then?  - » 
great  diversity  of  opinion  as  to  just  when  that  point  of  time  occurs.  It  na  said  :.« 
Chief  Justice  Shaw  in  an  early  Massachusetts  case: 

"Ihe  true  rule  would  be,  as  in  the  case  of  other  purchases,  that  the  price  is  do*  *- 
ought  to  be  paid,  at  the  moment  the  purchase  is  made  when  credit  is  not  sper.. 
agreed  on  and  if  a  pie  poudre  court  could  be  called  on  the  instant  and  on  the  ap>  t.  -  ■ 
true  rule  of  justice  for  the  public  would  be  to  pay  the  compensation  with  tra*  h*-  . 
whilst  they  apply  the  axe  with  the  other;  and  this  rule  is  departed  from  only  h*^  -* 
some  time  is  necessary,  by  the  forms  of  law,  to  conduct  the  inquiry;  and  thL*  d+  - 
must  be  compensated  by  interest.    But  in  other  respects  the  damages  must  b*  Ap- 
praised upon  the  same  rule,  as  they  would  have  been  on  the  day  of  the  talon*." 

In  States  in  which  the  taking  is  effected  by  an  administrative  order,  lea  vie;  ~~ 
compensation  to  be  sebsequently  ascertained  by  judicial  proceeding,  there  L«  ' 
difficulty  in  the  application  of  this  rule;  and  damages  are  assessed  as  of  the  d&t*   • 
the  taking. 

Now,  we  have  to  consider  what  was  the  situation  on  the  28th  day 
of  December,  1917.  There  had  been  no  action  of  Congres  or  aiv 
deputy  of  Congress  in  reducing  rates  as  of  that  time.  The  sttuati^r 
crystallized  itself  then,  and  we  must  look  at  the  conditions  and  tl  - 
earning  capacity  as  they  were  on  the  date  of  the  taking,  to  determine 
what  is  just  compensation.  We  are  not  left  to  conjecture  as  to  what 
the  future  is  to  bring  forth;  we  are  tied  up  by  the  principles  and  by 
the  command  of  the  law  to  determine  that  compensation  aa  of  th» 
date  when  the  taking  occured  under  the  circumstances  as  they  then 
existed. 

Senator  Cummins.  Do  you  claim  that  if  the  railroads  of  this  count  rv 
had  been  operated  at  a  loss  for  the  year  1917  that  we  could  take  t!* 
roads  without  paying  anything  for  them  ? 

Mr.  Thom.  No;  I  do  not. 

I  am  speaking  of  the  demonstrated  earning  capacity  of  those  mani- 
as a  minimum  at  which  they  can  be  taken.  The  inquiry  may  i* 
fairly  made,  here  is  a  capacity  on  the  part  of  the  Government  to 
regulate  rates.  Must  not  the  value  at  the  time  of  the  taking  be  <i*  - 
termined  by  the  possibility  of  the  exercise  thereafter  of  this  togi-J-*- 
tive  power  to  reduce  rates  f  Must  we  not  admit  that  possibility  that 
Congress  migh  thereafter  exercise  the  power  and  that  the  value*  at 
the  time  of  the  taking  is  reduced  by  that  possibility  i  That,  I  think, 
is  as  strong  as  the  case  can  be  put  by  those  gentlemen  who  think  tb*( 
there  may  be  something  in  that  proposition. 

Let  us  revert  again  to  the  proposition  that  the  value  mu>t  \t 
fixed  as  of  the  time  of  the  taking  and  that  if  there  is  an  inn*** 
in  value  thereafter,  if  you  increase  your  rates,  while  under  Govern- 
ment control,  we  are  not  entitled  to  have  that  increase.    If  we  ar* 
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to  be  held  to  the  possibility  that  Congress  may  decrease  the  rats 
afterward  and  thereby  reduce  our  values,  we  are  entitled  also  to 
the  possibility  that  Congress  might  increase  our  rates  and  give  us 
the  increase.  There  need  be  no  such  restricted  consideration  of 
this  subject  as  ties  Congress  down  to  a  destructive  attitude  as  to 
this  proposition  and  to  consider  it  all  the  time  from  the  standpoint 
of  reduction  of  their  value.  Congress  has  just  as  well  the  right  now 
to  increase  these  rates  as  it  has  to  decrease  them;  and  if  it  increases 
them  now,  would  we  be  entitled  to  the  additional  earning  capacity 
which  your  action  in  increasing  the  rates  might  attach  to  them, 
or  must  we  be  relegated  to  the  sounder  proposition  that  our  road 
and  the  value  of  its  use  must  be  determined  as  of  the  time  of  the 
taking  of  the  property  and  your  actual  increasing  or  decreasing  of 
the  value  is  a  matter  with  which  we  have  no  concern.  I  think 
it  is  fair  to  argue  that  there  is  just  as  much  prospect  of  an  increase 
of  existing  rates  as  there  is  of  a  decrease. 

Senator  Cummins.  I  do  not  want  to  interrupt  you,  but  I  want 
to  clearly  understand  you.  I  agree  to  the  proposition  that  the  value 
of  property  must  be  of  the  date  at  which  the  Government  takes 
it,  out  there  are  certain  railroads,  several  of  them,  which  had  no 
earnings,  no  profits,  in  1917.  Others  had  profits.  Now,  is  it  your 
proposition  that  as  to  those  which  had  no  profits  during  the  year, 
we  must  take  some  other  basis  for  ascertaining  the  value  of  the  use, 
but  as  to  those  roads  which  had  profit,  we 'must  take  the  profit  as 
the  basis  of  value.     I  do  not  quite  understand  your  proposition. 

Mr.  Thom.  Senator,  let  us  see  about  that.  Here  are  two  ware- 
houses down  on  Pennsylvania  Avenue.  One  of  them  is  rented 
and  has  been  for  years.  We  know  what  its  demonstrated  earning 
capacity  is.  The  other  right  by  its  side  has  just  been  finished  and 
has  not  been  rented  and  has  no  demonstrated  earning  capacity. 
Would  not  the  judgment  at  once  of  every  intelligent  man  be  that 
those  two  cases  would  have  to  be  dealt  with  on  different  principles, 
and  that  where  we  have  a  satisfactory  demonstrated  value  of  a  use 
in  the  hands  of  the  owner,  we  are  justified  in  accepting  that;  and 
where  we  have  not,  we  must  go  to  some  other  means  of  determining 
what  the  value  is  ?  If  that  be  so  as  to  two  warehouses,  it  is  equally 
so  as  to  two  railroads. 

Senator  Cummins.  Then  you  proposition  is  where  there  are  no 
profits  we  must  go  to  some  other  basis  in  order  to  ascertain  the 
value;  where  there  are  profits,  we  must  accept  them  as  the  basis 
of  value?  Supposing  the  case  of  the  railroad;  instead  of  two,  let 
us  say  three.  One  pays  nothing,  another  2  per  cent  on  a  certain 
sum  of  money,  and  another  10  per  cent.  What  rule  would  you 
apply  to  those  three  classes? 

Mr.  Thom.  The  rule  I  would  apply  would  be  this:  If  the  2  per 
cent  had  been  earned  long  enough,  or  had  been  in  force  long  enough 
to  make  it  thoroughly  representative  of  the  earning  capacity  of  that 
second  warehouse,  I  would  give  it  2  per  cent.  That  is  what  I  would 
do.  I  think  that  is  the  proper  rule,  but  mind  you,  there  might  be 
elements  of  value  of  which  the  owner  is  deprived  when  property 
is  taken  that  are  not  fairly  represented  in  the  earnings.  Tne  value 
of  the  use  must  always  be  at  least  as  much  as  the  demonstrated 
earning  capacity — at  least  that  much.     It  may  be  more,   but  it 
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must  be  at  least  that  much,  and  when  you  get  to  another  cL 
property  or  another  unit  of  property,  where  their  earning  cap*  •  - 
is  not  distinctly  demonstrated,  or  where  it  can  be  shown  to  the  <  ■  jt 
it  is  not  fairly  representative  of  the  value  of  the  use,  then  yo*j  h  - 
the  opporunity,  of  course,  of  bringing  forward  other  considerct:  -  • 
which  would  bear  on  that  value. 

Senator  Underwood.  Is  not  the  basis  of  finding  a  just  com}*'-  - 
sation  that  the  court — and  I  understand  you  are  trying  to  work<v 
your  premise  on  the  basis  of  the  court's  working — that  the  »*•■:  * 
looks  to  all  the  facts  and  conditions  surrounding  the  case  and  t},»  - 
is  no  fixed  or  binding  rule  to  determine  it  ? 

Mr.  Thom.  That  is  right. 

Senator  Underwood.  Therefore,  if  we  were  to  fix  a  binding  r  !- 
we  would  be  varying  from  what  the  court  would  do. 

Mr.  Tiiom.  Undoubtedly. 

I  am  making  the  same  argument  that  I  would  make  to  a  cour»  • 
sustain  the  proposition,  that  where  there  is  a  fairly  demons  r:x:*« 
earning  capacity  that  is  the  minimum  of  the  value  of  that  u±e 

Gentlemen,  I  was  trying  to  show  when  this  colloquy  in  temp   : 
the  line  of  my  remarks  that  you  could  not,  with  anv  safety,  att»  ? 
to  depart  from  the  conditions  at  the  time  of  the  taking  on  a  <ur:  - 
of  what  might  be  done  with  respect  to  an  increase  or  dermic 
earning  capacity  by  law.     One  gentleman  might  say.  "Well.  1 
for  a  reduction  of  these  rates."     Another  man  might  say.  "I  am  »  - 
an  increase  in  these  rates,  if  these  properties  had  remained  in  *  • 
hands  of  the  owners.,,     Can  anv  man  sav  before  the  determine 
of  the  question  which  would  happen  ?     But  if  any  man  can  *ay,  »  v 
would  ne  be  justified  in  saying  under  present  conditions? 

Here  there  has  been  for  more  than  30  years  Government  r^pil  •   • 
of  these  carriers.     That  Government  regulation  has  varied  in  d*-j"  * 
It  started  with  a  little  strictness;  it  has  constantly  increased  in  Mr;  •- 
ness,  and  for  10  years  the  Government  has  had  practically  tht*  ra- 
making  power.     In  that  time  it  is  safe  and  fair  to  assume  that  in  ' 
49  commissions  which  have  passed  upon  these  question**  practK 
every  charge  of  these  carriers  has  been  subjected  to  governm>:* 
scrutiny  and  has  been  made  the  subject  of  governmental  limit-a' 
and  control. 

Therefore,  when  we  find  the  earning  capacity  of  the^e  carrier-.  •• 
find  it  legalized  by  the  limitation  which  the  Government  itx»Jf 
placed  upon  the  amounts  of  those  earnings.  We  find  that  even  •  ••• " 
which  goes  into  the  treasuries  of  these  carriers  goes  in  there  by  ;•  - 
mission  of  substantive  and  affirmative  law.  We  find  that  n-r* 
earning  capacity  has  been  sanctioned  by  a  policy  which  has  »•  • 
been  stable  in  the  National  Government  for  10  years.  Xo  vi-  «•  ■ ' 
illegality  can  attach  to  the  earnings  which  they  have  mode. 

We  find  that  the  Interstate  Commerce  Commission,  which  i-  •' 
regulating  body  as  to  interstate  rates,  has  itself  reported  to  Con^  — 
in  its  191(3  report,  as  follows: 

All  rates,  fares,  and  charges  have  been  open  to  complaint  for  a  period  of  »•*• 
10  years,  within  which  the  commission  had  power  to  fix  the  future  maximum  -  "' 
For  a  period  of  more  than  six  years  all  proposed  increased  rates  havtj  beon  wh»*  '• 
protest  and  suspension  before  becoming  effective.    Obviously  there  should  t«*  '  * 
time  when  as  to  the  past  the  general  level  of  the  rat?s  and  the  relationship  <•! '  !  " 
should  be  fixed  as  reasonable.    We  are  convinced  that  the  best  interest*  of  th«-  •  '•' 
public,  of  the  system  of  governmental  regulation  of  rates,  and  of  the  railroad*  v;'    * 
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■erved  by  the  enactment  of  a  statute  which  as  of  a  specified  date  fixes  the  existing 
interstate  rates,  fares,  classifications,  rules,  regulations,  and  charges  as  just  and  reason- 
able for  the  past,  and  which  provides  that  after  that  date  no  charge  therein  may  be 
made  except  upon  order  of  the  commission. 

Now,  you  have  been  furnished  with  that  situation  in  respect  to 
rates.  With  that  degree  of  affirmative  control  over  the  earning  ca- 
pacity of  these  carriers,  if  we  are  going  to  guess  at  the  future,  my 
guess  would  be  that  there  is  more  prospect  of  an  increase  in  rates 
than  there  is  of  a  decrease.  Are  you  going  to  give  us  that  increase  ? 
If  you  are  not,  how  can  you  charge  us  with  any  decrease  that  the 
policy  of  Congress  may  cause  to  be  enforced?  Moreover,  I  ask  your 
attention  to  this  fact:  You  are  engaged  in  taking  this  property.  You 
have  this  history  behind  you  of  an  opportunity  to  exercise  your  power 
during  all  these  years  to  control  these  earnings.  You  have  them  con- 
trolled in  this  recommendation  from  your  deputy  in  respect  to  the 
amount  of  these  rates. 

Suppose  in  the  act  of  taking  over  you  were  to  attempt  to  influence 
the  standard  of  the  compensation  by  a  reduction  of  rates,  would  you 
not  thereby  be  attempting  to  put  upon  the  court  a  measure  of  its 
judicial  power  in  respect  to  determining  this  compensation  ?  Would 
you  not  at  once  enter  the  class  of  that  Congress  which  has  attempted 
to  say  that  no  compensation  should  be  given  for  a  franchise  ard  kind 
the  court  in  determining  what  the  compensation  would  be?  In  other 
words,  are  you  able  a^.d  can  you  justify  or  can  any  man  justify  the 
crippling  of  a  horse  in  order  to  buy  him  ?  It  seems  to  me,  therefore, 
that  we  must,  in  dealing  fairly  with  this  question,  accept  the  status 
as  of  the  28th  day  of  Decern  oer,  1917,  wiien  these  properties  were 
taken,  as  the  status  which  will  control  the  court  in  determining  what 
the  value  of  this  use  is. 

The  court,  I  repeat,  will  not  enter  the  field  of  speculation  to  de- 
termine whether  Congress  is  going  to  increase  these  rates  or  may 
decrease  them.  It  will  take  the  facts;  it  will  take  the  act  of  your 
deputy,  which  has  fixed  the  reasonableness  of  these  rates  through  a 
series  of  years;  it  will  take  what  they  say  about  a  reasonable  level 
at  last  having  been  reached;  ar  d  it  will  interpret,  and  should  interpret, 
any  effort  on  the  part  of  Congress  to  (ix  compensation  by  a  reduction 
of  the  rates  in  the  process  oi  taking  as  an  effort  to  put  a  limit  upon 
the  judicial  discretion  as  to  determining  what  the  value  is. 

Much  has  been  said  here  as  to  determining  what  the  value  is. 
Much  has  been  said  here  about  some  properties  that  show  a  very 
large  percentage  of  earnings  and  about  other  properties  that  show  a 
very  small  percentage  of  earnings  and  the  wonder  in  some  gentlemen's 
minds  is  wnether  or  not  you  can  not  say  the  earnings  of  road  A  are 
too  great;  to  guarantee  them  would  be  to  guarantee  an  unreasonable 
amount,  and  therefore  the  legislative  power  ought  to  be  exercised  to 
take  off  a  part  of  those  earnings  in  order  to  arrive  at  a  reasonable 
measure  of  wrhat  the  compensation  should  be.  I  know  of  no  principle 
by  which  a  legislative  body  can  say  that  any  earning  at  lawful  and 
reasonable  rates  is  too  great.  Our  understanding  is  that  the  only 
way  that  a  legislative  body  has  to  control  the  question  of  earnings  is 
through  the  rates. 

Senator  Gore.  Then  you  could  never  reduce  it. 

Mr.  Thom.  Oh,  yes,  sir;  you  could  reduce  the  rates;  that  is  what 
I  say.     You  can  reach  the  earning  capacity  of  a  property  through  the 
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rates.  You  can  not  allow  a  rate  that  is  reasonable  and  say  the  refill 
is  too  great  ar  d  take  a  part  off  of  the  top. 

Senator  Gore.  You  have  to  operate  on  the  rates. 

Mr.  Thom.  You  have  to  operate  on  the  rates.  That  follows  from 
a  variety  of  considerations. 

The  first  and  controlling  one  seems  to  me  to  be  that  the  franchises 
of  these  properties  are  to  charge  a  reasonable  rate  for  the  service. 
That  is  the  franchise.  Under  the  authority  of  the  MonongaheLa  ca-e. 
you  can  not  take  away  that  franchise  or  any  part  of  it.  You  can  n  u 
substitute  some  other  franchise  for  that  franchise.  You  can  not 
substitute  a  franchise  which  says  that  you  are  entitled  to  an  aggregate 
return  of  a  certain  amount,  llie  franchise  is  to  charge  tolls  lor  your 
services.  The  foundation  of  governmental  right  is  to  protect  each 
one  of  these  charges. 

In  the  case  of  Lake  Shore  Railway  Companv  v.  Smith  (173  U.  S-. 
698),  it  is  held: 

The  authority  to  legislate  in  regard  to  rates  comes  from  the  power  to  prevent  extor- 
tion or  unreasonable  charges  or  exactions  by  common  carriers  or  others  exercising  & 
calling  and  using  their  property  in  a  manner  in  which  the  public  have  an  interen 

You  must  simply  control  the  use  of  the  franchise  right  to  a  toll- 
You  can  not  control  the  results  of  these  rates  unless  you  go  bark 
and  control  the  rate  over  again. 

Justice  Brewer,  in  the  case  of  Cotting  v.  Kansas  City  Stockvards 
(183  U.  S.,  79),  at  page  95,  enunciates  the  principle  which  1  am 
about  to  read,  and  in  the  case  of  L.  &  N.  Railroad  i\  Eubank  (1>4 
U.  S.,  79),  at  page  46,  says  that  the  same  rule  applies  to  railroads. 

Senator  Gore.  What  railroad  is  that? 

Mr.  Thom.  The  Louisville  &  Nashville,  in  the  second  case  that  I 
mentioned. 

I  said  Justice  Brewer.  I  did  not  say  the  Supreme  Court  of  the 
United  States. 

In  the  Kansas  City  Stock  Yards  case,  Justice  Brewer  delivered 
this  wonderful  opinion,  as  I  think,  and  the  majority  .of  tne  court 
agreed  with  him,  and  he  decided  the  case  on  one  point,  that  of  classi- 
fication. They  did  not  find  it  necessary  to  pass  on  the  second,  but 
still  Justice  Brewer  delivered  the  opinion  of  tne  court.  I  am  reading 
from  that  opinion,  which  is  the  authority  that  I  mention: 

Pursuing  this  thought,  we  add  that  the  State's  regulation  of  his  charges  is  not  to  be 
measured  by  the  aggregate  of  his  profits,  determined  by  the  volume  of  business,  but 
by  the  question  whether  any  particular  charge  to  an  individual  dealing  with  him  if, 
considering  the  sendee  rendered,  an  unreasonable  exaction.  In  other  words,  if  he 
has  a  thousand  transactions  a  day  and  his  charges  in  each  case  are  but  a  reasonable 
compensation  for  the  benefits  received  by  the  party  dealing  with  him,  such  char?^ 
do  not  become  unreasonable  because  by  reason  of  the  multitude  the  aggregate  of  hi* 
profits  is  large.  The  question  is  not  how  much  he  makes  out  of  his  volume  of  busi- 
ness, but  whether  in  each  particular  transaction  the  charge  is  an  unreasonable  trans- 
action for  the  service  rendered.  He  has  a  right  to  do  business.  He  has  a  right  to  char?* 
for  each  particular  service  that  which  is  reasonable  compensation  therefor,  and  th-e* 
legislature  may  not  deny  him  such  reasonable  compensation  and  may  not  interf*- r* 
simply  because  out  of  the  multitude  of  his  transactions  the  amount  of  his  pronto  i> 
large.  Such  was  the  rule  of  the  common  law  even  in  respect  to  those  engaged  in  qua*i 
public  service  independent  of  legislative  action.  In  any  action  to  recover  for  an 
excessive  charge  prior  to  all  legislative  action,  whoever  knew  of  an  inquiry  as  to  th-: 
amount  of  the  total  profits  oi  the  party  making  the  charge? 

Senator  Gore.  Was  that  in  183  ? 

Mr.  Thom.  Yes,  sir. 

Senator  Watson.  The  reference  was  184. 
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Mr.  Thom.  I  read  from  183.  I  said  that  Justice  Brewer,  in  one 
hundred  and  eighty-fourth,  in  the  Eubank  case,  said  this  same  rule 
applied  to  railroads.  The  Supreme  Court,  in  the  case  of  Transporta- 
tion Co.  v.  Parkersburg,  107  United  States,  699-700,  had  this  to  say- 
in  respect  to  charges  for  wharfage,  and  this  is  referred  to  by  Justice 
Brewer  as  authority  for  the  proposition  I  have  just  read  to  you,  from 
183  United  States: 

"It  is  an  undoubted  rule  of  universal  application  that  wharfage  for  the  use  of  all 
public  wharves  must  be  reasonable.  But  then  the  question  arises,  by  what  law  is 
this  rule  established,  and  by  what  law  can  it  be  enforced?  By  what  law  is  it  to  be 
decided  whether  the  charges  imposed  are,  or  are  not,  extortionate?  There  can  be 
but  one  answer  to  these  questions.  Clearly  it  must  be  by  the  local  municipal  law,  at 
least  until  some  superior  or  paramount  law  has  been  prescribed  (p.  700). 

It  is  also  obvious  that  since  a  wharf  is  property,  and  wharfage  is  a  charge  or  rent 
for  its  temporary  use,  the  question  whether  the  owner  derives  more  or  less  revenue 
from  it,  or  whether  more  or  less  than  the  cost  of  building  and  maintaining  it,  or  what 
disposition  he  makes  of  such  revenue  can  in  no  way  concern  those  who  make  use 
of  the  wharf  and  are  required  to  pay  the  regular  charges  therefor;  provided,  always, 
that  the  charges  are  reasonable  and  not  exorbitant  (p.  699). 

The  Chairman.  May  I  ask  you  a  question,  Mr.  Thom? 

Mr.  Thom.  Yes,  sir. 

The  Chairman.  In  citing  the  opinion  of  Justice  Brewer  you  said 
that  he  held  the  principle  was  that  the  amount  that  the  company 
got  in  the  aggregate  from  that  service  rendered  had  nothing  to  do 
with  the  compensation  that  was  paid  by  an  individual.  How  would 
you  apply  that  to  a  railroad  in  a  sparsely  settled  country  where  the 
service  rendered  to  an  individual  for  shipping  a  piece  of  property 
was  exactly  analogous  to  that  of  a  road  in  a  thickly  populated  sec- 
tion where  the  same  amount  was  charged  to  a  shipper  ? 

Has  the  Interstate  Commerce  Commission  recognized  that  in  the 
one  case  the  road  was  entitled  to  a  higher  rate  because  the  aggregate 
was  smaller  ? 

Mr.  Thom.  Not  where  the  two  roads  are  in  competition.  That 
would  be  in  impossibility.  I  want  to  read  from  the  act  to  regulate 
commerce,  section  1 ,  which  says  that  the  basis  referred  to  by  Justice 
Brewer  and  referred  to  by  Justice  Bradley  in  the  case  of  107  U.  S.  is 
the  basis  which  has  been  adopted  by  Congress.  The  measure  of  the 
rate  in  all  of  them  in  the  service.  It  is  not  the  aggregate  amount 
of  the  profits.  In  section  1  of  the  act  to  regulate  commerce  the 
language  is: 

All  charges  made  for  any  service  rendered  or  to  be  rendered  in  the  transportation 
of  passengers  or  property  and  for  the  transmission  of  messages  by  telegraph,  telephone 
or  cable,  as  aforesaid,  or  in  connection  therewith,  shall  be  just  and  reasonable. 

The  standard  is  that  the  charge  must  be  reasonable  for  the  service? 
and  two  cases  have  recently  gone  to  the  Supreme  Court  of  the  United 
States,  in  both  of  which  it  is  held  that  if  the  charge  is  less  than 
reasonable  for  the  service,  it  violates  the  constitutional  provision 
against  taking  property  without  just  compensation.  I  refer  to  the 
case  of  the  Northern  Pacific  against  the  State  of  North  Dakota,  236 
United  States,  at  page  585,  and  the  case  of  the  Norfolk  &  Western 
Railroad  Co.  against  the  State  of  West  Virginia,  the  same  volume, 
page  605.  There  again  it  is  held  that  the  measure  of  the  rate  is  the 
service,  and  that  it  is  a  constitutional  right  of  a  carrier  to  charge  a 
reasonable  compensation  for  the  service. 

The  Chairman.  You  do  not  then  base  it  on  the  capital  invested, 
but  on  the  service. 
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Mr.  Thom.  I  do  not.     When  I  get  to  the  capital  invested. 
when  I  get  to  the  question  of  a  reasonable  return,  I  am  dealinev.tr 
and  I  tnink  the  United  States  Supreme  Court  is  dealing  with,  t  «* 
measure  of  confiscation. 

Senator  Cummins.  I  think  there  is  much  weight  in  what  you  lw** 
said.  Growing  out  of  that  was  one  of  the  complaints  agaimt  ti> 
commission,  as  to  its  attitude  in  the  Five  Per  Cent  Rate  casein  I9"c 
in  which  it  abandoned  the  rule  as  to  the  value  of  the  service  ari 
determined  the  matter  upon  the  aggregate  compensation  for  t**- 
money  that  the  railroads  seemed  to  need  as  a  whole. 

Mr.  Thom.  Those  are  matters  which  in  the  public  interest  may  *- 
considered,  but  I  regard  them  more  in  the  light  of  public  intern- 
and  not  the  exact  rignt  of  the  carriers. 

I  read  now  from  Judge  Prouty's  testimony,  which  he  gave  ■•- 
May  18,  1905,  before  a  committee  of  the  United  States  Senate,  wh»- 
the  Hepburn  bill  was  under  consideration.     He  said: 

The  railway  rate  is  property.     It  is  all  the  property  that  the  railway  h*«.    T 
rest  of  its  property  is  good  for  nothing  unless  it  can  charge  a  rate.    Now  it  hat  *fo-i  •  * 
seemed  to  me  that,  when  a  rate  was  fixed,  if  that  rate  was  an  unreasonable  rat'    :* 
deprived  the  railroad  company  of  its  property  'pro  tanto.     It  is  not  necessary  ,v- ' 
you  should  confiscate  the  property  of  the  railroad;  it  is  not  necessary  that  you  *.\ 
say  that  it  shall  not  earn  3  per  cent  or  4  per  cent.    When  you  put  in  a  rate  v 
is  inherently  unreasonable,  you  have  deprived  that  company  of  its  rights,  »*  •■• 
property,  and  the  circuit  court  cf  the  United  States  has  jurisdiction  under  tfc«*  *'    '• 
teenth  amendment  to  restrain  that.    *    *    *    I  have  looked  at  these  cases  a  i*  »' 
many  times  and  I  can  only  come  to  this  conclusion,  that  the  railroad  cotnpan)  .» 
entitled  to  charge  a  fair  and  reasonable  rate.    It  is  entitled  under  the  four;***:' 
amendment  to  charge  a  fair  and  reasonable  rate,  and  if  any  order  of  the  commi^i  : 
if  any  statute  of  a  State  legislature  takes  away  that  right,  the  fourteenth  amende*** 
protects  the  railway  company. 

Senator  Underwood.  May  I  ask  a  question  \ 

Mr.  Thom.  Yes,  sir. 

Senator  Underwood.  On  the  question  whether  Congress  can  n-  * 
change  the  rate  and  affect  the  value  of  the  property,  didn't  t !  »• 
status  of  this  railroad  property  change  the  moment  it  was  tak«  • 
over;  was  it  not  before  the  taking  over  a  private  property  char^f 
with  a  public  use  ? 

Mr.  Thom.  Yes;  before  the  taking. 

Senator  Underwood.  And  after  the  taking,  was  it  not  an  equr  v 
in  private  property  not  charged  with  public  use,  and  therefore  v  • 
Congress  could  not  affect  it  by  legislation  ? 

Mr.  Thom.  I  do  not  think  it  changes  the  status  at  all. 

I  would  like  to  call  the  attention  of  the  committee  to  what  li^'i- 
mate  bearing  the  question  of  the  aggregate  earnings  on  these  pn  r»- 
erties  can  have  on  a  question  of  rates.  It  undoubtedly  is  a  mai:»* 
of  evidence  which  may  be  submitted  and  which  may  have  an  influent- 
on  the  determination  of  the  question  of  whether  a  body  of  rati**  i* 
reasonable  or  not;  but  there  has  never  been  a  declaration  fp  r.1 
anyone  that  simply  because  a  carrier  was  earning  a  large  aggrn^v 
of  profits  at  lawful  and  reasonable  rates,  that  any  legislative  b\»<iy 
could  take  away  a  part  of  the  profit  because  they  considered  it  t<>« 
large,  without  confiscating  the  property  itself.  How  does  th.i» 
arise?  I  have  asked  you  to  consider  that  the  railroads  rkbt 
franchise  right — is  to  get  this  compensation  through  tolls.  That  i* 
a  right  conferred  upon  it  by  the  common  law  and  by  the  charter  ■»$ 
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the  State  that  brought  it  into  being.     It  gives  the  right  to  charge 
tolls  for  service. 

Let  us  look  at  the  matter  practically.  Here  are  railroads  in  a 
given  territory.  Take  the  eastern  territory.  The  question  comes 
tip  as  to  what  is  a  reasonable  rate  for  the  service  to  t>e  rendered  bv 
these  railroads.  The  Government  can  not  fix  one  rate  for  one  rail- 
road and  another  rate  for  another  in  competitive  territory.  From  the 
nature  of  the  case  they  must  fix  one  as  a  reasonable  rate — one  reason- 
tible  rate  for  the  service. 

In  dealing  with  that  question  in  the  Eastern  Rate  case,  the  Inter- 
state Commerce  Commission  took  three  roads,  which  it  considered  to 
be  fairly  representative  of  the  railroads  in  the  eastern  division.  It 
took,  as  I  remember  it,  the  Pennsylvania,  the  New  York  Central,  and 
the  Baltimore  &  Ohio. 

"Let  us  examine  them  and  let  us  see  what  the  rates  ought  to  be," 
is  what  is  said.  Let  us  see  what  the  rates  ought  to  be  in  this  great 
competitive  territory  lying  between  Chicago  and  New  York  and  the 
Atlantic  seaboard.  They  then  fixed  what  they  said  was  a  reason- 
able rate.  That  was  a  reasonable  rate  for  the  service.  That  was  a 
rate  which  each  .carrier  in  that  traffic  territory  could  charge  legally. 

Now,  suppose  one  of  those  railroads  did  twice  as  much  services 
as  another  one  at  that  same  rate;  that  it  performed  twice  the  number 
of  units  of  service  at  a  rate  that  was  legal.  It  might  be  that  the  road 
that  performed  the  service  had  better  grades,  had  easier  curvatures, 
better  yards  and  terminals,  and  could  perform  the  service  at  a  cheaper 
rate.  It.  therefore,  is  inevitable  that  there  would  be  an  inequality  in 
the  earnings  of  the  roads  in  that  territory.  One  of  them  that  did  a 
comparatively  small  business  would  have  a  small  aggregate  net 
earning.  Another  one  that  did  a  great  volume  of  business  at  the 
same  rate  might  have  a  very  large  net  result  from  its  operations. 
That  is  not  by  any  means  confined  to  the  railroads.  The  Govern- 
ment has  fixed  the  price  of  wheat.  A  small  farmer  who  can  raise  a 
very  few  bushels  01  wheat  has  small  earnings.  The  great  farmer 
on  the  prairies  who  plants  thousands  of  acres  and  who  raises,  per- 
haps, millions  of  bushels  at  the  same  rate,  has  very  large  earnings. 

A  department  store  in  the  little  village  where  I  was  born  may  nave 
a  very  small  patronage,  and  the  result  of  its  business  may  be  vastly 
different  from  what  Wanamaker's  is  in  the  city  of  New  York. 

A  manufacturing  industry  with  small  capacity,  being  obliged  to 
sell  its  products  at  the  same  price  and  in  competition  with  the  larger 
manufacturing  establishments,  may  have  small  returns,  where  the 
capable  manufacturing  establishment  that  can  turn  out  thousands 
of  units  has  a  large  earning  capacity.  The  Government  fixes  the 
pric^  of  wheat  and  the  price  of  coal  to  all  alike. 

Senator  Cummins.  Not  the  price  of  coal. 

Mr.  Thom.  Perhaps  not.  I  am  very  sorry  if  everybody  has  to  pay 
the  price  for  coal  that  I  do. 

Take,  however,  the  price  of  wheat.  It  is  alike  to  all.  It  leaves  it 
open  to  the  man  of  vast  resources  to  produce  a  great  number  of  units 
oi  wheat  and  to  make  large  earnings,  and  it  results  in  the  man  of 
smaller  productive  capacity  having  much  smaller  earnings. 

Having  fixed  the  price,  having  determined  what  the  service  is 
worth  to  the  man  who  gets  it,  and  having  determined  what  that 
man  should  pay  for  it,  here  comes  along  a  carrier  that  does  a  hun- 
dred times  the  volume  of  business  of  another  carrier.     The  conclu- 
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sion  of  law  is  not  that  you  must  take  away  from  that  carrier  what 
it  has  earned  by  the  vastly  increased  pubhc  service,  but  you  must 
scrutinize  the  dealings  with  each  one  of  the  patrons  to  see  that  each 
one  of  the  patrons  gets  his  right  to  get  the  service  at  a  reasonable 
price.  Inequality  of  earnings  is  inherent  in  the  method  by  which 
the  law  has  regulated  the  manner  in  which  this  business  is  to  be  car- 
ried on.  It  has  required  competitive  conditions.  It  has  required 
that  you  must  submit  to  having  your  rates  fixed,  and  if  you  are 
efficient,  if  you  are  efficiently  serving  a  great  productive  or  a  great 
consuming  community  and  do  a  vast  deal  of  number  of  public  service, 
you  are  not  required  to  do  it  at  a  lower  price  than  the  law  permits, 
and  everything  you  make  out  of  it  the  law  says  is  your  own. 

Let  us  take  another  case  to  illustrate  where  this  doctrine  will  cany 
us.  Take  two  roads  that  cost  exactly  the  same  amount  of  money, 
that  have  exactly  the  same  operating  conditions,  and  that  serve  com- 
munities of  different  productive  powers.  One  of  those  railroads  car- 
ries twice  the  business  that  the  other  does.  It  does  it  at  the  same 
rate  and  at  the  same  cost,  and  it  has  doubled  the  amount  of  net 
earnings.  It  has  10  per  cent,  perhaps,  where  the  other  has  5.  You 
may  multiply  it.  It  might  have  30  per  cent  where  the  other  has  5. 
To  what  is  that  30  per  cent  due?  Is  it  due  to  exorbitant  charges? 
Is  it  not  rather  due  to  the  performance  of  six  times  the  service  i 

The  Government  comes  atong  and  says  you  should  not  have  30 
per  cent.  We  will  take  off  five-sixths  of  your  earnings  and  we  will 
reduce  you  to  where  you  have  the  same  earnings  exactly  as  the  other 
one;  that  is,  5  per  cent.  That  means  that  you  will  reduce  the  rates 
for  the  service  on  that  larger  road  by  five-sixths  and  that  the  patrons  on 
the  road  performing  the  larger  service  shall  pay  one-sixth  oi  the  price 
that  the  patrons  on  the  other  road  pay.  Is  that  a  fair  relationship 
to  establish  between  those  patrons  ?  Is  that  a  competitive  business 
basis  for  them  to  do  business  on  ?  Ought  not  the  business  to  be  done 
on  the  road  with  great  pubhc  service  to  offer  exactly  the  same  com- 
petitive conditions  to  its  patrons  that  the  road  of  the  small  pubhc 
service  offers  to  its  patrons?  Ought  not  the  men  on  the  roaa  with 
small  traffic  be  able  to  go  to  market  and  compete  with  those  on  the 
road  with  the  large  traffic  ? 

It  seems  to  me  that  if  we  are  to  arrive  at  a  reasonable  conclusion 
in  respect  to  this  matter,  we  can  not  make  this  question  turn  on  the 
aggregate  of  the  earnings.  We  are  obUged  to  permit  an  earning 
capacity  to  greater  pubhc  service.  In  the  jealousy  which  has  grown 
up  in  respect  to  railroads  and  to  railroad  earnings,  it  seems  to  me  that 
there  has  been  lost  sight  of  the  influence  which  the  amount  of  the 
pubhc  service  should  have  on  the  question  of  the  earnings.  In 
every  other  department  of  life  the  man  who  works  twice  as  hard  and 
performs  twice  the  unit  of  service  is  expected  to  have  that  reflected 
m  his  earnings. 

The  farmer  has  it,  the  manufacturer  has  it,  and  the  manufacturer 
of  transportation,  when  he  manufactures  twice  or  three  or  four  times 
the  service  for  the  pubhc  that  another  manufacturer  of  transporta- 
tion does,  ought  to  nave  that  enter  as  an  element  into  the  question 
of  what  he  may  legitimately  earn. 

Senator  Cummins.  Would  it  interfere  with  you,  Mr.  Thorn  if  I 
asked  a  question  or  two  ? 

Mr.  TnoM.  No,  sir. 
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Senator  Cummins.  I  do  it  simply  because  you  are  now  discussing 
what  I  have  always  characterized  as  an  insoluble  problem  in  rate 
regulation  when  it  is  based  upon  competitive  service. 

Suppose,  however,  we  had  but  one  railroad  and  no  competition  at 
all,  and  for  one  year  the  railroad  earned  a  profit  of  a  million  dollars. 
The  next  year,  without  any  addition  to  the  capital,  it  earned  a  profit  of 
$2,000,000  by  reason  of  navinjg  increased  its  service.  Do  you  say 
that  that  fact  would  not  be  taken  into  consideration  in  determining 
thereafter  the  value  of  the  service  rendered  by  that  company  to  the 
public? 

Mr.  Thom.  No.  I  have  specially  said  that  I  think  the  volume  of 
earnings  is  always  a  matter  of  evidence  to  go  to  the  regulating  body. 

Senator  Cummins.  So  that  the  value  of  the  service  is,  after  all, 
in  the  absence  of  competition,  to  be  largely  determined  by  the 
profit  that  a  certain  rate  or  body  of  rates  may  afford. 

Mr.  Thom.  It  should  be  determined  partially  by  that.  I  would 
not  say  largely  by  it.  I  would  say  partially  by  it.  1  think  that  there 
might  conceivably  be  one  lawyer  in  the  United  States,  and  if  he  makes 
no  hargain  with  a  client,  he  is  entitled  to  go  into  court  and  sue  on  a 
quantum  meruit,  and  that  would  not  be  determined  by  whether  that 
lawyer  had  a  big  practice  or  not.  It  would  be  determined  by  reference 
to. the  service.  Of  course,  charges  for  similar  service  to  other  clients 
and  the  volume  of  his  business  would  be,  if  there  was  one  lawyer 
only,  perhaps  legitimate  evidence,  but  it  would  not  turn  on  tnat 
entirely.    It  is  a  question  at  last  of  the  value  of  the  service. 

Senator  Cummins.  In  that  illustration,  you  would  discard  largely, 
if  not  entirely,  the  difference  between  the  service  which  was  charged 
with  the  public  use  and  a  purely  private  service? 

Mr.  Thom.  There  is  nothing  in  the  pubhc  service  that  requires  it 
to  be  other  than  reasonably  paid  for.  This  property  is  private  prop- 
erty. It  is  subjected  to  public  use,  and  being  subjected  to  pubhc 
use  it  undertakes — and  being  subject  to  pubhc  use  is  a  voluntary 
act — it  undertakes  as  a  matter  of  /act,  to  contract  with  the  Govern- 
ment to  do  several  things.  One  is  to  have  reasonable  and  adequate 
service.  The  second  is  to  perform  this  service  for  a  reasonable  rate, 
and  the  third  is  not  to  be  guilty  of  any  unjust  discrimination.  Those 
are  the  three  things  which  a  carrier  undertakes  to  do  when  it  sub- 
jects itself,  or  its  property,  to  a  public  service. 

Senator  Cummins.  That  is  familiar  law. 

Mr.  Thom.  That  is  the  limit  of  it. 

Senator  Cummins.  In  determining  what  is  reasonable,  that  intro- 
duces the  whole  field  of  dispute.  According  to  your  argument,  you 
could  determine  the  reasonable  value  of  a  service  rendered  by  a  rail- 
road by  regulating  what  it  cost  to  transport  some  commodity  by 
wagon  when  there  were  no  railroads. 

Mr.  Thom.  You  have  got  to  take  into  consideration  the  whole 
field.  One  of  the  subjects  to  be  taken  into  consideration  is  the  amount 
you  can  make  out  of  the  aggregate  of  the  business. 

Senator  Cummins.  Our  commission  has  been  compelled  by  the  very 
necessities  of  the  situation  to  make  such  rates  or  approve  such  rates 
as  would  afford  the  small  property  unfortunately  located  and  with 
but  little  business  an  opportunity  to  earn  something  upon  its  invest- 
ment. 
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Mr.  Thom.  They  have  determined,  then,  that  that  is  a  re*soual'»» 
charge? 

Senator  Cummins.  Yes,  sir. 

Mr.  Thom.  Here  is  another  property  that  has  three  times  the >«*n- 
ice  of  that  one.  Now,  I  do  not  suppose  any  man  will  deny  that 
the  fact  that  its  earnings  show  three  times  as  well  would  not  con- 
demn that  rate  or  entitle  the  public  to  take  off  two-thirds  of  that 
earning  capacity. 

Senator  Cummins.  What  I  wanted  to  bring  out  was  that  this  con- 
dition in  which  we  are  and  in  which  we  have  attempted  to  control 
rates  has  compelled  or  led  the  commission  into  the  consideration  <»f 
what  was  necessary  for  the  poorer  and  weaker  and  less  fortunawn 
situated  railroads  in  order  to  determine  the  value  of  the  service. 

Mr.  Thom.  My  view  is  that  the  commission  has  been  led  to  tbit 
view  and  consideration  on  the  public,  question  as  to  whether  that 
carrier  ought  to  be  sustained,  and  not  as  a  right  of  the  carrier.  TV 
right  of  the  carrier  is  merely  to  have  a  reasonable  rate.  The  pubi* 
interest  may  require  that  tne  rate  should  be  large  enough  to  sustain 
all  the  carriers,  Dut  when  they  determine  that  question  they  deter- 
mine the  value  of  the  service,  weighing  all  the  public  and  all  the  pri- 
vate considerations.  Having  done  that,  it  does  not  lie  in  the  moutL 
of  the  Government  to  condemn  a  part  of  the  result  of  operation  an«i 
say  that  it  is  too  great  and  that  you  will  take  it  away. 

Senator  Cummins.  All  that  I  say  in  regard  to  that  is  that  I  see  n» 
escape  from  the  view  of  the  commission,  as  heretofore  taken,  of  the 
general  problem;  but  I  am  still  not  convinced  that  in  determining 
the  value  of  the  property  or  the  value  of  the  use  of  the  property  that 
some  difficulty  snould  be  allowed  to  intervene  and  give  to  the  vain* 
of  the  use  of  the  property  a  standard  which,  it  seems  to  me,  it  w  not 
entitled  to. 

Mr.  Thom.  If  you  once  admit  that  the  service  is  only  properly  paid 
for  by  the  return  for  it  which  the  law  attaches  to  it;  if,  for  instance. 
there  was  an  act  of  Congress  which  said  there  should  be  a  right  to 
charge  so  many  cents  a  hundred  pounds  for  a  certain  service,  and  a  car- 
rier performing  the  service  did  a  great  number  of  units  at  that  rate,  and 
its  earnings  were  large,  my  mind  can  not  accept  the  proposition  that 
there  is  not  proper  title  to  those  earnings  because  of  the  number  of 
units  of  service  which  the  carrier  is  able  to  perform. 

Senator  Cummins.  My  mind  is  open  in  regard  to  what  should  be 
done  with  the  property  that  has  oeen  accumulated  through  that 
method  of  regulation,  but  I  can  not  see  that  it  has  anything  to  «!•' 
with  the  value  of  the  use  of  the  property  if  the  Government  tak»  »t 
over. 

Mr.  Thom.  My  mind  is  absolutely  unable  to  escape  the  conviction 
that  if  the  Government  has  fixed  a  certain  compensation  for  it> 
service,  and  by  reason  of  a  great  volume  of  service  the  earnings  of 
a  particular  carrier  are  large,  that  those  results  become  illegal  simply 
by  reason  of  their  size.     My  mind  can  not  accept  that. 

Senator  Gore.  You  do  not  think  there  is  any  relation  between  tV 
total  amount  of  earnings  and  the  total  amount  invested  ? 

Mr.  Thom.  I  think  that  the  question  of  the  investment  has  some- 
thing to  do  with  the  making  of  the  rates. 

Senator  Gore.  You  instanced  a  case  of  two  competing  manufac- 
turers, but  I  do  not  think  that  the  reasoning  there  would  apply  t»» 
a  monopoly  like  a  railroad. 
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Mr.  Thom.  I  did  not  catch  the  drift  of  your  question,  Senator. 

Senator  Gore.  You  instanced  the  case  of  two  competing  manu- 
facturers who  might  be  using  the  same  article.  The  tendency  there 
is  for  the  earnings  to  become  somewhat  of  a  reasonable  return  on 
the  amount  of  capital  invested,  but  that  is  not  true,  in  fact,  of  a 
monopoly  like  a  railroad. 

Mr.  Thom.  I  should  think  it  would  not  be  true  to  the  same  extent. 

Would  the  committee  be  willing  to  adjourn  at  this  time  ? 

(Thereupon,  at  12.45  o'clock  p.  m.,  the  committee  went  into  execu- 
tive session,  with  the  understanding  that  it  was  to  meet  again  at 
2  o'clock  p.  m.) 

after  recess. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Thom  you 
may  proceed  now. 

Mr.  Thom.  Mr.  Chairman  and  gentlemen,  I  have  in  the  main  so  far 
been  considering  the  principle  of  compensation. 

The  Chairman.  Mr.  Thom,  will  you  suspend  just  one  moment? 
The  committee  to-day  decided  that  you  would  be  allowed  an  hour 
additional,  which  I  shall  take  from  the  time  that  you  commence,  and 
that  in  case  you  have  not  completed  all  that  you  desire  to  state  at 
the  end  of  that  time,  you  may  submit  any  statement  in  writirg  that 
vou  may  wish  in  addition,  and  that  there  will  be  an  hour  given  to 
Mr.  Cowan,  and  a  half  hour  each  to  three  others  that  are  named, 
namely,  a  half  hour  to  Mr.  Plumb,  a  half  hour  to  Mr.  Thorne,  and  a 
half  hour  to  Mr.  Anderson.  I  just  wanted  to  make  that  statement  so 
they  would  know  the  circumstances  under  which  they  are  speaking. 
You  may  proceed. 

Mr.  Thom.  So  far,  Mr.  Chairman  and  gentlemen,  I  have  been  con- 
sidering the  principle  of  compensation.  I  have  attempted  to  show 
to  the  committee  that  the  principle  of  allowing,  in  cases  where  appli- 
cable, which  is  the  great  majority  of  cases,  the  ascertained  value  of 
the  use  in  the  hands  of  the  owners  of  the  property  ought  to  be  ac- 
cepted as  a  fair  and  reasonable  measure  of  the  compensation  the 
Government  should  pay.     I  have  alluded  to  the  fact  that  it  is  sup- 

forted  by  the  President,  that  it  is  supported  by  the  authority  of  the 
resident,  by  the  authority  of  the  Secretary  of  the  Treasury,  by  the 
authority  01  adjudicated  cases,  and  by  reason. 

Now,  asking  you  again  to  consider  the  matter  from  the  standpoint 
of  your  own  conscientious  advice  to  a  client,  I  think  I  can  with  con- 
fidence put  to  you  the  question  whether  you  would  feel  justified  in 
advising  a  client  to  abandon  that  system  01  compensation  thus  amply 
sustained.  It  seems  to  me  that  no  just  principle  can  be  suggested. 
I  then  was  diverted  from  that  line  01  argument  into  some  discussion 
of  the  principles  of  rate  making  by  questions  of  the  committee,  and  I 
desire  now  to  come  back  to  the  main  line  of  my  argument  and  to  present 
the  other  alternatives  which  have  been  suggested  to  the  committee 
as  proper  measures  of  compensation  to  be  adopted  instead  of  the  one 
for  which  I  have  been  speaking. 

One  of  the  suggestions  is,  as  I  recall  it,  that  there  should  be  al- 
lowed enough  to  the  carriers  to  pay  what  would  be  considered  a 
reasonable  dividend  upon  their  stock,  and  that  any  amount  beyond 
that  should  be  divided  into  two  parts,  the  Government  should  have 
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one  and  the  carrier  one,  with  a  limitation  on  the  carrier's  part  thi: 
it  should  be  used  only  as  the  Government  should  suggest. 

And  that  suggestion  involves  the  concession  that  the  carrier  do** 
not  own  the  amount  that  it  earns  beyond  its  dividend,  but  thai  Uui 
may  be  dealt  with  by  an  act  of  Congress,  or  that  the  carrier  msv 
legitimately  be  expected  to  accept  it  as  a  fair  and  reasonable  adjust- 
ment of  its  rights. 

On  that  subject  I  wish  to  present  some  consideration.  Does  tt* 
surplus  stand  in  any  such  way  that  a  conscientious  lawyer  would  he 
justified  in  advising  his  client  to  accept  the  status  which  has  bwc 
advocated  here  from  the  witness  chair  ?  What  is  the  present  suie 
of  the  law  in  regard  to  ownership  of  the  earnings  of  a  carrier  ov: 
and  beyond  a  dividend  upon  its  stock?  I  realize  that  the  Inter- 
state Commerce  Commission  has  not  taken  any  final  position  on  the 
subject.  Senator  Cummins  said  a  few  days  ago  at  a  meeting  of  this 
committee  that  it  had  been  first  on  one  side  of  the  question  then  <>l 
the  other  side  of  the  question,  and  now  on  neither  side.  Whether 
that  be  a  just  conclusion  or  not,  a  just  interpretation  or  not,  of  the 
attitude  of  the  commission,  1  wish  at  the  outside  of  my  remark*  u» 
read  what  Judge  Prouty  said  on  this  subject  as  a  member  of  tl* 
commission,  and  I  refer  to  the  case  of  the  City  of  Spokane  again.-: 
the  Northern  Pacific  Railway  Co.,  15  Interstate  Commerce  Com- 
mission Reports,  pages  415  and  416.    Here  is  what  he  says: 

We  come  now  to  the  complainants'  claim  that  the  surplus  which  has  been  aecvmo 
lated  by  these  defendants  from  earnings  should  be  first  subtracted  from  the  xai'K 
of  their  properties  in  determining  the  amount  upon  which  they  may  properly  r%n. 
The  contention  of  counsel  is  that  this  surplus  is  a  fund  held  by  the  railway  noccfA- 
as  trustee  for  the  public,  which  this  commission  should  in  some  way  manage  to  n^i> 
tribute  to  the  public  in  the  establishment  of  just  and  reasonable  rates.  The  railw 
is  certainly  an  agent  of  the  Government  in  the  construction  and  operation  of  r-* 

Sroperty,  and  it  is  only  allowed  to  charge  for  its  services  a  reasonable  oompcasaii  l 
toes  it  from  this  follow  that  the  surplus  of  the  Great  Northern  Railway,  for  exact  - 
which  is  said  to  be  $70,000,000,  is  held  bv  that  company  in  trust  for  the  public?    I  *»  * 
it  follow,  even,  that  the  value  of  this  property  to-day  should  be  decreased  t . 
$70,000,000  upon  the  theory  that  the  public  has  paid  into  the  property  that  aBocm:* 

It  is  well  understood  that  rates  by  all  lines  to  Spokane  from  a  given  eastern  detfin*- 
tion  must  be  the  same.  We  have  already  held  that  in  establishing  a  reasonable  nt- 
the  strongest  line  should  not  alone  be  considered ;  the  necessities  of  the  weaker  lir.* 
must  also  be  taken  into  account.  In  the  application  of  this  principle  it  is  endrat 
that  a  rate  might  be  fixed  which  would  pay  a  very  moderate  return  by  one  tine  aae 
a  very  handsome  return  by  the  other.  Under  the  operation  of  these  rates  the  linat 
Northern,  by  reason  of  its  cheaper  construction  and  its  easier  operation,  might  acrunv-- 
late  a  surplus  while  the  Nortnern  Pacific  did  not.  If  so,  could  it  be  said  that  tiw 
surplus  of  the  Great  Northern  had  been  improperly  accumulated  when  its  rmtt* 
had  been  just  and  reasonable?  Does  the  mere  fact  of  the  accumulation  of  a  surpJw 
by  a  particular  road  show  that  the  rates  upon  that  road  have  been  excessive? 

But  assume  that  they  have  been.  This  $70,000,000  to  which  the  comolainaB^ 
refer  in  case  of  the  Great  Nortnern  surplus  is  the  result  of  the  operations  of  toe  Mani- 
toba and  the  Great  Northern  Cos.  since  the  year  1880;  that  is,  for  27  yean.  Doner 
all  that  period  this  surplus  has  been  gradually  accumulated  and  has  gone  intt>  tfc* 
property.  Should  the  Government  to-day  take  note  of  that  surplus  for  the  purp*v 
either  of  so  reducing  the  rates  of  the  company  that  no  earnings  can  be  made  upon  t~i« 
much  of  the  property  or  with  a  view  to  in  some  sense  turn  that  surplus  back  acais 
into  the  hands  of  the  public? 

There  is  no  absolute  test  of  a  reasonable  rate,  and  the  Government  has  suppbe  1 
none.  During  all  this  period  the  excess  has  gone  into  the  property,  which  hat  Fi- 
lially become  more  valuable,  and  this  increased  value  has  reflected  itself  in  i'* 
market  price  of  the  securities  of  that  company.  It  is  impossible  to  restore  what  h" 
been  improperly  taken  in  the  way  of  excessive  rates  to  those  person?  from  wh  •»  it 
has  been  received.  The  Government,  under  those  circumstances,  can  not  lay  M«s 
on  this  surplus  as  a  fund  held  in  trust  for  the  public. 
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Now,  on  the  same  question  of  the  status  of  this  surplus,  I  wish  to 
refer  the  committee  to  a  number  of  authorities. 

Senator  Robinson.  What  was  that  last  case  that  you  cited  ? 

Mr.  Thom.  The  city  of  Spokane  against  Northern  Pacific  Railway 
Co.,  15  I.  C.  C.  Reports,  pages  415  and  416. 

Commissioner  Anderson.  Who  wrote  that? 
.  Mr.  Thom.  Judge  Prouty.  I  introduce  that  not  as  indicating  the 
attitude  of  the  Interstate  Commerce  Commission  on  the  question, 
because  I  am  aware  that  in  a  recent  case  the  Interstate  Commerce 
Commission  has  reserved  the  point;  but  I  introduce  it  on  account  of 
the  cogency  of  the  reason  made  by  a  man  of  vast  experience  in  these 
matters. 

That  property  acquired  out  of  earnings  stands  on  no  different 
footing  than  any  other  property,  has  been  repeatedly  held  by  public 
service  commissions  and  State  and  Federal  courts.  In  making  a 
valuation  of  the  gas  plant  for  the  purpose  of  fixing  rates,  the  Board 
of  Public  Utilities  Commissioners  of  New  Jersey  in  the  Passaic  Gas 
case,  1  Public  Utilities  Commission  of  New  Jersey,  433,  held  as 
follows: 

If,  in  the  past,  this  gas  company,  out  of  the  rates  exacted  from  consumers,  had  met 
its  operating  expenses  and  depreciation,  and  in  addition  thereto  had  obtained  enough 
to  pay  returns  to  investors  and  to  build  an  actual  structure  used  in  the  business, 
would  this  structure  aforesaid  be  the  lawful  property  of  the  company?  The  answer, 
it  seems  to  us,  must  be  in  the  affirmative.  If  the  company  had  paid  out.  in  addition 
to  other  payments  to  investors,  dividends  equal  to  the  cost  of  building  this  structure 
and  then  had  issued  additional  stock  in  value  equal  to  the  cost  of  the  structure  in 
order  to  repossesses  itself  of  the  money  required  to  build  it,  there  can  be  no  doubt 
that  the  structure  built  out  of  the  proceeds  of  the  additional  securities  thus  sold  would 
be  the  lawful  property  of  the  company.  It  would  be  none  the  less  the  company's 
lawful  property  if  built  out  of  current  earnings  without  the  issue  of  additional 
securities. 

I  refer  also  to  the  case  of  Charlesworth  v.  Omro  Electric  Light  Co., 
Public  Utilities  Report  of  Wisconsin,  1915  B,  page  1.  That  com- 
mission said : 

It  is  quite  clear,  also,  that  property  paid  for  out  of  earnings  is  as  much  the  property 
of  the  respondent  as  though  paid  for  by  new  capital.  Such  earnings  might  have  been 
first  distributed  among  the  stockholders  as  dividends  and  later  returned  for  invest- 
ment. 

I  refer  also  to  Stennerson  against  Great  Northern  Railroad,  69 
Minnesota,  ?53.  In  that  case  the  carriers  contended  that  the  rates 
fixed  by  the  State  commission  were  confiscatory.  The  court  held 
that  the  question  was  to  be  determined  by  considering  the  return 
under  sucn  rates  on  the  cost  of  reproducing  the  present  property, 
which  property,  as  the  court  specifically  found,  included  additions 
and  betterments  made  out  of  earnings.  See  also  the  case  of  Bryner 
against  Butler  Water  Co.,  179  Pa.  State,  231;  tha  case  of  Garden 
City  against  the  Garden  City  Telephone,  Light  &  Manufacturing 
Co.,  236  Federal  Reportor,  693,  the  syllabus  of  which  is  as  follows: 

In  determining  the  validity  of  an  ordinance  fixing  rates  to  be  charged  by  an  electric 
company,  claimed  to  be  unconstitutional  as  confiscatory,  the  capital  on  which  the 
company  is  entitled  to  a  fair  return  is  the  reasonable  value  at  the  tune  of  the  property 
being  used  in  the  service,  and  it  is  immaterial  that  such  property  was  in  part  acquired 
or  paid  for  out  of  previous  earnings  of  the  business,  or  whether  or  not  previous  rates 
were  reasonable  or  excessive. 

Now,  in  conclusion,  I  cite  the  Minnesota  rate  case,  in  230  United 
States.     There  is  no  mention  in  that  case  of  this  question  of  the 

43202—18 80 
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status  of  surplus,  but  the  value  which  the  court  considered  in  tl.it 
case  in  coming  to  its  conclusion  did  include  the  surplus.  My  point 
is  this:  I  know  that  the  question  has  been  held  open  in  the  case  of 
212  United  States,  which  has  been  cited.  I  have  referred  you  t< 
these  authorities  as  to  what  the  decisions  are  in  other  courts  ami 
tribunals  than  the  Supreme  Court.  Now,  I  put  the  question — and 
before  putting  that  question  I  will  say  that  the  most  that  could  ta 
claimed  on  that  question  is  that  the  law  is  unsettled  about  it.  Xo  one 
can  claim  that  it  is  settled,  that  there  is  no  right  to  these  surpl  15 
earnings.  I  put  this  question:  With  the  authorities  which  I  hav* 
here  produced  showing  that  there  is  an  ownership  in  this  surplus 
in  the  company,  that  it  had  been  accumulated  under  rates  that  aiv 
legal,  and  that  it  belongs  to  the  company  as  much  as  any  of  it- 
earnings,  can  any  conscientious  lawyer  advise  his  client  in  this  emer- 
gency legislation  to  surrender  its  title  to  that  surplus?  Can  ym; 
legitimately  ask  that  a  matter  of  such  supreme  importance,  so  far- 
reaching  in  its  effect,  shall  be  determined  adversely  by  the  advioe 
of  counsel,  by  accepting  the  agreement  which  assigned  to  this  surplus 
a  status  which  had  never  been  given  to  it  by  the  courts  ?  Is  it  a  fair 
thing  in  legislation  of  this  sort  to  seek  to  put  upon  a  part  of  the 
earnings  of  these  properties  a  character  which  has  never  been  eon- 
ceded  to  them  and  which  is  denied  in  this  line  of  decisions  ?  Bear  in 
mind  what  we  are  trying  to  do  and  what  we  have  argued  for,  namtly. 
that  it  is  in  the  public  interest  that  a  legitimate  reasonable  agreement 
shall  be  entered  into. 

Now,  is  it  reasonable  to  expect  that  these  carriers  will  accept,  that 
these  carriers  ought  to  accept,  that  any  conscientious  lawyer  couM 
advise  them  to  accept,  a  status  of  these  earnings  which  has  never. 
as  I  say,  been  assigned  to  it  authoritatively  in  any  court  and  which 
is  denied  by  a  line  of  authorities  as  persuasive  as  those  I  have  pre- 
sented ? 

It  has  also  been  suggested  here  that  a  doctrine  perhaps  even  more 
novel  than  that  in  regard  to  the  surplus  should  receive  the  approval 
of  this  committee  and  should  be  agreed  to  by  these  carriers.  It  i< 
this:  That  the  carriers  are  entitled  only  to  the  amount  of  money  they 
have  invested  in  these  properties  and  to  that  only  in  so  far  as  it  ha- 
been  properly  maintained,  and  that  measure  of  their  right,  is  to  a 
return  of  a  fixed  per  cent,  say  6  per  cent — as  that  has  been  the  figure 
which  has  been  used  in  illustration — upon  the  amount  so  ascertaine<!. 

There  is  a  distinct  denial  of  the  right  of  the  carriers  to  anything 
beyond  the  amount  of  money  they  put  into  the  properties.  It  1-  a 
distinct  denial  of  any  property  right  in  the  increase  of  those  valuer 
It  deprives  the  carriers  of  the  attribute  of  property  in  what  they  own. 
that  is  freely  conceded  to  every  other  owner  of  property.  It  den »e- 
that  the  properties  are  private  properties.  It  limits  the  ownership 
to  the  exact  amount  of  money  originally  put  in.  It  absolute!) 
denies  the  right  to  the  increased  value  by  reason  of  the  growth  of  the 
property. 

Let  us  see  what  the  condition  of  the  law  is  on  the  subject.  I  oill 
the  attention  of  the  committee  to  the  case  of  Willcox  against  tho 
Consolidated  Gas  Co.,  212  United  States  19,  and  especially  to  page  41. 
Page  19  is  the  page  where  the  case  commences,  but  I  am  reading  fr«; : 
page  4 1 .     The  court  said : 

There  must  be  a  fair  return  upon  the  reasonable  value  of  the  property  at  the  tur.- 
it  is  being  used  for  the  public. 


GOVERNMENT  CONTBOL  AND  OPERATION  OF  RAILROADS.      1257 

And  on  page  52 : 

And  we  concur  with  the  court  below  in  holding  that  the  value  of  the  property  is  to 
be  determined  as  of  the  time  when  the  inquiry  is  made  regarding  the  rates.  If  the 
property,  which  legally  enters  into  the  consideration  of  the  question  of  rates,  has 
increased  in  value  since  it  was  acquired,  the  company  is  entitled  to  the  benefit  of  such 
increase.  This  is,  at  any  rate,  the  general  rule.  We  do  not  say  that  there  may  not 
possibly  be  an  exception  to  it,  where  the  property  may  have  increased  so  enormously 
m  value  as  to  render  a  rate  permitting  a  reasonable  return  upon  such  increased  value 
unjust  to  the  public.  How  such  facts  should  be  treated  is  not  a  question  now  before 
us,  as  this  case  does  not  present  it. 

In  the  Minnesota  Rate  case,  230  United  States,  433,  the  court  says: 

The  property  of  the  railroad  corporation  has  been  devoted  to  a  public  use.  There 
is  always  the  obligation  springing  from  the  nature  of  the  business  in  which  it  is  en- 
gaged— which  private  exigency  may  not  be  permitted  to  ignore — that  there  shall  not 
be  an  exhorbitant  charge  for  the  service  rendered.  But  the  State  has  not  seen  fit  to 
undertake  the  service  itself;  and  the  private  property  embarked  in  it  is  not  placed  at 
the  mercy  of  legislative  caprice.  It  rests  secure  under  the  constitutional  protection 
which  extends  not  merely  to  the  title  but  to  the  right  to  receive  just  compensation  for 
the  service  given  to  the  public. 

It  is  clear  that  in  ascertaining  the  present  value  we  are  not  limited  to  the  considera- 
tion of  the  amount  of  the  actuaf  in  vestment.  If  that  has  been  reckless  or  improvident, 
losses  may  be  sustained  which  a  community  does  not  underwrite.  As  the  company 
may  not  be  protected  in  its  actual  investment  if  the  value  of  its  property  be  plainly 
less,  so  the  making  of  a  just  return  for  the  use  of  the  property  involves  the  recognition 
of  its  fair  value  if  it  be  more  than  its  cost.  The  property  is  held  in  private  ownership, 
and  it  is  that  property,  and  not  the  original  cost  of  it,  of  which  the  owner  may  not  be 
deprived  without  due  process  of  law  (p.  454).    . 

I  rvfer  also  to  the  case  of  San  Joaehm  Co.  against  Stanislaus  Co., 
233  United  States,  454,  and  Reagan  against  The  Farmers  Loan  & 
Trust  Co.,  154  United  States,  362. 

Now,  with  that  line  of  authority  as  to  the  ownership  of  the  increase 
in  the  value  of  the  property,  would  any  one  of  you  gentlemen  advise 
a  client  to  sacrifice  that  property  and  by  agreement  to  take  less  than 
is  thus  conceded  to  it  by  the  Supreme  Court  ?  Would  you  say  that 
any  consideration  whatever  would  justify  you  in  advising  a  client 
to  surrender  that  element  of  value  which  it  lias  thus  been  held  by  the 
highest  court  of  the  land  exists  in  these  corporations?  I  do  not  see 
how  the  advice  can  be  given. 

One  more  suggestion.  The  question  was  asked  by  one  of  the 
members  of  this  committee  whether  or  not  it  would  be  lawful  for 
Congress  or  some  representative  of  Congress  to  allow  for  the  general 
services  of  these  companies  a  fixed  per  cent  as  a  fair  estimate  of  the 
value  of  the  use;  whether  or  not,  in  other  words,  you  can  find  a  value 
and  allow,  for  example,  6  per  cent  on  the  value  as  satisfying  the 
requirement  of  the  Constitution  that  there  must  be  just  compensation. 
The  argument  is  this:  We  are  entitled  as  a  legislative  body  to  fix 
rate;  that  means  to  fix  within  constitutional  limits  the  value  of  the 
service.  Now,  here  is  a  property,  all  of  the  uses  of  which  are  taken 
over.  Can  we  not,  then,  go  further  and  fix  a  value  for  that  entire 
use  in  one  lump  sum,  ascertained  by  a  percentage  upon  the  value? 
That,  as  I  understand,  is  the  question. 

I  have  no  hesitation  in  saying  that  in  my  opinion  that  would  be 
an  unlawful  exercise  of  power.  Let  us  revert  for  an  instant  to  some 
of  the  suggestions  which  I  have  already  made  to  this  committee. 
What  is  the  franchise  of  these  companies?  The  franchise  is  to 
charge  a  toll  for  a  service,  to  charge  a  toll  for  each  service.  That  is 
the  power  which  has  been  conferred  by  the  States  which  have  granted 
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the  charters;  that  is  the  power  conferred  by  the  common  W*  :f 
the  charters  were  silent.  The  thing  that  the  companies  are  auth.  :- 
ized  by  law  and  by  charter  to  do  is  to  charge  a  toll  for  a  sein  ?. 
By  virtue  of  that  condition  earning  capacity  of  different  compare 
is  created  growing  out  of  the  capacity  of  the  various  compare 
to  serve  the  public.  One  of  them  serves  the  public  perhaps  twi  * 
as  much  as  another.  Under  the  charter  rignt  it  has  a  right 
charge  a  toll  for  each  of  those  services.     That  is  its  franchise. 

To  take  that  franchise  away  is  declared  to  be  unlawful  in  *'• 
Monongahela  case — to  take  it  way  without  compensation  is  ■>.- 
clared  to  be  unlawful  in  the  Monongahela  case.     To  take  it  swl 
and  substitute  something  else  for  it  which  is  different  must  like*'- 
be  subject  to  the  same  legal  objection.     The  franchise  is  n<>:  * 
charge  a  fixed  sum  for  all  of  your  services;  that  is  not  what  } 
are  authorized  to  do  by  the  act  of  your  creation;  that  is  not  y.  .• 
franchise.     The  franchise  is  to  charge  a  toll  for  j*our  services:  y  v 
earning  capacity  grows  out  of  that.     It  is  not  a  fixed  percent  ^ 
it  differs  with  different  companies.     Each  company  has  the  upi*— 
tunity  of  doing  what  it  may  bjfc  the  lawful  exercise  of  the  p«»*-: 
of  charging  tolls. 

If  you  are  not  permitted  to  do  that,  but  your  earning  capa,  ;*' 
is  reached  through  giving  a  fixed  per  cent  for  all  your  services.  v»- 
manifestly  have  taken  away  the  franchise  which  was  given  vim  ar« 
substituted  something  else  in  its  place,  and  substituted  a  cJifforf* ' 
thing  in  its  place. 

The  only  way  that  you  can  affect  the  earnings  of  these  carrier*  .> 
through  the  medium  of  their  rates,  because  that  is  what  they  i.v 
authorized  to  do  by  the  law  of  their  creation — to  charge  ra:^ 
You  can  not  take  away  that  franchise  without  paying  for  it :  y  * 
can  not  alter  it  without  paying  for  it;  you  can  not' lessen  its  va!  •■ 
without  paying  for  it;  and  the  minute  that  you  transfer  the  k*;- 
from  the  rate  to  the  entire  service  and  allow  a  fixed  amount  on  ; 
entire  service,  you  have  not  approached  the  question  through  *.  ■ 
control  of  the  rate,  but  you  have  approacheci  it  just  as  if  it  1  . 
been  written  in  the  law  that  for  all  the  services  of  a  carrier  '  • 
public  might  allow  a  fixed  percentage. 

I  submit  to  you  that  that  is  a  very  different  thing  from  the  rluir  • : 
right  which  each  company  possesses.  To  do  it  would  be  to  t-k- 
away  from  the  carrier  the  franchise  which  it  owns  and  to  put  mi::  r- 
thing  else  and  something  different  in  its  place. 

Could  any  of  you  gentlemen  advise  a  client  to  do  that  f  TV% > 
you  get  to  taking  the  properties  and  they  no  longer  have  the  ru< 
individually  to  cnarge  tolls,  still  vou  must  determine  the  value  ■  * 
their  right  to  charge  tolls  through  the  principle  of  the  legit  itu*  • 
exercise  of  that  right.  You  must  ascertain  the  value  of  the  <;- 
on  the  basis  of  the  exercise  of  their  legal  right  to  charge  tolls  an«l  u  •: 
on  the  arbitrary  basis  of  allowing  a  fixed  per  cent  on  value>: 

Gentlemen,  permit  me  to  revert  again  to  tne  great  responsibility  »■* 
this  occasion.  Gentlemen  who  I  am  sure  are  patriotic  and  w« » 
meaning  come  here  and  ask  you  to  engraft  upon  ttiis  legislation  pru 
ciples  which  all  of  us  most  realize  are  novel  m  the  law.  Is  it  a  ti;:K 
for  us  to  stop  and  try  and  determine  the  soundness  of  those  pr.r- 
ciples  ?  Is  tnere  not  a  grave  responsibility  here  to  sustain  the  finar» 
cial  fabric  of  this  country?    Ii   the  carriers  concede  these  m»Vf-: 
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principles,  if  without  the  concession  you  gentlemen  seek  to  impose 
these  novel  principles,  can  there  be  a  doubt  that  the  foundations  of 
this  financial  system  of  the  country  will  be  shaken  and  rendered  ? 

We  are  told  by  one  gentleman  on  the  stand  that  the  effect  would 
not  be  disastrous  to  tne  general  financial  condition.  Or  he  says, 
forsooth,  that  railroad  securities  would  thereby  be  made  so  un- 
attractive that  nobody  would  invset  in  them  and  the  whole  invest- 
ment fund  of  the  public  would  be  released  to  go  into  the  Liberty 
loan.  I  do  not  quote  his  words.  I  interpret  what  I  understood  to 
be  the  purport  of  his  language.  Gentlemen,  would  you,  in  advising 
a  client,  be  able  to  justify  your  advice  by  saying  you  must  accept  a 
principle  in  respect  to  these  policies  which  will  make  their  securities 
so  unattractive  that  nobody  will  invest  in  them  ? 

Let  me  go  one  step  further  in  respect  to  this  matter.  The  assump- 
tion or  the  assertion  that  such  a  measure  would  not  affect  the  financial 
condition  of  this  country  is  based  upon  a  conception,  it  seems  to  me, 
that  the  owners  of  these  railroad  securities  are  m  one  class  which  can 
be  ignored  as  a  part  of  the  financial  strength  of  the  country,  and  that 
there  is  enough  strength  outside,  in  the  other  class,  to  support  the 
financial  needs  of  the  country.     Is  that  the  fact  ? 

Here  we  have  the  President  telling  you  that  these  securities  are  at 
the  heart  of  every  investment;  here  we  know  that  they  are  the  foun- 
dation of  the  solvency  of  almost  every  financial  institution  of  the 
country.  Now,  instead  of  stabilizing  those  values  and  instead  of 
doing  something  to  bring  them  into  tne  position  where  they  can  be 
usable  to  promote  the  financial  strength  and  to  enable  the  holders 
to  do  their  part  toward  contribution  to  these  national  loans,  you  cut 
all  that  class  off,  your  banks  are  cut  off,  your  insurance  companies 
are  cut  off,  your  institutions  are  cut  off,  your  individual  holders  of 
these  securities  are  cut  off,  because  they  no  longer  can  use  these 
securities  as  a  basis  of  credit  to  enable  them  to  do  anything  in  a 
financial  way. 

Now,  when  that  happens,  what  becomes  of  the  financial  strength 
of  the  country?  What  becomes  of  the  financial  fabric?  What  be- 
comes of  the  ability  to  support  the  Government  in  its  financial 
needs,  after  you  have  taken  the  value  out  of  all  these  securities  and 
they  are  no  longer  a  basis  which  can  be  used  to  support  any  public  or 
financial  movement  ? 

The  considerations  which  I  have  mentioned,  gentlemen,  lead  me 
to  the  conclusion  that  it  is  not  justifiable  to  expect  that  any  of  these 
carriers  will  accept  any  one  of  these  novel  doctrines  which  involve 
the  surrender  of  what  has  heretofore  been  supposed  to  be  valuable 
and  substantial  property  rights.  If  it  be  in  tne  public  interest  that 
an  agreement  should  be  made,  T  do  not  believe  that  you  can  arrive 
at  the  conclusion  that  the  prospects  of  that  agreement  can  not  be 
improved  by  the  acceptance  of  these  novel  suggestions,  which  do 
involve  the  surrender  of  these  substantial  rights — at  least  rights 
believed  in  by  the  public,  believed  in  by  the  holders  of  these  proper- 
ties, and  the  opposite  of  which  has  never  been  established  ty  any 
tribunal  whatever. 

The  President  thinks  that,  evidently,  from  his  message.  The 
President  sees  the  importance  of  stabilizing  the  financial  resources 
of  the  country  and  every  one  of  us  believes  in  the  principle,  to  justify 
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the  suggestion,  that  it  is  not  best  to  have  these  contracts  mam-  •••. 
some  basis  which  recognizes  the  public  opinion  as  to  the  right-  ■•: 
these  properties,  and  recognizing  the  rights  which  have  heretof- r- 
been  conceded  to  them  by  the  courts. 

Now,  as  to  the  amount  of  the  guarantv.  As  I  say,  I  have  hereto- 
fore been  considering  the  matter  simply  from  tfie  standpoint  «-•? 
principle.  Now,  as  to  the  amount.  In  our  opinion  the  amour.- 
which  has  been  offered  by  the  President  is  clearly  inadequate.  Tv 
reasons  I  will  briefly  state.  In  the  first  place,  the  use  of  the- 
properties  is  taken  now,  or  at  the  end  of  1917.  The  basis  should  h» 
the  value  of  that  use  as  it  then  appeared,  not  the  value  as  of  son> 
former  time.  In  England  one  year  was  considered  enough,  and  tha* 
the  best  year  the  railroads  had,  because  it  was  conceded  that  \  * 
value  of  the  use  was  a  demonstrable  value. 

This  proposition  goes  back  three  years.  The  result  of  that  i-  f«» 
reduce  the  amount  by  about  $100,000,000  a  year.  Is  that  a  read- 
able forecast  of  what  the  results  ought  to  be  and  should  be  consider*-: 
to  be  during  the  period  of  Government  control?  Is  it  considen-i 
that  the  services  of  these  railroads  will  be  any  smaller  during  th"** 
years  ?  Is  it  likely  that  they  will  do  less  work  ¥  Is  it  not  likely  that 
they  will  do  more  work?  Is  it  not  likely  that  the  necessities  f ■•: 
transportation  will  increase  rather  than  decrease  during  this  peri™ 
of  the  war?  Is  it  not  reasonable  also  to  suppose  that  the  operati;:^7 
ratio  heretofore  existing  will  be  maintained  ?  And,  if  there  is  to  In* 
more  service  at  the  same  operating  ratio,  is  it  not  to  be  anticipate! 
that  the  legitimate  net  earnings  ought  to  be  greater?  We  thins  that 
the  inclusion  of  the  year  1915  reduces  the  amount  below  what  i* 
adequate  for  the  use  of  these  properties. 

I  repeat  what  I  have  heretofore  said  to  the  committee  on  that 
subject:  It  also  ignores  the  fact  that  the  thing  you  took  over  is  a 
different  and  a  larger  thing  than  that  which  made  the  earnings  of 
1915;  is  a  different  and  a  larger  thing  than  that  which  made  the  earn- 
ings in  1916;  and,  by  reason  of  the  amendment,  however,  it  is  the  same 
thing  that  made  the  earnings  in  1917. 

Now,  it  is  $900,000,000  more  than  the  things  that  did  the  earning 
in  1916;  it  is  $600,000,000  greater  than  the  things  that  did  the 
earnings  in  1917.  None  of  that  is  allowed  for  in  this  bill,  and  we 
think  therefore  that  this  is  an  inadequate  allowance.  I  do  not  meao 
to  say  by  that  that  the  railroads  would  not  accept  what  is  in  this 
bill,  but  l  do  mean  to  say  if  they  accept  it  they  will  be  accepting  an 
amount,  in  my  judgment,  $100,000,000  less  than  they  would  he 
entitled  to  under  facts  of  the  case  as  they  may  be  presented. 

I  must  hurry  on,  because  I  have  not  much  time.  There  is  one 
other  thing  which  I  wish  to  present  to  the  committee,  and  that  i> 
whether  or  not  section  14  should  provide  for  a  limit  to  this  control. 
We  think  it  ought  to  provide  a  limit.  We  think  it  ought  to  read  that 
it  "  shall  continue  at  the  discretion  of  the  President  for  a  period  not 
exceeding  one  year  after  the  end  of  the  war. " 

1,  of  course,  realize  that  much  has  been  forcibly  and  well  said  in 
support  of  the  section  as  it  now  stands,  that  the  reasons  given  by  the 
Secretary  of  the  Treasury  are  entitled,  not  only  on  account  of  the 
position  which  he  holds,  but  on  account  of  their  inherent  strength, 
to  our  best  consideration.  But  those  reasons  have  not  convinced  me. 
Here  we  have  a  grave  uncertainty,  he  tells  us,  as  to.  when  Congrfc* 
could  act  to  perfect  the  legislation  which  he  considers  necessarv  before 
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these  railroads  are  turned  back.  He  speaks  of  a  fillibuster  that 
occurred  in  connection  with  the  shipping  bill,  I  believe,  and  the 
impossibility  of  getting  an  act  through  Congress  which  that  indicates 
in  respect  to  the  perfection  of  the  conditions  under  which  the  rail- 
roads should  go  back  into  the  hands  of  the  owners. 

That  same  difficulty  of  getting  an  act  through  Congress,  would,  it 
seems  to  me,  apply  to  the  act  which  would  return  these  railroads  to 
their  owners.  It  seems  to  me  that  we  may  be  inviting  a  political 
campaign  on  the  question  of  whether  or  not  they  shall  be  returned, 
or  when  they  shall  be  returned,  and  that  the  return  of  these  properties 
is  thereby  made  so  indefinite  that  the  utmost  demoralization  may 
arise  in  their  forces  as  to  when  they  can  be  expected  to  come  back 
under  individual  initiative.  It  looks  to  me,  too,  that  it  entrenches 
those  gentlemen  who  feel  that  the  railroads  ought  never  to  go  back 
when  it  is  considered  that  a  minority  may  prevent  their  coming  back 
for  years,  or  until  the  whole  situation  has  so  changed  that  a  return 
would  be  impossible. 

We  are  face  to  face  with  this  question :  Do  we  stand  for  and  approve 
a  return  of  these  properties  after  this  exigency  has  passed  or  ao  we 
stand  for  and  approve  a  continuation  of  governmental  control? 
Now,  we  have  got  to  do  the  legislation  on  one  theory  or  the  other,  it 
seems  to  me.  We  stand  for  the  principle  that  the  properties  ought 
to  be  returned;  we  think  that  the  time  ought  not  to  be  so  prolonged 
that  the  return  would  be  impossible  and  the  conditions  of  demoraliza- 
tion as  to  the  retaking  in  private  management  of  the  properties  shall 
not  be  made  so  immense  that  the  properties  could  not,  as  a  practical 
matter,  be  taken  back. 

I  call  your  attention  to  what  Congress  has  heretofore  done  in 
matters  of  that  sort.  In  the  act  of  January  31,  1862,  it  was  provided 
that  the  railroads  and  telegraph  companies  should  not  be  neld  any 
longer  than  necessary  for  the  suppression  of  the  rebellion.  In  the 
English  act  of  1871  the  duration  is  one  week  after  the  time.  The  re- 
cent act  of  1916  in  regard  to  the  establishment  of  a  shipping  board 
provided  that  at  the  expiration  of  five  years  from  the  conclusion  of  the 
present  European  war  the  operation  of  vessels  on  the  part  of  any  such 
corporation  in  which  the  United  States  is  then  a  stockholder  shall 
cease  and  said  corporation  shall  stand  dissolved.  Acts  making  appro- 
priations to  supply  urgent  deficiencies  approved  June  15,  1917,  which 
authorized  the  President  to  commandeer  ships  and  ship  yards,  pro- 
vided all  authority  granted  to  the  President  herein  or  oy  him  dele- 
gated shall  cease  within  six  months  after  the  final  treaty  of  peace. 
The  act1  for  the  stimulation  of  agriculture  of  August  10,  1917,  is 
provided,  but  the  date  when  this  act  shall  cease  to  be  in  effect  shall 
not  be  later  than  the  beginning  of  the  next  fiscal  year  after  the 
termination  as  ascertained  by  the  President  of  the  present  war 
between  the  United  States  and  Germany.  The  act  with  regard  to 
food  and  fuel  control  provided  that  the  appropriations  of  this  act 
shall  cease  to  be  in  effect  when  the  existing  state  of  war  between  the 
United  States  and  Germany  shall  have  terminated,  etc. 

Now,  in  no  contentious  spirit  whatever,  but  merely  giving  you  our 
view  as  to  what  the  legislation  ought  to  contain,  we  think  that  a 
reasonable  limit  ought  to  be  fixed  by  which  these  properties  will, 
unless  the  President  shall  return  them  earlier,  automatically  return 
to  their  owners. 

Gentlemen,  I  thank  you. 
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FURTHER  STATEMENT  AND  ARGUMENT  OF  S.  S.  COWAI. 

The  Chairman.  Judge  Cowan,  are  you  ready  now?  If  you  ar> 
you  may  proceed  with  your  argument  t 

Mr.  dowAN.  Mr.  Chairman  and  gentlemen  of  the  committee,  in  v* 
experience  of  the  past  in  regard  to  appearing  before  congressior^l 
committees,  which  it  has  f  aUen  to  my  lot  to  do — not  to  my  lot  exactk 
but  my  pleasure,  as  representing  certain  interests — I  nave  alwar* 
found  that  the  difficulty  that  confronts  a  man  talking  to  a  commit  w 
is  that  he  is  liable  to  assume  that  he  is  a  general  advisor  to  the  com- 
mittee and  a  general  advisor  for  the  people  of  the  United  States,  in 
other  words,  he  inadvertently,  perhaps,  arrogates  to  himself  the  po- 
tion of  general  advisor. 

1  once  heard  an  old  gentlemen  who  was  in  Mr.  Stanton's  office  dur- 
ing the  war  say  that  advice  was  a  very  useless  thing;  smart  men  ci  : 
not  need  it,  he  said,  and  fools  would  not  take  it.  So  a  man  gets  in  i\t 
position  of  offering  something  that  is  perfectly  useless  oftentinu^ 
much  of  his  advice  being  about  things  that  do  not  concern  the  *u> 
ject. 

It  is  very  difficult  to  keep  from  doing  that,  and  it  is  awfully  hard  t* 
"follow  the  rat ' ' — in  the  view  of  the  old  story.  I  do  not  wish  "to  n»i>-*t 
anything  that  I  have  said  to  the  committee  heretofore,  which  has  f*c: 
printed,  or  to  amplify  what  I  have  said ;  but  I  shall  endeavor  to  clear 
up  some  ideas  that  have  been  expressed  regarding  the  matter  present.} 
before  the  committee.  It  would  seem  to  me  rather  useless  to  go  in  to  an 
extended  preparation  or  argument  on  the  subject  of  the  exercise  <  f 
the  right  of  eminent  domain  and  the  resultant  damages  and  the  mean* 
whereby  we  make  the  proof,. of  the  decisions  which  have  been  ren- 
dered with  respect  to  what  the  injured  party  is  entitled  to. 

While  this  power  must  be  exercised  subject  to  the  constitutional 
right  of  reasonable  compensation,  it  is  not  compensation  for  the  prop- 
erty, it  is  to  pay  the  owners  of  this  property  for  the  reasonable  u*e 
of  it  while  we  take  it  under  the  exigencies  of  war.  I  take  it  that  as  a 
major  premise  it  will  be  assumed  that  the  Government  of  the  United 
States,  acting  through  the  President,  has  taken  such  possession  as  it 
has  taken  of  such  property  as  it  has  taken — I  am  sorry  those  matter? 
are  not  exactly  defined  because  we  can  not  figure  on  those  exactly— 
subject  to  the  constitutional  right  of  them  having  a  reasonable  retort 
under  the  circumstances  for  the  use  of  the  property. 

Now,  those  returns  may  not  be  what  the  owners  of  the  property 
would  see  fit  to  agree  to  voluntarily.  They  might  want  to  go  int<» 
court  and  try  the  chances  of  getting  more  than  you  might  offer.  I 
fancy  that  if  there  is  to  be  litigation  and  a  lawsuit  about  this,  and  if 
the  advice  of  counsel  to  the  railroads  is  to  be  accepted  and  he  advise* 
as  he  has  indicated  here  that  he  could  not  say  that  they  should  accept 
the  amount  which  the  bill  offers  even,  which  he  says  is  inadequate. 
although  he  savs  that  he  would  not  say  they  will  be  taken,  and  tut  we 
could  very  well  avoid  a  lawsuit. 

Of  course,  I  believe  in  this:  If  you  are  going  to  have  a  lawsuit,  have 
it.  There  is  not  the  slightest  danger,  gentlemen  of  the  committee.  <»f 
any  lawsuit  about  it,  because  you  are  going  to  give  the  railroads  all 
they  are  entitled  to  and  a  little  bit  more.  I  think  we  all  ought  to  be 
willing  to  do  that  under  the  circumstances,  but  I  do  not  think  th*r 
ought  to  want  very  much  more  than  they  are  entitled  to. 
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The  whole  controversy  arises  over  the  question  of  how  much  they 
are  entitled  to,  and  what  would  be  the  measures  you  would  resort 
to  to  find  out  what  you  believe  you  ought  to  accord  to  them.  I 
take  it  that  everybody  is  acting  in  entire  honesty  in  trying  to  do  the 
proper  thing  here,  but  it  does  look  to  me,  from  Mr.  Thorn's  argument, 
that  the  $17,000,000,000  of  securities — whatever  it  was;  there  is  no 
beginning  or  end  to  time  or  money,  but  whatever  it  was  he  said — 
that  you  have  got  to  give  them  enough  to  sustain  these  securities 
and  if  you  do  not  do  that,  then  the  whole  financial  fabric  of  the 
Government,  according  to  his  notion,  is  gone,  and  the  liberty  bonds 
will  go  glimmering  and  nobody  here  to  take  them. 

If  Government  ownership  in  this  country  comes  it  will  come 
because  the  railroads  and  their  allies,  the  bankers,  have  reached  that 
situation  where  they  can  dictate  the  financial  policy  of  this  country, 
and  if  they  do  get  there,  then  I  am  in  favor  of  Government  owner- 
ship— I  would  rather  the  chance  of  the  one  than  the  other.  But  I 
do  not  believe  what  he  says. 

I  do  not  believe  that  when  the  stocks  of  the  railroads  which  have 
been  paying  5  to  6  per  cent  for  10  years — and  that  takes  the  principal 
systems  that  carry  85  per  cent  of  the  traffic — are  guaranteed  by  the 
Government,  that  they  will  be  continuously  permitted  to  pay  that, 
and  if  they  do  not  make  it,  the  Government  will  pay  it,  that  it  very 
much  injures  those  securities  for  sale  on  the  market.  1  think  it  puts 
them  in  a  better  position  than  they  would  be  without  such  a  guar- 
anty, and  the  stockholders  taking  the  chances  of  not  knowing  how 
much  dividends  the  directors  would  declare. 

I  think  he  has  not  analyzed  the  proposition  that  I  have  made  to 
this  committee,  and  to  the  House  committee.  I  made  the  proposi- 
tions I  did  to  avoid  what  I  think  is  in  the  air,  and  that  is  to  utilize 
this  for  the  purpose  of  surrounding  the  head  of  the  stream,  to  wit, 
the  Interstate  Commerce  Commission,  coming  down  the  other  side 
and  getting  that  advance  in  rates  which  otherwise  they  have  failed 
to  get  on  a  fair  trial  before  the  commission.  And  ii  it  does  not 
accomplish  that  it  will  not  have  accomplished  anything  that  is  satis- 
factory to  the  railroads.  If  it  does  accomplish  that,  my  opinion  is 
it  is  a  calamity  to  the  country,  and  that  there  is  no  limit  to  which 
these  rates  will  be  advanced  on  Jones,  who  pays  the  freight — and  I 
am  representing  Jones  and  he  has  got  very  few  representatives. 

The  surplus  has  been  brought  into  the  argument  here,  and  it  is  no 
new  thing.  Public  economists  who  are  not  employed  for  a  purpose, 
or  the  representatives  of  some  foundation  or  other,  which  founda- 
tion has  resulted  from  enormous  surpluses — that  is  to  say,  the  pub- 
licists and  economists  who  are  free-minded  and  freethinking  men, 
have  generally  come  to  the  conclusion  that  when  a  property  is 
intrusted  with  a  public  use  and  obtains  its  income  from  the  public 
patronage^  and  is  in  its  nature  a  monopoly  because  the  public  must 
patronize  it,  that  the  public  must  have  some  interest  to  what  it  gives 
more  than  a  fair  return  on  its  property  and  thus  produce  a  surplus ;  and 
I  know  of  no  class  of  men  in  the  country  aside  from  the  railroads  and 
the  bankers  who  do  not  concede  that. 

Now,  just  how  that  is  to  be  taken,  utilized,  or  applied  in  a  given 
case,  of  course,  is  another  proposition.  I  do  not  mean  that  because 
a  railroad  company  has  made  a  surplus  it  could  be  taken  away  from 
it.     It  can  not  he.    After  a  long  study  of  this  subject  in  a  State  where 
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we  had  the  first  surplus  controversy  of  the  country  and  had  the  greatest 
donations,  and  built  out  of  the  rublic  Treasury  and  on  the  public 
lands  our  railroads,  we  thought  we  would  be  entitled  to  some  con- 
sideration on  that  account,  but  we  have  never  gotten  it.  At  last,  the 
law  seems  to  be — at  least  it  is  my  opinion,  it  is  the  only  practical 
thing  you  can  do  under  the  law  and  tne  Constitution — that  if  a  rail- 
road  company  has  the  property,  it  does  not  matter  whether  it  is 
given  to  it,  whether  it  bought  it  or  whether  it  stole  it.  I  have  seen 
instances  where  it  was  mighty  like  grand  larceny,  the  way  they  gnt 
it — some  of  them.  When  it  comes  to  devoting  that  to  the  public 
use  by  compulsory  process,  they  are  entitled  to  a  reasonable  return 
on  it,  if  their  consciences  will  permit  them  to  take  it — and  I  have 
never  known  them  to  have  that  kind  of  a  conscience  to  refuse  it 

But  they  want  some  more.  Now,  I  say  that  when  you  come  to 
figure  how  much  a  railroad  gets,  it  is  something  to  consider.  I  will 
take,  for  example,  the  Texas  &  Pacific,  which  received  land  enough 
to  build  the  Texas  &  Pacific  Railroad.  If  the  Texas  &  Pacific 
Railroad  gets  6  per  cent  upon  the  present  value  of  that  prop- 
erty, valued  according  to  the  present  standard  of  real  estate — I 
mean  as  to  the  property  that  is  devoted  to  the  public  use — it  is  quite 
immaterial  that  it  was  donated  to  it  or  how  much  was  donated  to 
it,  how  much  was  given  in  bonuses  by  towns  or  otherwise,  and  how 
much  Jay  Gould  got  from  various  places  in  New  York — I  understand 
he  used  to  touch  them  up  once  in  a  while  and  put  it  into  the  prop- 
erty— they  are  entitled  to  a  fair  return.  A  fair  return  is  generally 
now  considered  to  be  about  6  per  cent,  since  the  Supreme  Court 
decided  the  New  York  Gas  case.  It  may  not  be  fair;  it  oftentimes 
is  more  than  fair,  sometimes  is  not  enough  to  be  fair,  but  they  are 
entitled  to  have  it  estimated  upon  the  value  of  the  property  devoted 
to  the  public  use  at  the  time  tne  public  takes  it  for  its  use;  it  is  not 
entitled  under  the  constitutional  law  to  any  more. 

What  that  fair  return  would  be  is  as  uncertain  as  the  reasonable- 
ness of  a  rate.  I  agree  with  Mr.  Thorn  that  there  are  many  instances 
where  a  return  that  is  generally  fair  according  to  what  was  cus- 
tomarily charged  for  the  particular  service  may  by  the  multitude  of 
transactions  raise  the  aggregate  amount  to  far  above  that,  and  they 
may  be  entitled  to  it.  But  you  can  not  deal  with  those  exceptional 
cases  here. 

If  the  railroad  company  is  entitled  to  6  per  cent,  it  is  entitled  to  it 
under  the  case  of  Smyth  against  Ames,  and  all  the  cases  decided  by 
the  Supreme  Court  oi  the  United  States,  because  it  can  earn  it  on  a 
reasonable  rate,  but  it  is  not  entitled  to  the  6  per  cent  if  it  has  got  to 
charge  exorbitant  rates  in  those  times. 

We  are  asked  to  guarantee — and  when  I  say  we  I  mean  the  pub- 
lic— the  railroads  in  this  exigency  for  the  use  of  their  property  a 
reasonable  amount.  I  say  that  you  can  not  assert  that  we  should 
guarantee  a  reasonable  amount  and  a  surplus.  The  reasonable  value 
upon  which  you  estimate  the  return  may  involve  property  acquired 
by  a  surplus,  but  when  we  give  them  a  lump  sum  per  annum  on  that 
income  that  lump  sum  should  not  have  in  it  or  within  it  a  surplus 
just  because  it  had  it  before.  If  the  Pennsylvania  Railroad  has 
been  in  the  habit  of  laying  up  a  surplus  in  addition  to  the  regular 
dividends  and  putting  that  surplus  into  property  as  a  good  policy 
for  the  Government  that  is  one  thing,  out  to  have  the  Govern- 
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ment  guarantee  now  that  its  earnings  shall  be  upon  the  standard 
which  will  enable  them  to  continue  that  during  tne  war  is  quite  a 
different  thing,  and  ought  not  to  be  done.  And  if  you  do  it  you  will 
have  given  them  the  highest  amount  they  possibly  could  make,  and 
you  have  got  to  get  the  money  somewhere  to  pay  it  with. 

Our  interest  in  this  matter  lies  at  the  root  of  the  evil — the  love  of 
money.  The  first  section  of  this  bill  uses  the  expression  on  the 
twenty-first  line  of  the  fourth  page — 

At  a  rate  equivalent  as  nearly  as  may  be  to  its  average  annual  operating  income. 

Of  course,  that  means  an  amount  of  money,  that  does  not  mean  a 
freight  rate.  There  is  another  section  of  this  bill  that  provides  that 
they  shall  not  without  the  permission  of  the  President  pay  more  than 
the  customary  dividends.  I  believe  that  that  is  about  what  it  says. 
Why  is  that?  I  suppose  that  is  in  order  that  whatever  they  h^ve 
may  be  allowed  for  such  uses  as  the  circumstances  might  require, 
ana  that  when,  being  in  the  hands  of  the  Government,  the  Govern- 
ment takes  the  money,  the  stockholders  would  not  have  a  right  to 
come  in  and  say  to  the  Government,  "You  must  pay  that  to  us."  It 
would  still  be  left  in  the  funds  of  the  railroad  company.  The  se- 
curity holder,  if  he  knew  that  he  was  forever  going  to  get  the  divi- 
dend that  was  paid  customarily  on  his  stock,  it  seems  to  me  he  could 
be  satisfied  with  that,  with  the  guaranty  of  the  Government,  just  as 
well  he  would  be  with  the  guaranty  of  tne  railroad.  So  my  proposi- 
tion is  that  you  guarantee  to  the  dividend-paying  road  a  sum  of 
money  which  is  sufficient  to  pay  the  interest  presently  and  subse- 
quently to  accrue,  the  fixed  charges  as  nearly  as  you  can  estimate 
tnem,  in  the  way  of  taxes,  and  so  on,  which  are  somewhat  higher  than 
they  were  heretofore,  and  an  amount  equal  to  the  average  dividend 
to  be  paid  upon  the  existing  stock. 

When  you  put  that  as  the  guaranty,  and  you  have  guaranteed  that, 
have  you  not  guaranteed  as  much  as  the  money  markets  of  the  world 
would  warrant  ?  Have  you  not  guaranteed  all  that  the  stockholders  in 
your  Connecticut  banks  would  get?  That  is  all  they  could  get,  all 
they  would  get,  all  they  expected  when  tney  bougnt  the  stock. 
Where  is  the  financial  fabric  of  the  country  destroyed  by  that  ?  Then 
let  each  railroad  have  the  surplus  that  happens  to  accrue,  if  any 
does  accrue,  above  that,  during  this  operation,  in  large  proportion, 
leaving  to  the  Government  enough  at  the  time  to  take  care  of  the 
weaker  fines  that  may  need  it  and  may  be  injured  on  account  of  the 
diversion  of  traffic.  This  proposition  involves  a  diversion  of  traffic,  as 
the  Government  may  see  fit;  it  involves  the  putting  of  the  railroads  and 
each  one  of  them  to  such  use  as  the  Government. may  see  fit.  Of 
course,  that  will  nave  to  be  paid  for.  It  involves  aggregating  together 
all  roads  for  this  common  purpose.  I  say  "  aggregate  them  for  that 
common  purpose,  but  give  to  each  one  of  them  the  incentive  of  making 
as  much  as  it  possibly  can  and  give  the  best  service  to  that  end,  and  the 
most  economical  service.  If  you  have  failed  to  do  that  you  will  have 
disorganized  every  railroad  organization  in  the  country,  and  you 
will  not  have  benefited  by  it;  you  will  have  increased  the  sum  total 
of  operating  expenses  until  there  will  be  no  surplus  left  in  eitner  case, 
and  the  Government  will  be  paying  more  than  it  has  money  to  pay 
it  with,  and  it  will  go  right  around  the  head  of  the  stream,  as  I  said, 
and  come  down  the  other  side  and  levy  rates  on  treigat  for  the  pur- 
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pose  of  paying  it,  and  those  freight  rates  will  certainly  come  out  ut 
tne  pockets  of  the  producers  of  the  very  stuff  that  furnishes  the  food 
to  take  care  of  the  war. 

Now,  who  is  going  to  fix  these  rates?  Mr.  Thorn  has  not  said 
anything  about  that  that  I  have  heard.  I  have  not  heard  the  rail- 
roads say  whom  they  wanted  to  fix  the  rates.  I  wonder  what  their 
answer  would  be.  Who  do  they  think  ought  to  fix  the  rates?  I 
have  not  heard  that,  and  I  have  not  heard  them  state  what  railroads 
would  accept  the  proposition  that  you  are  asked  to  pass  in  the  form 
of  this  bill.  I  think  somebody  ought  to  know  before  passing  a  law 
proposing  a  contract,  whether  there  is  anybody  to  accept  it-  Surely, 
if  they  speak  before  you  upon  the  idea  that  they  will  convince  you 
that  vou  should  give  more  than  is  stated  in  the  bill,  they  ought  to 
be  willing  to  tell  you  what  ones  of  the  railroads  will  accept  and  what 
ones  will  not,  because  you  do  not  know  what  sort  of  a  law  to  pass  if 
you  do  not  know  who  is  going  to  accept  it. 

I  assume  that  if  you  thought  there  would  only  be  of  the  eastern 
lines  the  Pennsylvania  and  the  New  York  Central,  and  of  the  western 
lines  there  would  only  be  the  Northern  Pacific  and  the  Santa  Fe,  you 

frobably  would  not  be  enacting  any  bill  at  all  with  respect  to  taat. 
t  is  all  up  in  the  air  about  what  you  may  expect  will  be  done  after 
you  pass  the  law.  I  can  see  no  good  reason  why  the  subject-matter 
should  not  have  been  presented  to  the  committee  so  that  those  who 
are  interested  in  it  might  be  able  to  figure  out  what  is  going  to  be 
the  result. 

I  say  above  all,  that  the  rate  should  be  fixed  by  the  Interstate 
Commerce  Commission,  and  it  should  not  contain  in  the  bill  a  pro- 
viso that  nullifies  that  power.  We  find  out  what  the  people  think 
about  it,  gentlemen,  if  you  do  it.  You  already  know  what  to  think 
about  it;  not  a  man  on  this  committee  that  does  not  know  that  the 
vast  majority  of  the  people  in  this  country  want  the  Interstate  Com- 
merce Commission  to  go  ahead  and  fix  these  rates,  not  a  man  on  this 
committee  that  does  not  know  that.  They  want  the  State  commis- 
sions to  fix  the  rates  in  their  States.  But  if  you  put  in  this  bill  this 
guarantee  of  the  highest  mark  they  could  have  made,  and  then  if 
you  fix  the  rates  based  upon  the  amount  that  the  Government  pays 
the  railroad  in  order  to  reimburse  the  Government,  you  will  advance 
the  rates  enormously  in  this  country,  and  that  is  a  means  of  putting 
the  money  all  into  their  pockets. 

I  say  that  we  are  not  under  the  obligation  to  do  more  than  to  guar- 
tee  the  customary  dividend  that  has  been  paid  by  those  who  nave 
been  paying  the  clividends,  and  those  who  have  not  been  paying  the 
dividends  will  have  to  seek  some  other  means  to  get  the  fair  value  of 
the  use  of  their  property.  What  that  should  be  has  not  been  proposed 
by  anybody.  I  wish  to  remark  here  that  if  you  would  examine,  or 
have  examined  and  submitted  to  you,  the  railroads  whose  tonnage 
is  under  200,000  tons  1  mile  per  mile  of  line,  you  will  be  astonished 
to  find  the  railroad  mileage  of  this  country  that  falls  under  that 
category.  Now,  as  to  those  roads,  there  is  no  amount  of  rates  that 
can  make  them  earn  much  dividends. 

Much  has  been  said  about,  at  least,  it  has  several  times  been 
remarked,  no  cripples  being  desired.  Mr.  Thom  says  vou  do  not 
want  to  cripple  a  horse  in  order  to  buy  him.  I  believe  that  was  the 
expression.     Well,  that  may  be  so,  but  you  do  not  want  to  take  over 
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a  crippled  horse  and  doctor  him  up,  doctor  up  the  horse  and  then  pay 
what  it  was  worth  before  he  was  crippled,  and  that  is  what  he 
proposes. 

Before  the  Interstate  Commission  they  got  up  some  printed  docu- 
ments and  read  them  showing  that  they  were  goners  unless  the  com- 
mission raised  these  rates  in  order  to  sustain  the  credit  of  the  country. 
It  was  growing  out  of  that  last  proceeding  that  their  recommendations 
were  submitted  to  Congress,  whether  Congress  should  not  consider 
the  situation.  They  had  refused  the  advance  in  the  1 5  per  cent  case 
in  the  early  part  of  the  year,  when  the  same  plea  was  made.  That 
is  to  say,  that  the  whole  country  and  all  the  fabric  of  all  of  the 
finances  was  based  upon  what  the  amount  of  the  rates  was  that  the 
railroads  should  get. 

They  were  getting  enough,  so  the  commission  held.  They  were 
apparently  not  in  danger  of  suffering  disaster,  as  the  commission 
held.  The  advance  proposed  in  the  Western  part  of  the  country  was 
refused  entirety. 

This  brings  us  right  up  to  the  point  that  they  are  not  satisfied  with 
that  method  of  getting  it;  they  want  enough  to  have  the  surplus  in 
there,  in  order  that  the  surplusrnay  furnish  the  credit  for  the  Nation. 
I  say  they  are  not  entitled  to  have  embraced  within  the  guarantee 
any  surplus.  If,  in  the  working  out  of  the  transaction,  it  shall 
happen  that  given  lines  of  railroad  do  accumulate  a  surplus,  that  the 
large  proportion  of  that  surplus  is  to  go  to  that  railroad,  there  should 
be  an  amount  retained  by  the  Government  out  of  the  surplus,  however, 
that  will  enable  the  Government  to  take  care  of  the  weaker  lines  that 
will  need  assistance,  and  that  will  stimulate  and  help  the  stocks  and 
bonds  that  are  not  saleable  to-day. 

Speaking  about  cripples  being  taken  over,  I  suppose  the  Cotton 
Belt  Railroad  was  taken  over  under  the  order  admittedly,  was  it  not? 

Commissioner  Anderson.  I  know  nothing  about  it. 

Mr.  Cowan.  The  St.  Louis  Western,  I  suppose,  a  large  system  like 
that,  would  be  taken  over;  but  the  Cotton  Belt  system  has  got  to  take 
care  of  its  cripple,  and  the  Government  then  has  got  to  take  care  of 
the  Cotton  Belt.  But  the  other  cripples,  the  born  cripples,  will  still 
be  out  in  the  cold. 

There  should  be  contained  in  the  bill,  gentlemen  of  the  committee, 
some  provision  that  would  take  care  oi  the  people  who  have  gone 
forward  and  taken  a  chance  on  the  bet.  The  Orient  Railroad  is 
built  from  Kansas  City  now  clear  out  to  Alpine  on  the  Southern 
Pacific,  I  believe  about  740  miles.  It  now  runs  through  the  worst 
drought-stricken  district  in  the  world — unless  that  is  the  Sahara 
Desert.  It  is  good  cotton  country  all  through  western  Oklahoma, 
clean  down  to  San  Angelo,  Tex.  It  is  fine  stock-growing  country, 
it  is  developing  country;  it  competes  with  the  Santa  Fe,  competes 
with  the  Fnsco,  competes  with  the  Texas  &  Pacific  and  the  Colorado 
&  Southern  for  traffic  everywhere,  but  it  has  no  cars,  it  could  not  turn 
a  wheel  if  the  Government  did  not  say  so.  It  is  left  out  in  the  cold. 
It  is  out  there  developing  a  new  country,  it  is  built  for  prospects,  and 
to  destroy  those  prospects  injures  the  people  who  live  on  the  line, 
destroys  the  railroad — is  an  unconscionable  transaction  and  ought 
not  to  be  proposed,  so  there  must  be  some  method  of  taking  care  of 
that  sort  of  a  case. 
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I  say  that  if  my  proposition  is  adopted  here  the  railroads  will  iv- 
ceive  and  the  public  will  receive  the  assurance  of  the  Government  of 
dividends  equal  to  what  have  been  paid  heretofore.     They  will  V 

fuaranteed,  they  will  be  permitted,  each  railroad  system,  like  the 
anta  Fe,  for  example,  ana  the  Union  Pacific,  to  earn  whatever  they 
can,  and  out  of  the  earnings  they  get  they  could  pay  out  of  the  surplus, 
over  and  above  the  interest  and  the  fixed  charges,  the  dividends. 

Commissioner  Anderson.  Mr.  Chairman,  may  I  ask  a  question 
there  ?  Is  it  not  clear,  Judge,  that  if  you  leave  each  one  of  these 
carriers  largely  manned  by  the  old  personnel,  and  also  organize  your 
plan  of  Federal  control  that  they  will  have  a  large  interest  in  making 
a  surplus,  that  you  will  have  your  operating  forces  engaged  in  the 
same  scramble  for  traffic  and  cars  and  profits  that  they  are  now  in 
and  to  avoid  which  is  one  of  the  very  reasons  for  the  Federal  control 
now  assumed  ? 

Mr.  Cowan.  They  would  be  engaged  in  the  scramble  for  traffic  and 
for  the  accommodation  of  the  public,  and  that  is  very  much  to  be 
desired,  I  think,  because  they  would  perform  a  better  service.  But 
it  has  been  my  understanding,  Commissioner  Anderson,  since  yes- 
terdav — I  have  not  understood  it  so  definitely  until  yesterday — that 
the  plan  was  to  operate  through  the  existing  railroad  organization. 
If  that  is  not  what  you  said  on  the  stand,  I  would  like  to  correct  it. 

Commissioner  Anderson.  I  did  say  it. 

Mr.  Cowan.  I  am  just  goin^  to  recall  that  assumption. 

Commissioner  Anderson.  One  of  the  chief  difficulties  that  the 
Government  will  face  will  be  to  get  perfectly  honest,  patriotic,  and 
upright  men,  who  have  been  brought  up  in  the  service  of  the  separate 
corporations,  to  remember  that  during  Federal  control  they  are 
working  for  the  Nation,  and  that  they  have  no  interest  to  try  to 
divert  traffic  to  their  particular  corporation,  to  try  to  get  or  keep 
cars  on  their  particular  line;  that  their  only  interest  is  to  move  traffu* 
for  the  benefit  of  the  people  of  the  United  States.  Now,  you  would 
utterly  destroy  that  by  making  it  the  bounden  duty  of  the  old  official* 
of  that  road  to  get  all  the  traffic  they  could,  all  the  cars  they  could. 
make  all  the  money  they  could — in  other  words,  you  would  keep  the 
competitive  system  alive  when  we  have  taken  Federal  control  m 
order  to  suspend  it,  would  you  not? 

Mr.  Cowan.  In  order  to  keep  it  from  being  destroyed. 

Commissioner  Anderson,  "Suspend"  is  the  word  I  put  there. 

Mr.  Cowan.  u Suspend  it"  means  nearly  the  same  as  destruction. 

My  opinion — and  I  am  only  giving  you  my  opinion,  gentlemen, 
to  take  it  for  what  it  may  be  worth,  and  it  may  not  be  worth  any- 
thing— but  I  understood  that  the  plan  was  to  operate  these  road> 
through  their  present  organization.  Of  course,  I  am  speaking  upon 
that  assumption.  If  I  were  to  address  myself  to  a  case  where  the 
Government  is  going  to  discharge  all  those  men  and  get  a  crowd 
like  they  have  in  building  the  cantonments  and  shipyards,  and  one 
thing  and  another,  I  would  speak  in  an  entirely  different  way.  I 
would  be  opposed  to  the  bill  in  such  a  shape.  I  do  not  believe  am 
man  can  operate  the  railroads  of  the  country  in  this  shape  without 
taking  over  the  officials  and  the  forces  of  that  railroad.  Human 
nature  is  that  a  man  operates  best  when  he  is  doing  it  for  his  own 
best  interests.  The  employees  will  feel  that  they  are  acting  for  their 
own  best  interests  when  they  are  handling  the  traffic  of  tneir  com- 
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pany  to  the  best  advantage,  in  the  most  economical  way,  and  pro- 
ducing the  best  results,  and  accommodating  the  people  who  patronize 
the  railroads.     That  is  my  opinion. 

So  feeling,  too,  I  believe  that  the  guaranty  ought  to  be  to  each 
railroad.  The  guaranty  ought  to  take  care  01  the  financial  situation 
and  give  the  public  confidence  in  these  securities.  It  need  not  go 
further  with  regard  to  public  confidence.  Then  I  believe  the  stimulus 
and  incentive  to  economical  operation  and  the  accommodation  of  the 
public  ought  to  be  there  in  the  organized  forces  of  each  railroad. 
That  is  my  opinion.  I  have  talked  with  some  of  the  prominent  men, 
whose  names  I  should  not  mention,  perhaps.  I  do  not  believe  there 
is  much  disagreement  in  regard  to  that  opinion.  The  question  has 
been  how  you  could  accomplish  it  with  this  guaranty  fund.  I  think 
the  plan  I  have  suggested  is  perfectly  simple,  but  it  goes  further  in 
the  way  of  financial  help  and  aid  to  the  railroads'  securities  in  this, 
that  the  Government  takes  some  part  of  the  surplus  that  might  be 
made  and  uses  it  to  help  those  which  need  it,  in  the  way  of  the  pay- 
ment of  their  interest  and  dividends  when  it  shall  be  necessary,  and 
in  the  way  of  the  upkeep  of  their  property  when  it  is  necessary,  in 
order  to  perform  service  for  the  people  and  for  the  Government. 

Of  course,  there  is  no  such  thing  as  a  railroad  performing  simply 
service  for  the  Government.  It  must  be  a  service  for  the  public,  and 
the  taking  over  of  the  railroads  for  that  purpose  and  creating  and  put- 
ting in  one  combined  force  of  operation  and  for  purposes  of  operation, 
means  the  distribution  of  the  cars  and  the  locomotives  and  loss  of  their 
facilities.  When  you  come  to  fixing  the  pay — the  amount  that  shall 
be  paid,  rather,  by  the  ordinary  snipper,  anybody  who  ships  and 
uses  the  transportation  facilities,  that  should  be  fixed  in  that  manner 
in  which  heretofore  we  have  done  it,  for  reasons  that  I  have  spoken 
of  when  I  was  before  the  committee  at  a  previous  time. 

Senator  Kellogg;  Would  there  not  have  to  be- some  guaranty  in 
this  bill  that  the  stockholders  should  have  a  right  to  have  their  road 
earn  what  it  reasonably  could  ? 

Mr.  Cowan.  That  is  involved  in  my  proposition  for  the  dividend- 
paying  property.  I  take  it  that,  in  so  far  as  the  financial  fabric  of 
this  country  is  to  be  affected  by,  or  rests  upon,  the  railroad  securities, 
it  is  the  dividend-paying  securities  and  the  interest-paying  securities, 
and  that  it  could  not  have  rested  upon  a  boat  without  a  Dottom;  so 
that  the  guaranty  would  apply  to  all  such  roads,  Senator  Kellogg. 

Senator  Kellogg.  What  I  meant  is  this:  You  said  let  the  railroads 
earn  what  they  could  above  the  guaranty. 

Mr.  Cowan.  Yes,  sir. 

Senator  Kellogg.  Then  there  should  be  some  guaranty  in  the  bill, 
or  some  provision  in  the  bill  that  would  give  the  stockholders  a  right 
to  operate  their  roads,  so  they  could  all  earn  something. 

Mr.  Cowan.  Oh,  yes;  that  is  what  I  am  speaking  of.  I  under- 
stood Mr.  Anderson — I  think  he  is  quite  correct  about  it — as  to  a 
matter  of  policy,  that  presently,  at  least  until  we  see  how  long  we  are 
going  to  nave  to  take  these  roads — personally  I  believe  the  only 
sensible  thing  to  do  is  to  operate  through  organized  forces.  I  do  not 
think  that  what  might  appear  presently  the  thing  to  do  would  appear 
to  be  the  thing  to  do  two  years  from  now,  after  we  shall  have  the 
experience.  It  might  not  be,  but  I  assumed  Mr.  Anderson  was 
speaking  somewhat  with  authority  when  he  said  that  would  be  the 
plan. 
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Senator  Kellogg.  Yes;  but  it  is  not  in  the  bill. 

Mr.  Cowan.  I  know  it  is  not,  but  it  would  be  the  plan  if  the  lull 
contained  a  guaranty  in  the  manner  I  have  suggested.  It  would  i*- 
naturally  involved  in  the  bill. 

Senator  Townsend.  But  suppose  that  the  Director  General  divert* 
the  traffic  from  the  prosperous  road  only,  or  less  prosperous,  and  let* 
that  less  prosperous  road  earn  a  surplus  which  it  never  had  earart 
before,  would  it  under  your  plan  be  entitled  to  that  surplus  and  ti* 
other  denied  it? 

Mr.  Cowan.  Senator  Townsend,  I  have  not  thought  about  thai. 
I  do  not  know.  It  might  be  there  ought  to  be  a  qualification  the1*, 
that  in  any  event  it  ought  to  earn  more  than  the  amount  it  oajs  for 
dividends,  if  it  has  not  been  making  a  dividend.  You  will  find  a  good 
many  things  that  have  not  been  considered,  gentlemen,  when  ymi 
get  together  and  get  to  discussing  this  subject  more  fully. 

Commissioner  Anderson.  If  you  are  going  to  guarantee  the  stock- 
holders that  the  roads  shall  continue  to  earn,  which  I  take  it  Senau-r 
Kellogg's  question  means,  and  if  the  I.  C.  C.  is  to  continue  to  mat 
rates  and  the  Director  General  is  to  make  wages,  just  where  will  thr 
United  States  Treasury  come  out  ? 

Mr.  Cowan.  Well,  there  has  been  such  a  big  circuit  in  the  roads  tlu: 
handle  85  per  cent  of  the  traffic,  that  if  we  continue  to  approach  thrir 
net  earnings  a3  heretofore,  there  will  be  a  good  deal  ot  leeway  then* 
None  of  these  matters  are  without  their  difficulties.  The  whole 
subject  is  one  of  great  complexity  and  great  difficulty.  The  difficult} 
is  to  pursue  the  course  that  will  be  the  least — what  was  your  expres- 
sion, Mr.  Anderson  ? 

Senator  Kellogg.  Least  bad. 

Mr.  Cowan.  That  is  it;  the  lea3t  bad.  Now,  as  to  the  divw-n  n 
of  traffic  again,  I  think  the  Director  General  himself  believed — I  think 
he  has  so  expressed  it,  either  before  this  committee  or  the  boo*? 
committee,  that  the  amount  of  that  diversion  will  not  be  so  great  a* 
might  be  supposed,  after  we  relieve  the  congestion  at  the  terminal 
I  think  the  congestion  at  the  terminals  will  probably  account  for  mor* 
diversion  than  anything  else,  so  that  the  line  hauls  to  a  large  extoat 
will  not  be  reduced,  and  the  sum  total  of  the  earnings  will  not  be  dr« 
creased  very  materially.  I  think  that  the  people  who  do  the  ahippmc 
know  better  how  to  route  their  traffic  generally,  and  that  will  be  pur- 
sued. It  will  go  along  lines  of  least  resistance,  no  doubt.  Then?  *ii! 
be  no  object  on  anybody's  part,  the  Director  General's  or  other*.  t«» 
divert  traffic  for  the  purpose  of  changing  the  amount  of  earnings  i»a 
one  railroad,  as  compared  to  another,  but  there  will  be  on  those  short 
lines  you  leave  out — surely  it  will  be  taking  money  right  out  of  the 
treasury  of  the  railroads  they  have  taken  control  of,  to  leave  one  n*d 
out  that  might  handle  the  traffic,  and  hand  it  over  to  others  and  thus 
starve  the  road  to  death.  The  railroads  could  not  give  the  car? 
without  the  Government  said  so.  I  think  when  you  give  it  consi- 
deration, and  I  believe  that  the  Director  General,  when  he  eivw  it 
consideration,  will  conclude  that  on  the  whole  it  is  beat  to  take  ow 
all  of  the  railroad  properties;  not  discourage  the  building  of  short 
lines,  not  injure  them  or  the  communities  where  they  operate,  and  t  • 
operate  them  in  connection  with  the  systems  with  which  they  conn**!. 
doing  away  with  the  overhead  expenses  and  office  organization,  and 
in  the  end  it  will  be  a  great  deal  better  for  the  country.    It  wul 
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commandeer  and  get  together  the  resources  of  the  country  in  a  better 
way,  on  equal  terms,  and  I  think  that  plan  ought  to  be  pursued.  I 
believe  it  to  be  very  desirable  and  worth  very  careful  thought. 

Now,  always,  of  course,  in  approaching  these  subjects  we  must  do 
so  under  the  fear  that  somebody  will  say,  "  Well,  you  are  against  the 
*  i«iv»'i  n  mil ;  you  are  trying  to  keep  from  doing  something  the  Gov- 
ernment wants,  or  you  want  to  do  someting  to  stop  the  Government 
from  doing  this  or  that."  I  wish  to  assure  this  committee  that  is 
not  in  any  sense  the  case  with  the  people  I  represent.  We  are  the 
first  to  help  the  Government.  We  are  ready.  We  want  to  win  the 
war.  We  are  raising  the  stuff  that  has  got  to  be  utilized  for  doing  it. 
We  want  to  reach  the  markets  of  consumption  without  any  addi- 
tional charge  placed  upon  it.  We  think  you  would  be  justified  in 
putting  an  amendment  to  this  bill  that  the  rates  on  grain,  foodstuffs, 
and  livestock  should  not  be  increased  during  the  pjeriod  of  the  war; 
but  it  is  left  to  the  Interstate  Commerce  Commission,  with  their 
regular  methods,  with  their  knowledge  of  the  need  of  interrelation- 
ship of  rates,  and  then  you  do  not  have  a  guaranty  of  that  that  com- 
pels them  to  do  what  they  know  is  wrong.  Nobody  is  going  to 
suffer  very  materially  on  that  score.  The  point  about  it  is  we  want 
to  avoid  the  necessity  of  calling  upon  the  people  to  pay  enormously 
higher  rates  in  order  to  meet  a  guaranty  that  we  foolishly  entered 
into.  That  guaranty  ought  to  be  in  terms  like  the  injunction  pro- 
ceeding in  Smyth  v.  Ames.  They  enjoined  the  State  of  Nebraska 
from  certain  rates,  but  the  condition  there  was  that  that  was  only 
temporary. 

If  the  circumstances  and  conditions  should  change,  as  they  doubt- 
less would,  then  application  could  be  made  to  change  the  terms  of 
the  injunction,  and  it  ought  to  be  so  here,  and  again  I  appeal  to 
the  committee  to  make  it  so  in  the  bill  that  you  may  take  an  invoice, 
take  stock  of  the  situation,  and  that  the  amount  of  compensation 
may  be  changed  should  circumstances  demand  it,  so  at  least  as  to 
give  the  railroads,  a  reasonable  return  and  a  little  bit  more.  We  are 
willing  to  go  a  little  bit  further,  but  we  are  not  willing  to  turn  it 
over  to  the  gentlemen  in  New  York  and  elsewhere,  to  levy  under  a 
guaranty  higher  rates  at  their  will  in  order  to  meet  that  guaranty; 
and  we  don't  want  to  be  left  where  we  would  have  to  appeal  to  their 
patriotism  not  to  do  it.  Now,  their  patriotism  may  be  all  very 
well,  but  it  is  not  worth  a  cent  when  it  faces  an  advance  in  freight 
rates,  as  evidenced  by  the  fact  that  Mr.  Willard's  argument  in  favor 
of  advancing  the  rates  on  the  Baltimore  &  Ohio  Railroad,  when  he 
was  on  the  National  Council  of  Defense — I  suppose  he  was  right  about 
it,  representing  the  Baltimore  &  Ohio.  He  ought  to  have  done  it. 
but  I  do  not  think  he  was  a  very  good  representative  on  the  National 
Defense  during  that  hour  that  he  made  that  speech.  I  thought  it 
was  a  trifle  questionable  whether  it  was  a  speech  altogether  imbued 
by  patriotic  desire.  It  rather  looked  to  me  like  it  was  a  desire  to 
get  something  for  the  Baltimore  &  Ohio  Railroad. 

These  railroads  are  the  highways  of  commerce — the  arteries  of 
commerce — the  vital  force  that  must  be  operated  to  the  best  advan- 
tage, in  order  that  all  of  the  people  can  get  all  of  the  wheels  turning. 
I  say  now  that  I  think  this  country  is  facing  a  proposition  that  HUght 
bring  the  greatest  calamity  that  ever  happened  to  the  Nation.  That 
is,  stop  the  wheels  from  running.    It  won't  do.    Encourage  every- 
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body  to  operate  every  possible  producing  agency  there  is  in  this 
country.  Why,  it  is  said  in  the  public  press  that  we  advise  the 
stopping  of  building  in  the  country.  If  you  will  stop  construction 
in  this  country  for  one  year,  you  will  wreck  the  railroads  of  this 
country,  because  they  won't  have  the  traffic  to  handle.  You  will 
put  labor  out  of  employment.  You  will  stop  the  brickyards.  What 
is  a  man  going  to  do  that  stops  making  brick  f  He  will  stop  the 
bricklayers.  What  are  they  going  to  do?  There  is  a  great  economic 
question  here,  gentlemen,  and  you  have  got  to  face  it,  and  that  is, 
in  this  Nation  of  a  hundred  million  people,  with  millions  of  industries 
interwoven  with  one  another,  all  of  it  depending  upon  transporta- 
tion, all  of  it  depending  upon  a  market,  everyone  depending  upon 
the  ability  to  sell  what  he  raises,  others  to  buy  at  a  price  and  at  a 
time  that  will  enable  him  to  live — it  won't  do  much  to  interfere 
with  the  ordinary  course  of  business,  and  if  you  do  you  are  going  on 
the  rocks,  and  that  is  where  you  will  go  when  you  leave  these  railroad 
systems  without  a  desire  or  incentive  to  move  a  car;  to  save  the 
loss  and  damage,  to  save  the  traffic,  to  economize  in  handling  it. 
prevent  destruction,  to  prevent  fires — it  invites  a  calamity,  in  my 
opinion,  to  do  otherwise  than  to  treat  each  one  as  an  entity,  aco* 
force  that  railroad  corporation  to  the  highest  state  of  efficiency, 
which  they  say  and  have  announced  they  desire  to  perform  durirs 
the  war,  and  which  I  believe  they  want  to  perform,  but  do  not 

Guarantee  above  what  is  reasonable  to  support  the  securities  whim 
eretofore  have  been  paying  the  interest  and  the  regular  dividends. 
When  you  shall  have  done. that,  you  will  have  gone  as  far  as  it  is 
necessary  to  sustain  the  financial  fabric.  You  will  have  brought 
into  force  the  incentive  to  do  the  best  they  can.  You  will  have  the 
operation  under  the  direction  of  the  Director  General,  who,  I  suppose, 
is  as  competent  a  man  for  that  as  could  be  had.  I  have  the  fullest 
confidence  in  his  ability  to  do  that,  when  he  shall  have  taken  the 
advice,  when  he  shall  have  obtained  the  information,  when  he  skal1 
have  come  into  knowledge  of  the  great  transportation  business  of 
this  country,  which  is  difficult  and  takes  a  long  time  to  do.  I  believe 
that  every  agency  of  the  Government  is  designed  to  do  the  be>t 
for  the  people.  I  am  certain  the  people  want  to  do  the  best  for  the 
Government,  but  give  the  people  a  show  to  do  it  and  they  will  per- 
form their  part. 

I  thank  you,  gentlemen. 

SUBSTITUTE  FOR  8ECTION  1,  BUGGESTKD  BY  MB.  B.  H.  OOWAX. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  ofAmr~<  s 
in  Congress  assembled,  That  the  President  is  hereby  authorized  to  enter  into  an  ae^*- 
ment  with  any  common  carrier  owning  or  operating  any  railroad  or  system  of  trans- 
portation now  under,  or  which  shall  hereafter  come  under,  the  control,  possession.  * 
operation  of  the  President,  or  the  control,  use,  possession,  and  operation  thereof  ta*-** 
by  him  for  public  use  (hereinafter  called  Federal  control)  by  virtue  of  the  act  of  Auj  < 
twenty-ninth,  nineteen  hundred  and  sixteen,  and  the  joint  resolutions  of  April  ?Lvl 
nineteen  hundred  and  seventeen,  and  December  seventh,  nineteen  hundred  at.i 
seventeen,  declaring  a  state  of  war,  and  the  proclamation  of  the  President  of  Decern  >  - 
twenty-sixth,  nineteen  hundred  and  seventeen,  for  just  compensation  to  he  pui  r 
secured  to  such  common  carriers  or  other  person,  firm,  or  corporation,  the  owner  •. 
any  railroad  or  system  of  transportation  or  any  part  thereof,  such  agreement  to  pr  - 
vide  for  the  just  compensation  to  be  paid  or  secured  for  the  use  of  the  railroad  or  oth-  r 
property  of  such  carrier  or  system  of  transportation,  or  any  part  thereof,  devoted  •  > 
public  use  during  the  period  of  Federal  control.  Payment  thereof  to  be  guarant  -: 
by  the  Government  to  the  party  entitled  thereto  as  herein  provided.    The  amount  ••» 
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racb\  compensation  so  guaranteed  not  to  exceed  the  sum  per  annum,  or  proportionate 
>art  for  fractions  of  a  year,  the  equivalent  of  the  average  yearly  operating  income  (as 
;h>at  term  is  used  in  the  accounting  system  of  rules  prescribed  by  the  Interstate  Com- 
merce Commission)  for  the  period  July  first,  nineteen  hundred  and  fifteen,  to  December 
thirty-first,  nineteen  hundred  and  seventeen,  such  payment  to  be  made  at  such  stated 
periods  as  may  be  agreed  upon,  quarterly  or  annually,  in  the  amount  sufficient  to  pay 
trie  interest  on  outstanding  bonds  or  other  evidences  of  indebtedness  or  obligations  of 
the  carriers  on  which  current  interest  has  been  paid  during  said  period,  and  in  addition 
bo  such  interest  an  amount  sufficient  to  pay  the  same  per  centum  of  dividend  on  out- 
standing stock  of  such  carrier  company  issued  and  sold  prior  to  December  sixth,  nine- 
teen hundred  and  seventeen,  as  has  customarily  been  paid,  not  exceeding  the  average 
percentage  of  dividend  paid  during  such  period  since  July  first,  nineteen  hundred 
and  seventeen. 

The  net  revenue  from  operation  of  each  of  such  carriers  owning  or  operating  such 
system  of  transportation,  or  part  thereof,  under  Federal  control,  aa  aforesiad,  in  excess 
of  the  amount  guaranteed  to  be  paid,  as  aforesaid,  as  interest  and  dividends,  to  be 
retained  by  the  President,  the  director  general,  or  other  agency,  as  may  be  deter- 
mined by  the  President  for  maintenance  other  than  ordinary  current  expenditures 
required  for  maintenance  to  keep  the  property  in  the  usual  state  of  repair  or  for  addi- 
tions and  betterments,  equipment  or  new  trackage  or  facilities  or  for  general  uses  of 
administration  not  included  in  operating  expenses,  or  to  aid  in  paying  such  interest 
and  dividends  as  guaranteed,  such  excess  net  revenue,  less  the  amount  expended  for 
the  aforesiad  purposes,  shall,  on  final  settlement,  or  at  periods  provided  herein  for 
settlement  between  the  Government  and  such  carriers,  be  paid  over  to  each  of  such 
carriers  earning  the  same  or  on  whose  line  it  was  earned;  and  the  President  is  further 
authorized  under  such  agreement  to  make  all  reasonable  agreements  for  the  main- 
tenance, repairs,  and  renewals  of  property  of  such  common  carriers,  charging  to  operat- 
ing expenses  the  amount  properly  chargeable  thereto,  and  to  capital  account  such 
expenditures  as  under  the  accounting  rules  of  the  Interstate  Commerce  Commission 
should  be  charged  to  additions  and  betterments  the  cost  of  such  additions  and  better- 
ments, to  be  deducted  out  of  the  standard  return  upon  the  final  settlement  with  such 
carrier;  or  at  periodical  settlements  as  may  be  provided  for  by  such  agreement;  and 
the  President  may  by  such  agreement  provide  for  the  creation  of  such  reserve  funds  for 
renewals,  replacements,  and  betterments  and  for  the  depreciation,  if  any,  of  the 
property  ana  equipment  to  the  end  that  at  the  termination  of  such  Federal  control 
the  property  shall  either  be  turned  back  to  such  common  carrier  or  party  entitled 
thereto  in  substantially  as  good  state  of  repair  and  as  complete  equipment  in  as  good 
state  of  repair,  as  at  the  beginning  of  Federal  control,  or  that  failing  to  do  so  just  pay- 
ments shall  be  made  therefor  to  such  common  carrier,  and  in  the  event  such  property 
is  turned  back  in  a  better  state  of  repair  or  with  additions  and  betterments,  or  addi- 
tions of  equipment  reasonably  necessary  in  the  operation  of  such  property,  due  allow- 
ance shall  be  made  therefor,  to  be  deducted  out  of  the  standard  return. 

If  the  President  should  find  that  the  condition  of  any  such  carrier  was  during  all 
or  a  substantial  portion  of  the  period  of  time  subsequent  to  July  first,  nineteen  hundred 
and  fifteen,  because  of  such  carrier  not  having  kept  such  property  in  such  state  of 
repair  or  because  of  delay  in  operation  or  repairs  or  other  exceptional  condition, 
then  the  President  may  make  with  the  carrier  such  agreement  for  just  compensation 
as  under  the  circumstances  of  the  particular  case  shall  seem  just.  The  President  is 
further  authorized  in  such  agreement  to  make  all  other  reasonable  provisions  not 
inconsistent  with  the  provisions  of  this  act  or  the  act  of  August  twenty-ninth,  nine- 
teen hundred  and  sixteen,  that  he  may  deem  necessary  or  proper  for  such  Federal 
control  or  for  the  determination  of  mutual  rights  and  obligations  of  the  parties  arising 
out  of  such  Federal  control  but  which  will  not  obligate  the  Government  to  exceed 
the  guarantee  herein  provided  for. 

SUBSTITUTE  FOR  SECTION  11,  PROPOSED  BY  S.  H.  COWAN. 

Sec  11.  That  carriers  while  under  Federal  control  shall,  notwithstanding  such 
Federal  control  in  whatever  form  it  may  be  exercised,  in  so  far  as  not  inconsistent 
with  or  contrary  to  this  act  or  any  order  of  the  President  in  the  necessary  exercise  of  the 
military  power  directing  or  regulating  "transportation,"  as  that  term  is  defined  in  the 
first  section  of  the  act  to  regulate  commerce  or  requiring  or  directing  the  performance 
of  any  service  or  the  doing  of  any  other  thing  for  military  purposes  otherwise  necessary 
for  the  purposes  of  the  war,  be  subject  to  all  laws,  duties,  and  liabilities  as  common 
carriers,  whether  arising  under  statutes  or  common  law,  in  the  same  manner  as  if  such 
property  under  Federal  control  were  operated  by  the  corporations  or  persons  owning 
the  same  as  common  carriers;  and  all  suits,  actions,  and  proceedings  to  enforce  such 
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duties,  or  recovery  for  any  liability,  or  the  enforcement  of  any  other  right,  my  ■* 
brought  by  and  against  such  earners  and  judgment  rendered,  decrees  and  <*!*« 
made  as  provided  by  law.  The  possession,  control,  and  operation  by  the  dm<:  r 
general  of  the  property  used  in  the  transportation  service  and  the  operation  iht»-« 
snail  be  deemed  to  be  that  of  such  carriers  with  respect  to  the  property  operated  * 
such  carrier  at  the  time  of  taking  such  Federal  control.  But  no  nroceaa,  men*  * 
final,  shall  be  levied  against  any  property  under  such  Federal  control  or  the  poa*e**  a 
and  operation  thereof  in  anywise  interfered  with.  The  President  shall  prex-.t* 
the  means  and  methods  of  payment  out  of  operating  revenue  derived  from  such  ftxk~ru 
control  of  any  judgment  or  the  enforcement  of  any  decrees  or  orders  that  may  be  ren- 
dered or  made  against  any  such  carrier,  the  charging  against  the  standard  return  '^ 
amounts  which  may  be  paid  on  account  of  liabilities  accruing  prior  to  the  taker  ■ 
such  Federal  control,  and  as  to  the  payment  of  judgments  or  satisfying  the  oVr?«i 
or  orders  for  liabilities  accruing  during  such  Federal  control,  the  amount  paid  n  — 
be  charged  against  the  operating  expenses  under  such  Federal  control. 

Provided,  That  the  act  to  regulate  commerce,  approved  June  twenty-eighth  rat- 
teen hundred  and  six,  and  acts  amendatory  thereof,  and  the  laws  of  the  several  v*~  <<* 
or  the  administrative  orders  or  requirements  made  in  the  administration  u>r« 
shall  not  as  to  rates,  fares,  and  charges  be  superseded  by  anything  in  this  art  «■  -- 
tained  or  any  order  of  the  President,  but  the  power  to  make  rates  and  rep-Lai. :  • 
thereof  shall  remain  as  it  was  at  the  time  of  taking  Federal  control  of  any  comnuij  <  j* 
rier,  except  in  special  or  exceptional' cases  where  it  shall  be  imperatively  aeoft'un 
in  the  transportation  of  troops,  Government  employees  or  officials,  munition?.  •  :- 
plies,  or  other  traffic  for  the  Government  or  for  the  Army  and  Navy,  or  any  ^J**  -i 
cases  of  calamity  or  other  imperative  necessity  where  in  order  to  relieve  such  rxi*  f- 
tional  conditions  it  may  be  necessary  to  require  traffic  to  be  moved  without  ooo*>  i* 
8a t ion,  or  that  charges  different  from  the  regular  and  established  rates  be  m*d«.  u»  - 
in  all  such  cases  the  President,  or  director  general  acting  under  authority  el  the  F>-. 
dent,  may  make  such  orders  as  will  meet  the  emergency.  Nothing  in  thi*  ptt  • .  • 
shall  be  held  to  affect  or  in  any  wise  limit  the  right  or  power  of  thePrecident,  or  'bt 
director  general  acting  under  authority  of  the  President,  with  respect  to  the  rv*Urf 
of  traffic  or  changing  its  destination  or  placing  embargoes  when  necessary  to  pr*^«  it 
congestion  or  the  impeding  of  traffic  or  tne  doing  of  any  other  thing  that  may  b*  arc**- 
sarv  under  the  war  power  with  respect  to  tne  control  of  such  4*  transportation." 

All  pending  cases  and  proceedings  before  the  Interstate  Commerce  Conmu^-a 
shall  proceed  as  heretofore  or  as  may  be  directed  by  the  commission,  and  all  prem  cl- 
ings which  under  the  act  to  regulate  commerce  may  be  brought  against  or  by  a  carrvr 
either  before  the  commission  or  the  courts  may  be  brought  by  or  against  such  c&rrw 
under  Federal  control  in  the  same  manner  as  it  might  have  been  brought  with*  -t 
such  Federal  control. 

The  director  general  shall  be  authorized  to  bring  and  defend  all  suite  and  proca- 
ines in  like  manner  and  to  the  same  effect  as  the  carrier  not  under  Federal  com?  I 

Note. — The  foregoing  probably  will  have  to  have  added  to  it  a  proviso  stair  { 
carriers  shall  be  liable  for  valid  claims  arising  during  control  but  not  put  into  j -*•-**- 
ment  or  paid;  that  is,  they  take  back  the  property  with  those  liabilities. 

The  Chairman.  Mr.  Plumb,  you  can  address  the  committee  now 

ABGTTXEOT  OF  OLEHH  B.  FL17XB. 

Mr.  Plumb.  Mr  Chairman  and  gentlemen  of  the  committee,  I  wet 
to  take  up  the  argument  where  it  was  left  by  Judge  Thorn.  I  find 
myself  in  a  well  beaten,  circular  path,  wherein  the  dog  of  rates  lead* 
and  is  chasing  the  cat  of  value  around  and  around.  At  times  I  was 
afraid  the  dog  was  going  to  overtake  the  cat,  and  at  times  I  was  certain 
that  in  a  moment  more  the  cat  would  have  leaped  ahead  of  the  dog, 
but  at  the  end  of  the  argument,  I  found  them  equally  distant  from 
each  other  and  the  same  distance  from  the  center  of  the  circle,  in 
the  positions  they  where  in  when  the  race  began. 

Judge  Thorn  has  cited  to  you  some  authorities  as  stating  the  t*1m 
of  the  property  at  the  time  it  is  being  devoted  to  the  public  nee,  must 
be  the  basis  upon  which  regulation  shall  be  exerted,  either  in  pre- 
scribing rates  or  in  fixing  compensation,  or  in  the  Monongahel*  c*t#, 
in  the  case  of  acquisition.    I  want  to  call  your  attention  to  tow* 
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distinctions  that  to  my  mind  should  be  made  in  these  cases.  There 
is  Wilcox  v.  The  Consolidated  Gas  Co.;  the  various  water-power 
cases  in  California;  the  Public  Utilities  case  in  Wisconsin;  the  Gas 
case  in  New  Jersey,  and  other  kindred  cases. 

The  first  distinction  is  that  in  none  of  those  cases  was  the  property 
under  consideration  a  public  highway.  In  none  of  those  cases  were 
the  functions  which  were  being  exercised  by  the  corporation,  purely 
a  governmental  function.  In  these  cases,  the  property  which  was 
under  consideration  was  private  propertv,  which  the  owner  had 
voluntarily  subjected  to  public  use,  and  whereby  the  contract  which 
he  made  with  the  public  when  he  subjected  that  property  to  public 
use,  he  had  granted  to  the  public  a  right  or  interest  in  the  regulation 
of  the  charges  which  he  made.  There  is  no  restriction  on  the  title 
by  which  they  obtain  their  property.  As  an  individual,  I  might 
erect  an  electric-light  plant,  a  water-power  plant,  and  a  gas  plant. 
I  need  no  franchise  for  that  purpose.  If  I  deliver  my  product  in 
wagons,  through  the  street,  in  chunks  of  ice,  in  cans  of  oil,  or  in  com- 
pressed tanks  of  gas,  I  do  not  need  to  ask  any  privilege  of  anybody 
to  engage  in  that  enterprise. 

Senator  Kellogg.  May  I  ask  a  question  there?  I  thought  the 
Supreme  Court  of  the  United  States  decided  in  the  Gas  case,  130, 
and  had  decided  several  times  since  that  a  gas  company  in  a  city 
occupied  the  position  of  a  public  corporation;  in  fact  was  a  public 
service  corporation. 

Mr.  Plumb.  They  do,  Senator,  and  I  am  just  coming  to  that;  but 
the  moment  I  abandon  my  own  individual  efforts  for  the  delivery  of 
my  product,  and  ask  the  use  of  the  public  highways  for  the  purpose  of 
making  that  delivery,  then  I  require  a  franchise,  and  when  I  obtain 
that  franchise,  that  contract  with  the  people  to  use  the  streets  for 
that  purpose,  then  I  have  agreed  that  they  may  regulate  the  use  of 
my  property,  but  I  did  not  acquire  my  property  subject  to  such  a 
limitation.  It  is  my  property  and  I  can  withdraw  if  from  that  use 
when  I  desire.  I  am  not  bound  to  have  my  investment  in  that  prop- 
erty perpetually  devoted  to  the  public  use. 

If  the  land  upon  which  my  gas  plant  is  situated  becomes  more 
valuable  for  some  other  purpose — some  other  private  purpose — than 
it  is  to  me  as  a  gas  works,  I  am  at  liberty  to  sell  that  land  and  place 
my  gas  producing  project  somewhere  else,  without  asking  any  legis- 
lative consent  whatsoever.  That  is  not  true  of  railroad  property. 
Railroad  property  is  property  devoted  to  the  public  use,  for  highway 
purposes,  ana  it  is  irrevocably  devoted  to  that  use.  It  can  only  be 
withdrawn  by  the  consent  of  the  legislature  under  which  the  title 
was  acquired.  It  is  not  private  property  which  is  subject  to  public 
regulation,  because  the  owner  has  consented  that  it  may  be.  It  is 
property  which  the  legislature  said  the  owner  might  acquire  for 
public  highway  purposes  and  only  for  that  purpose,  and  by  nis  very 
acquisition  of  tne  property  under  his  charter  he  has  irrevocably 
dedicated  that  property  to  the  public  service  for  highway  purposes, 
and  he  has  such  an  interest  in  that  property,  only  as  the  legislature 
haspermitted  him  to  acquire. 

There  is  a  very  important  distinction  between  public  utilities, 
which  are  not  public  highways,  and  public  utilities  which  are  public 
highways.     In  the  one  case,  you  have  the  property  devotecl  to  a 
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public  use  by  the  owner,  in  return  for  a  franchise  as  a  condition 
which  he  has  created,  that  his  use  of  that  property  may  be  subject 
to  regulation.  In  the  case  of  railroads,  you  nave  public  property 
devoted  to  use  for  public  highways,  in  which  the  people  have  granted 
to  the  governmental  agent  a  right  to  receive  remuneration  for  the  serv- 
ices which  he  renders. 

I  wanjb  to  call  your  attention  to  some  language  used  by  Judge 
Elliott  Anthony  in  the  constitutional  debates  in  Illinois,  and  I  ilo 
not  cite  this  as  a  binding  authority,  but  merely  for  the  cogency  of 
the  reasoning  as  stating  what,  some  47  years  ago,  at  the  time  the 
constitutions  were  being  adopted — what  was  then  the  motive  that 
impelled  the  people  to  put  these  provisions  in  the  constitution. 

Judge  Anthony  says: 

Great  lines  of  railway  on  which  whole  communities  depend  for  their  material  progress 
and  even  subsistence  have  come  to  be  regarded  as  the  private  property  of  individual! 
They  are  in  fact  trusts  held  by  individuals  for  public  use,  ana  subject  to  certain 
claims  for  private  remuneration. 

Mr.  Thom.  Did  I  understand  you  to  say,  Mr.  Plumb,  that  these 
cases  that  I  referred  to  were  not  railroad  cases — any  of  them  ? 

Mr.  Plumb.  I  said  that  there  was  a  distinction  between  some  of 
the  cases  which  you  cited  and  railroad  cases. 

Mr.  Thom.  You  do  not  mean  to  say  that  I  did  not  cite  railroad 
cases  ? 

Mr.  Plumb.  Oh,  no.  You  cited  the  Minnesota  rate  case,  and  you 
cited  one  ot  two  other  railroad  cases.  Now,  as  to  the  railroad  case 
which  Judge  Thom  has  cited — and  we  will  take  the  Minnesota  rate 
case  as  being  perhaps  the  latest  and  most  authoritative — I  shall  not 
attempt  to  repeat  tne  language  verbatim,  because  I  think  we  are  all 
familiar  with  the  language,  and  my  memory  for  exact  quotations  is 
not  accurate,  but  I  believe  if  I  do  not  state  the  substance,  I  will  be 
subject  to  correction.  In  the  Minnesota  rate  case,  the  Supreme  Court 
said  that  investment  alone  could  not  be  the  basis  on  which  the  rates 
should  be  determined,  because  that  investment  might  have  been 
imprudently  incurred  and  the  public  did  not  underwrite  such 
losses,  and  since  the  corporation  could  not  be  protected  against 
such  losses,  it  would  seem  fair  that  it  should  enjoy  such  accretions, 
or  might  enjoy  such  accretions  in  value  as  were  inherent  in  the 
property.     I  think  that  is  the  substance  of  that  declaration. 

Mr.  Thom.  Well,  it  fairly  held  there,  must  be  a  recognition  of  the 
fair  value,  if  it  is  more  than  the  cost. 

Mr.  Plumb.  Then  later  on  in  the  opinion  he  says,  "But  the  single 
question  to  be  determined  is  whether  the  rates  allowed  are  fair  com- 
pensation, and  if  the  company  is  to  receive  a  recognition  of  more  than 
the  investment  in  its  lands,  it  certainly  should  be  satisfied  if  it  is 
allowed  the  same  value  as  adjoining  and  contiguous  land";  but  he 
did  not  pass  upon  the  question. 

There  are  other  cases  which  Judge  Thom  has  cited,  which  seem  to 
apply  the  same  thing.  He  cites  from  the  case  of  Cotton  v.  The  Union 
Stockyards  Co.,  Justice  Brewer's  decision,  and  I  think  a  case  or  two 
in  North  Dakota.  Now,  I  want  to  refer  to  Justice  Brewer's  decision, 
because  he  did  put  in  such  a  remarkable  distinction  in  that  Union 
Stockyards  case.     He  said: 

The  value  of  the  investment  of  any  manufacturer  in  plant,  factory,  or  goods,  or  all 
three,  is  what  his  possessions  would  sell  for  upon  a  fair  transfer  from  a  willing  vendor 
to  a  willing  buyer. 
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And  I  think  that  is  the  position  that  Judge  Thorn  takes.  He  is 
entitled  to  the  whole  value  of  his  property,  determined  upon  its 
producing  basis  at  the  time  it  is  taken. 

Then  Justice  Brewer  goes  on — by  the  way,  was  that  Justice  Brewer 
in  that  case  ?    It  was  the  judge  in  that  case,  anyway. 

Mr.  Thom.  Justice  Brewer. 

Mr.  Plumb.  Justice  Brewer  says: 

As  applied  to  a  private  merchant  or  manufacturer,  the  foregoing  would  be  elemental, 
but  some  difference  is  alleged  to  exist  where  the  manufacturer  transacts  his  business 
only  by  governmental  license,  whether  called  a  franchise  or  by  another  name.  Such 
a  license,  however,  can  not  change  an  economic  law  unless  a  different  rule  be  pre- 
scribed by  the  terms  of  the  license,  which  is  sometimes  done. 

And  in  the  Chicago,  Burlington  &  Quincy  case,  to  which  I  called 
your  attention  in  my  argument,  it  was  held  that  a  different  rule  was 
prescribed  by  the  license,  and  that  it  was  not  the  value  of  the  property 
-which  the  owner  could  receive  in  a  condemnation  case,  but  the  dimi- 
nution in  the  value  of  the  use. 

Now,  in  the  Minnesota  Rate  case  and  in  the  other  railroad  rate 
cases,  all  of  them — I  make  no  exception,  to  which  Judge  Thom  has 
referred — there  was  no  reference  whatever  to  charter  rights,  the 
constitutional  limitations,  or  to  the  extent  of  the  privileges  which 
had  been  conferred  by  legislative  enactment,  and  again  I  want  to 
call  your  attention  to  what  the  Supreme  Court  has  said  when  such  a 
circumstances  arose.  Down  in  the  State  of  Kentucky,  they  adopted 
a  constitution  which  had  a  provision  that  is  very  common  in  many 
constitutions,  forbidding  tne  consolidation  of  parallel  or  com- 
peting railroad  lines.  The  Louisville  &  Nashville  had  effected 
many  such  consolidations;  had  put  out  its  securities  on  the  faith  of 
such  consolidations,  and  finally  consolidated  with  another  line. 
The  State  of  Kentucky  sought  to  enjoin  that  consolidation  on  the 

§  round  that  it  was  a  violation  of  the  constitution,  and  it  got  to  the 
upreme  Court  of  the  United  States  in  due  time,  and  there  it  was 
urged,  "Why,  we  have  made  these  consolidations  for  years;  nobody 
has  ever  objected;  we  have  asserted  the  right;  we  have  consoli- 
dated; we  have  issued  our  securities  and  no  objection  was  made  at 
the  time  this  consolidation  was  effected  until  after  it  had  been 
completed." 

The  Supreme  Court  said  (161  U.  S.,  677,  p.  690),  in  the  case  of  the 
Louisville  &  Nashville  Railroad  Co.  v.  Kentucky: 

A  power  is  frequently  yielded  to  merely  because  it  is  claimed,  and  it  may  be  ex- 
ercised for  a  long  time  in  violation  of  a  constitutional  prohibition  without  the  mis- 
chief which  the  constitution  was  designed  to  guard  against  appearing,  or  without 
anyone  being  sufficiently  interested  in  the  subject  to  raise  the  question,  but  these 
circumstances  certainly  can  not  be  allowed  to  sanction  a  clear  infraction  of  the 
constitution. 

I  listened  attentively  to  Judge  Thorn's  argument,  to  all  of  the  argu- 
ment of  the  railways7  representatives  that  have  been  presented  to  the 
Interstate  Commerce  Commission  in  the  valuation  cases,  and  I  have 
yet  to  hear  one  single  assertion  of  a  single  right  that  is  based  upon  a 
single  legislative  grant,  not  one,  until  just  before  Judge  Thom  closed 
he  said,  "Under  our  charters  the  franchise  which  is  conferred  upon 
us  is  the  franchise  to  charge  a  toll." 

Vested  rights  are  wonderful  things.  They  must  be  protected. 
Vested  wrongs  are  sometimes  even  more  wonderful.    The  situation 
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reminds  me  of  an  ancient  illustration.  There  was  once  a  great  finan- 
cier who  embarked  large  sums  of  money  in  a  transportation  enter- 
J>rise,  and  exacted  as  the  security  therefor  a  bond.  The  enterprise 
ailed.  The  bond  matured,  and  due  proceedings  were  brought  for 
the  exaction  in  the  bond.  That  bond  called  for  the  getting  of  a 
pound  of  flesh  from  the  breast  of  the  obligee  nearest  his  heart.  It  was 
plainly  written  in  the  bond.  It  was  admitted  that  was  the  demand, 
and  that  it  could  be  collected,  but  when  the  demand  was  made,  the 
judge  presiding  said,  "Let  me  see  the  bond,"  and  when  it  was  pro- 
duced it  was  found  that  only  flesh  could  be  taken;  no  blood  could  be 
drawn.  As  I  understand  the  position  of  the  carriers,  they  are  insist- 
ing upon  their  rights  to  the  last  penny — to  the  last  penny.  If  the 
demands  which  they  make  were  to  be  allowed  to  them,  they  would 
not  only  take  what  was  nominated  in  the  bond,  but  they  would  draw 
with  it  the  blood  of  this  country.  We  would  be  bled  pale  to  support 
an  indebtedness  as  great  as  that  which  we  must  now  incur  to  protect 
our  liberties,  and  so  I  say,  let  us  look  at  the  bond,  and  if  the  rights 
must  be  determined  on  the  bond,  and  not  by  agreements,  let  us 
determine  what  rights  they  have,  and  what  values  the  bond  attaches 
to  those  rights. 

You  will  find  when  you  do  come  to  investigate  the  bond,  that  there 
is  no  right  conferred  upon  a  single  one  of  these  corporations  to  do 
one  dollar's  worth  of  interstate  commerce.  That  will  surprise  you. 
I  do  not  say  that  the  public  should  insist  upon  as  strict  a  reading  of 
the  bond  as  the  carriers  are  now  insisting  upon,  and  when  I  say  that 
under  the  bond  no  carrier  has  a  right  to  transact  a  dollar's  worth  of 
interstate  commerce  business,  while  it  surprises  you,  I  think  you  can 
be  convinced  of  it  in  a  moment.  The  States  conferred  upon  the  Fed- 
eral Government  their  whole  sovereignty  over  interstate  commerce. 
No  State  could  authorize  its  creatures  to  engage  in  interstate  com- 
merce, except  by  the  consent  of  the  Government,  and  the  mere  acqui- 
escence in  the  exercise  of  a  privilege,  the  mere  license  to  exercise  a 
privilege  which  the  Federal  Government  has  so  far  permitted  these 
companies  to  exercise,  does  not  confer  a  vested  right.  However. 
that  in  no  wise  detracts  from  the  vested  rights  which  the  charters  of 
these  corporations  under  State  laws  have  conferred  upon  them,  and 
if  the  rights  which  Judge  Thorn  claims  on  behalf  of  these  carriers  do 
flow  from  the  grants  which  have  been  made  to  them,  then  certainly 
he  can  not  object  to  the  amendment  which  I  have  offered.  If  those 
rights  are  to  be  construed  in  the  manner  which  he  claims  shall  follow, 
they  are  not  prevented  from  procuring  such  a  judicial  decision  as  to 
the  construction  of  those  rights.  If  the  rights,  however,  are  to  be 
more  strictly  construed,  he  should  not  ask  the  public  to  surrender 
the  rights  which  the  public  has  retained  in  the  absence  of  audi  a 
construction. 

Id  a  moment  of  clairvoyance  last  night,  I  thought  I  saw  Mr.  Rea, 
Mr.  Fairfax  Harrison,  ana  Mr.  Willara  go  to  the  President  and  say: 
"Mr.  President,  we  are  a  committee  appointed  by  all  the  railroad 
interests  in  this  country.  We  have  full  power  to  represent  them. 
We  have  failed  in  the  satisfactory  performance  of  the  governmental 
functions  you  have  entrusted  to  us.  We  wish  to  return  that  functku. 
to  the  Government  in  this  emergency.  We  ask  the  Government 
only  to  guarantee  to  us  the  proper  maintenance  of  our  properties, 
while  it  operates  them.    That  it  shall  pay  all  of  the  legal  inaebted- 
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ness  which  we  have  incurred,  the  fixed  charges  of  the  obligations 
which  we  have  issued,  and  it  shall  insure  to  our  stockholders  the  same 
return  that  the  Government  is  paying  to  others  who  contribute 
their  resources  to  the  nation  in  this  emergency." 

Such  an  example  of  patriotism,  gentlemen,  would  have  taken  the 
dollar  mark  away  as  standing  for  American  patriotism.  It  would 
have  reduced  it  to  the  original  symbols  which  stand  for  the  United 
States  Government,  for  our  nation,  with  such  a  display  of  patriotism  on 
the  part  of  the  people  who  claim  to  control  one-seventh  of  the  wealth 
of  this  Nation,  that  the  might  of  Prussia  and  the  powers  of  Hell  could 
not  prevail  against  it.  I  believe  it  is  in  the  hearts  of  those  men  to  do 
that  thing,  ifit  were  in  their  power.  If  that  were  done,  we  would  have 
no  financial  disturbance  in  tnis  country.  Would  their  securities  have 
been  depreciated  below  their  present  basis  ?  Would  they  have  been 
appreciated  to  any  extent  whatsoever  t  And  if  we  do  not  reach  such 
a  basis  as  that,  where  one-seventh  of  the  wealth  of  this  Nation  after 
being  assured  of  all  its  legal  obligations,  contributes  the  balance  to 
the  service  of  the  Nation,  on  the  same  basis  as  the  rest  of  us  must 
contribute  our  dollars  to  the  service  of  the  Nation — if  that  is  not  done, 
do  we  not  create  a  class  controlling  one-seventh  of  our  wealth,  that 
shall  have  the  privilege  of  drawing  from  all  the  rest  of  us,  if  their 
securities  are  advanced,  the  means  whereby  they  may  bear  a  fair 
share  of  the  moneys  required  in  this  emergency. 

Senator  Kellogg.  Did  those  gentlemen  ask  the  President  to  take 
over  the  roads  ? 

Mr.  Plumb.  I  said  that  was  in  a  moment  of  clairvoyance.  It  waa 
a  dream,  a  beautiful  irridescent  dream. 

Senator  Kellogg.  Well,  I  just  wanted  to  know  whether  they  did 
or  not,  that  is  all. 

Mr.  Plumb.  Gentlemen,  I  thank  you. 

The  Chairman.  Mr.  Thorn,  if  you  are  ready  the  committee  will 
hear  your  argument  now. 

AHGTJMENT  OF  MB.  CLIFFOED  THOENE. 

Mr.  Thorne.  Mr.  Chairman  and  gentlemen  of  the  committee,  un- 
fortunately I  have  not  heard  the  argument  that  has  been  made  by 
Mr.  Thom  on  behalf  of  the  railroads.  I  have  heard  a  brief  outline  of 
some  of  the  positions  that  he  has  taken,  to  which  I  desire  to  make 
brief  reference. 

It  has  been  stated  to  you  that  this  is  not  a  rate  case.  That  ia 
true,  but  in  turn  I  call  your  attention  to  the  fact  that  this  is  not  a 
condemnation  case.  It  is  a  cross  between  the  two.  These  railroads 
are  not  giving  up  the  ownership  of  their  property.  At  the  close  of 
the  war  they  may  get  them  back  with  much  increased  value  above 
that  which  they  now  have.  We  are  not  dealing  with  a  case  of  pur- 
chase. We  are  dealing  with  a  case  of  Government  operation,  and 
the  issue  is,  first,  what  is  the  practical,  feasible  way  of  operation. 
Second,  what  is  the  proper  compensation  to  be  paid  the  carriers  for 
the  use  of  the  property  during  this  period  of  operation? 

As  to  the  first  issue,  I  have  recited  at  leneth  certain  facts  in  regard 
to  the  regulation  of  our  carriers  under  tne  present  governmental 
machinery.  A  few  days  ago  Mr.  McAdoo  made  an  order  affecting 
demurrage  rates.    There  was  no  opportunity  for  any  person  to  pre- 
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sent  the  side  of  the  shippers  before  that  conclusion  and  that  ori- 
was  arrived  at.  It  had  all  of  the  essentials  of  an  exparte  hcaniis:. 
A  few  days  later  representatives  of  the  National  Industrial  Trur. 
League  asked  for  an  opportunity  to  be  heard  before  Mr.  McAdoo  it 
regard  to  the  demurrage  regulations  and  how  it  would  affect  i:- 
business  of  the  shipper.  No  opportunity  was  given  for  a  public  hir- 
ing that  was  desired.  We  do  not  take  exception  to  that  metbi^  «' 
procedure  in  that  particular  case,  because  that  related  to  oper*t.  T> 
so  closely.  It  effected  the  release  of  cars  during  a  great  nati<  '_*. 
emergency.  Other  questions  may  come  up  of  a  like  chanrt«-r 
Charges  for  the  use  01  a  car  for  storage  purposes  are  not  analogous  t.» 
charges  for  the  use  of  cars  for  transportation  purposes. 

Gentlemen,  put  yourselves  in  our  shoes  for  a  moment.  The  cam»^ 
have  two  incentives  to  force  their  rates  to  a  higher  level.  First,  if  fr  «v- 
ernment  ownership  and  operation  follows  the  war  they  want  that  .n- 
come  on  just  as  high  a  plane  as  possible,  because  with  almost  no  ex- 
ception when  any  great  nation  has  purchased  the  transportation  ?«v 
tem  of  that  country  one  of  the  controlling,  if  not  the  chief  factor 
has  been  the  capitalization  of  the  net  income.  That  being  true,  if 
Government  ownership  follows  the  war  they  will  want  that  net  in- 
come on  just  as  high  a  plane  as  possible,  regardless  of  whether  they 
get  any  of  it  during  the  war. 

On  the  other  hand,  if  private  ownership  and  private  operation  fol- 
low the  war,  they  will  be  doubly  anxious  to  have  the  rates  on  jt>t 
as  high  a  plane  as  possible.  The  Government  will  also  have  an  incen- 
tive to  place  those  rates  on  a  high  basis.  There  will  be  a  temptation 
to  milk  the  freight  traffic  of  the  country  for  carrying  on  the  war  - 
an  indirect  tax  in  place  of  a  bond  issue,  and  as  I  described  the  oth'-r 
day,  that  will  hit  some  shippers  hard,  and  others  will  be  able  to  pa^ 
it  on  to  the  consumer.  It  will  compel  hundreds  of  independent  oil 
refiners,  jobbers,  and  manufacturers  to  go  out  of  business  before 
the  war  is  over,  if  general  advances  in  freight  rates  are  put  in. 

Senator  Kellogg.  May  I  ask  there,  Germany  did  use  her  rail- 
roads to  help  pay  the  Government  expenses,  didn't  she,  under  th* 
guise  of  rates  % 

Mr.  Thobnb.  I  am  not  aware  of  the  fact.  I  know  that  it  did  not 
occur  in  Great  Britain. 

Senator  Kellogg.  No;  it  did  not.  I  don't  mean  during  th*  vat. 
I  mean  before  the  war. 

Mr.  Thorne.  I  think  that  I  would  in  this  case,  as  in  many  otfus* 
prefer  to  follow  the  example  of  the  allies. 

Senator  Kellogg.  So  would  I.  I  do  not  want  to  see  the  German 
way  of  doing  business  established  here,  even  on  the  railroads. 

Senator  Cummins.  Mr.  Thorne,  from  your  knowledge  of  the  past, 
do  you  know  whether  the  men  who  have  been  called  around  Mr 
McAdoo  for  the  purpose  of  managing  the  railroads,  have  heretofore 
expressed  an  opinion  with  regard  to  the  adequacy  of  the  present  rates  f 

Mr.  Thorne.  Oh,  they  have  invariably  claimed  they  were  inade- 
quate. The  majority  of  the  men  surrounding  Mr.  McAdoo  to-iU? 
are  railroad  men.  In  the  past  it  has  been  a  common  statement 
amongst  shippers  that  you  could  not  visit  the  officers  of  the  vom* 
mission  without  finding  railroad  men  in  the  elevators  or  in  the  hall- 
ways. They  were  simply  swamping  the  commission  with  their  view- 
point— their  attitude  on  these  subjects;  but  now,  gentlemen,  wlu* 


QOVERNMENT  CONTROL  AND  OPERATION  OP  RAILROADS.      1281 

"we  visit  the  commission's  office,  we  not  only  find  them  in  the  elevators 
-and  in  the  hallways,  but  we  find  them  permanently  lodged  there  by 
the  Government,  and  we  have  to  get  to  Mr.  McAdoo  frequently  by 
going  through  these  railroad  officials. 

Senator  Cummins.  Well,  I  am  assuming  that  it  is  perfectly  proper 
for  them  to  be  there.  I  can't  imagine  how  we  could  operate  the  roads 
without  such  help,  but  I  want  to  know  whether  they  had  heretofor 
reached  a  conclusion  upon  the  necessity  of  increasing  the  freight 
rates? 

Mr.  Thorne.  There  is  no  question  but  that  is  true,  because  of  their 
universal  testimony  to  that  effect,  and  I  am  not  criticising  them  to 
the  slightest  extent.  If  I  was  in  their  shoes,  I  would  probably  do 
exactly  the  same  thing.  There  is  a  direct  conflict  of  interests  be- 
tween that  of  the  shipper  and  of  the  railroad. 

Commissioner  Anderson.  May  I  ask  a  question  there,  Mr.  Chaii 
man? 

The  Chairman.  Mr.  Anderson  ? 

Commissioner  Anderson.  Mr.  Thorne,  do  you  not  look  at  it  as 
but  the  duty  of  a  member  of  the  Interstate  Commerce  Commission 
to  listen  as  courteously  to  a  railroad  man  as  to  the  representatives  of 
shippers  or  of  chamlJers  of  commerce,  or  of  any  other  legitimate 
business  ?  Could  we  perform  our  public  functions  and  exclude  him 
from  a  chance  to  talk,  not  about  pending  cases,  but  generally  about 
railroad  problems  t  Is  that  the  implication  of  what  you  say  here  and 
the  criticism  that  you  find  railroad  men  in  and  about  our  building  f 

Mr.  Thorne.  Mr.  Anderson,  it  would  not  only  be  highly  improper, 
but  I  mean  it  would  be  highly  unjust  if  you  did  not  listen  to  tne  rail- 
roads.   There  is  not  a  particle  of  difference  between  us. 

Commissioner  Anderson.  You  regard  yourself  justly  as  entitled 
to  come  to  my  office  or  the  office  of  any  other  commissioner  and  talk 
to  him  about  any  matters  of  general  import.  Is  there  any  reason 
why  I  should  exclude  any  railroad  man  and  admit  you  or  exclude 
you  and  admit  the  railroad  man  ?  Is  not  every  public  official  bound 
to  impartiality  and  open-mindedness  in  those  matters  ? 

Mr.  Thorne.  Mr.  Anderson,  my  former  statement  holds  true.  You 
are  absolutely  justified,  and  it  would  be  wrong  if  you  did  not  consult 
them,  but  the  point  I  am  making,  gentlemen,  is  that  we  are  entitled 
to  a  hearing  and  to  know  what  the  evidence  is  that  the  other  fellow 
presents.  When  we  have  a  case  before  a  court,  the  other  fellow  does 
not  go  into  the  private  office  of  the  court  and  discuss  cases  before 
the  court.  I  am  willing  to  admit  that  I  have  gone  to  commissions  and 
have  heard  discussions  of  cases  in  private.  Tne  idea  of  a  full  hearing 
is  one  that  has  become  established  in  our  methods  of  procedure  in 
this  country. 

Any  method  which  fosters  ex  parte  hearings,  I  claim,  is  absolutely 
wrong  and  unjust  if  it  is  in  regard  to  a  matter  of  large  public  conse- 
quence and  a  full  hearing  can  with  reason  be  grantea.  There  are 
matters  where  a  full  hearing  is  impractical,  because  of  the  necessity 
to  get  immediate  results,  and  that  relates  to  operation,  but  in  regard 
to  the  compensation  which  is  to  be  paid,  there  is  not  the  reason  for 
this  ex  parte  procedure. 

The  Interstate  Commerce  Commission  has  developed  certain 
customs  and  rules  and  methods  of  procedure  which  tend  to  protect 
the  interests  of  both  sides.     If  you  turn  those  over  to  a  one-man 
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tribunal,  without  methods  of  procedure,  without  precedents,  without 
any  statutes  even  compelling  him  to  grant  a  full  hearing,  I  claim 
it  will  work  disaster  to  many  industries. 

In  this  measure,  you  have  provided  as  to  the  compensation  between 
the  railroads  and  the  Government,  that  there  be  an  arbitration  before 
a  disinterested  body,  an  audit  committee,  and  in  case  of  disagreement, 
you  have  provided  under  the  Constitution  and  the  statutes,  the  hearing 
oefore  the  Court  of  Claims. 

As  to  the  rights  in  regard  to  the  compensation  going  between  the 
railroad  companies  ana  labor,  you  have  provided — that  is,  Mr. 
McAdoo  has  provided  for — a  wage  board  to  investigate  and  hear  the 
matter  at  issue.  I  think  that  the  shipper  has  just  as  much  right  as 
the  railroad  laboring  man,  or  the  railroad  company,  to  a  full  hearing, 
on  matters  involving  compensation  going  from  a  shipper  to  the 
railroad. 

As  to  the  other  proposition  in  regard  to  the  compensation  to  be 
paid  the  carriers,  these  valuation  cases  and  rate  cases  are  instructive 
only.  We  have  no  controlling  precedent  on  the  subject.  We  are  not 
taking  the  property.  We  are  taking  the  use  during  the  war.  We 
can  not  tell  wnat  the  earnings  of  these  railroads  would  be  in  the 
absence  of  Government  operation.  We  can  not  say  that  they  have 
demonstrated  in  any  shape  or  form  what  that  compensation  would 
be  in  the  absence  of  operation.  You  would  still  have  the  regulatory 
powers  of  the  Government  controlling  the  situation.  They  might 
reduce  rates,  or  they  might  advance  them.  We  have  precedents  only 
goinff  to  this  extent.  The  commission  has  held  that  surplus  earnings 
should  not  be  capitalized,  and  you  have  the  frank  admission  of  two 
of  the  leading  railroad  presidents  to  that  effect.  In  that  connec- 
tion, the  precedent  set  by  Great  Britain,  to  which  I  referred  the  other 
day,  is  interesting  to  the  extent  that  it  did  not  capitalize  surplus 
earnings,  as  here  proposed.  In  Great  Britain,  according  to  the  report 
made  by  the  Legislative  Reference  Department,  they  did  not  even 
guarantee  enough  to  take  care  of  the  dividends  ana  interest.  At 
Erst  the  public  thought  they  were  going  to  receive  their  payment 
of  dividends  in  full,  but  this  statement  says: 

The  dividends  fell  off  to  an  even  higher  extent  than  the  net  earaingB  apparently, 
because  it  was  expected  that  net  earnings  might  suffer  still  more  through  new  de- 
mands from  the  railway  unions. 

I  have  in  front  of  me  a  table,  which  shows  the  dividends  paid  by 
nine  of  the  principal  railroad  systems  in  Great  Britain  since  the 
war  commenced.  All  but  one  of  them  show  a  slight  decline  in  the 
dividend  rate.  This  is  one  of  the  exhibits  that  I  offered  in  evidence. 
The  average  decline  in  the  dividend  rate  was  about  0.24  of  1  per 
cent.  However,  there  was  a  decline  in  the  market  value  of  railroad 
securities  of  approximately  32  per  cent  during  that  same  time.  This 
illustrates  the  fact  it  was  not  the  railroad  credit  that  caused  the 
decline  in  market  values.  It  is  a  reflection  of  the  financial  situati«^r 
of  the  value  of  property.  During  that  period  the  rate  of  return 
demanded  by  the  public  had  gone  up. 

The  bank  rate  in  England  dining  January-July,  1914,  averaged 
about  3.52.  During  1915  that  increased  to  5  per  cent.  In  1916,  it  in 
creased  to  5.95  per  cent.  After  the  entrance  of  America  into  the  war. 
it  declined  to  5.2  per  cent.  The  average  rate  on  loans  to  stockholder? 
doubled  during  the  first  year  of  the  war. 
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Senator  Gore.  The  average  of  what? 

Mr.  Thorne.  Kate  on  loans  to  stock  brokers,  from  2.13  to  4.73. 
Then  it  remained  practically  constant,  showing  some  variation,  but 
not  substantial,  until  we  entered  the  war.  Then  there  was  a  slight 
decline.  Of  course,  if  conditions  go  on  in  this  country  as  they  aid 
in  Great  Britain,  we  may  reasonably  expect  a  very  large  increase  in 
the  money  rate,  especially  during  the  first  year  of  our  entrance  into 
the  war.  If  conditions  in  the  United  States  are  as  they  have  been 
in  England,  they  will  then  seek  a  more  constant  level.  If  our 
rate  on  Government  bonds  should  increase  to-  6  or  8  per  cent,  as  it 
has  in  Europe,  it  will  force  the  rate  on  industrial  securities  to  a  very 
high  basis,  regardless  of  what  you  may  do  as  to  this  compensation. 

If  you  grant  an  extraordinary  compensation  by  act  of  Congress, 
there  willHbe  a  temporary  large  advance  in  the  price  of  railway  se- 
curities, but  they  will  inevitably  decline  no  matter  what  you  may  do 
after  an  extended  period  of  time  has  elapsed.  So  far  as  sustaining 
the  money  market,  it  is  going  to  be  physically  impossible  for  you  to 
maintain  prices  of  securities,  unless  you  have  a  constantly  ascending 
scale  of  freight  rates,  increasing  so  rapidly  as  to  completely  offset 
this  tendency  in  the  general  financial  conditions.  If  your  only  object 
is  to  stabilize  the  returns  to  the  holders  of  railroad  securities  it  seems 
to  ma  that  that  proposition  is  abundantly  met  by  the  suggestion  that 
we  have  offered  to  you.  If  you  guarantee  their  dividends  on  all 
securities  outstanding  December  31,  1917,  they  will  be  assured  of  the 
returns  they  have  received  in  the  past,  and,  added  to  that,  you  have 
the  incentive  for  efficient  service  if  you  allow  the  surplus  to  be  divided 
as  has  been  suggested.  As  to  whether  or  not  a  railway  company  will 
agree  to  that,  of  course,  no  one  can  state ;  but  if  the  railroads  are  able 
to  simply  force  Congress  to  accept  what  they  think  is  right  or  fair,  and 
your  sole  object  is  to  avoid  litigation,  you  will  have  to  accept  the 
proposition  made  by  the  carriers;  but  if  the  object  is  to  render  justice, 
as  between  the  parties  in  the  case,  it  seems  to  me  in  these  perilous 
times — the  most  perilous  in  the  history  of  the  United  States  outside 
of  the  Civil  War — if  you  say  to  these  people,  "  We  will  maintain  your 
properties  up  to  their  present  condition;  that  we  will  furnish  you  ade- 
quate funds  for  improvement  and  betterments;  we  guarantee  your 
interest  and  dividends";  that  you  have  rendered  them  full  justice. 

Most  important  of  all,  it  is  necessary  that  you  shall  respect  the 
rights  of  the  shipper  of  the  country,  as  well  as  labor  and  as  well  as 
the  railroad  companies. 

There  is  one  proposition  that  I  desire  to  mention  very  briefly  in 
regard  to  the  maintenance.  Mr.  Anderson,  have  you  offered  to 
the  committee  an  amendment  to  the  bill  taking  care  of  that? 

Commissioner  Anderson.  Have  you  not  seen  the  reprinted  bill  I 

Mr.  Thorne.  No,  sir. 

Commissioner  Anderson.  You  had  better  look  at  that. 

Mr.  Thorne.  Does  it  provide  for  what  you  originally  described  f 

Commissioner  Anderson.  No;  I  do  not  think  it  does,  in  terms. 
It  provides  that  the  President  is  authorized  to  make  all  reasonable 
provision  for  the  maintenance  of  repair  and  renewals  of  the  prop- 
erty and  for  the  creation  of  reserve  funds  therefor,  and  for  the 
depreciation  thereof,  to  the  end  that  at  the  termination  of  such 
Federal  control  either  the  properties  shall  be  returned  to  the  car- 
riers in  substantially  as  good  repair  and  in  substantially  as  com- 
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plete  equipment  as  at  the  beginning  of  Federal  control,  or  that 
just  payment  shall  be  made  therefor. 

Mr.  Thom.  And  there  is  no  provision  for  the  offset? 

Commissioner  Anderson.  Yes,  sir;  there  is.  That  is  intended 
to  be  broad  enough.  "Reasonable  provision/1  we  think,  is  broud 
enough  to  cover  a  contract  with  each  carrier  which  may  achiev* 
those  results  and  put  them  all  on  an  even  keel.  I  think  it  meet* 
the  point  you  made.     It  is  intended  to. 

Mr.  Thorne.  In  regard  to  that,  if  you  have  two  companies,  both 
making  operating  expenses  and  profits,  and  one  company  is  skinning 
the  property,  not  maintaining  it  up  to  a  reasonable  standard,  it  is 
thereby  showing  an  exaggerated  net  income.  Unless  you  provide 
that  that  net  income  shall  be  correspondingly  reduced  you  are  going 
to  discriminate  between  companies  as  well  as  against  the  Govern- 
ment, as  it  will  be  an  injustice  to  the  public.  Here  are  two  com* 
panies,  A  and  B.  They  nave  net  incomes  of,  say,  a  million  dollars 
apiece,  if  they  are  both  properly  maintaining  their  properties;  but 
one  company  is  not  maintaining  it  adequately,  and  consequently  it 
shows  a  million  and  a  half  net.  When  it  comes  to  deciding  the 
standard  return  that  company  would  be  getting  a  million  and  a  half 
annually,  while  the  other  company,  which  haa  been  taking  care  of 
its  property  adequately,  would  only  get  a  million.  One  must  offset 
the  other. 

Gentlemen,  I  must  apologize  to  you  for  the  rambling  discussion 
that  I  have  been  compelled  to  give  you  this  afternoon.  I  have 
just  returned  from  a  trip  to  the  West.  The  fact  of  my  taking  part 
m  this  argument  this  afternoon  was  unknown  to  me  until  30  minutes 
before  I  stood  before  you. 

In  conclusion,  I  am  going  to  read  a  set  of  resolutions  that  were 
adopted  on  January  24,  two  days  ago,  at  Fort  Dodge,  Iowa,  at  a 
convention  of  the  Iowa  Grain  Dealers'  Association.  A  thousand 
delegates  were  present,  and  the  following  were  adopted  unanimously: 

Whereas  Congress  is  considering  a  war  emergency  action  of  vital  importance  to  the 
Nation,  and  all  such  readjustments  must  safeguard  the  interests  of  both  the  shipper 
and  the  railroad,  and  subject  each  alike  to  national  needs,  just  and  fair  economic 
principles  must  govern  war-time  and  peace-time  legislation.  Such  fairness  and 
justice  would  be  imperiled  should  Congress  remove  the  jurisdiction  now  vested  in 
the  Interstate  Commerce  Commission  over  rates  and  charges.  The  shipper  is  en- 
titled to  a  full  hearing  before  a  competent  and  disinterested  tribunal.  This  is  just 
as  true  of  the  compensation  to  be  paid  to  the  railroad  by  the  shippers  as  the  com- 
pensation to  be  paid  by  the  Government  to  the  railroads,  or  the  compensation  to 
be  paid  by  the  railroads  to  labor:  Be  it  therefore 

Resolved,  That  the  Interstate  Commerce  Commission,  in  our  judgment,  should 
retain  its  present  power  in  rate  hearings  and  regulations.  Its  experience,  information, 
and  impartiality  should  not  be  sacrificed  at  this  crisis,  when  it  is  most  needed;  if  you 
substitute  the  sound  judgment  of  one  man,  based  on  ex  parte  hearings,  for  the  mature 
consideration  of  a  disinterested  tribunal  like  the  Interstate  Commerce  Commission 
to  decide  great  controversies  which  will  inevitably  arise  during  the  war,  it  will  be  * 
calamity  to  American  industry. 

Further,  be  it  resolved,  On  behalf  of  the  50,000  members  of  the  cooperative  elevator 
companies  of  Iowa,  that  we  must  sincerely  protest  against  any  measure  which  would 
authorize  the  President  to  guarantee  dividends  and  interest  on  railroad  stocks  and 
bonds  which  have  been  paid  in  the  past  and  in  addition  to  that,  to  guarantee  surplus 
earnings  of  American  railroads  during  the  most  prosperous  three-year  period  of  their 
entire  history,  and  then  pay  a  return  on  the  value  of  improvements  built  out  of  sur- 
plus. Such  a  measure  would  require  the  American  people  to  build  railroad  properm 
tor  private  companies  and  then  pay  a  return  on  what  we  have  built.  Such  a  measure 
would  cast  an  unjust  bruden  of  many  millions  of  dollars  annually  upon  the  shipper?  of 
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he  United  States.  Such  a  guarantee,  according  to  unanimous  decision  of  the  com- 
aission,  and  according  to  the  sworn  testimony  of  representative  railroad  presidents 
hemselves,  would  be  unreasonable,  unfair,  and  unjust.  The  rights  of  the  shippers 
•f  the  United  States  deserve  your  respect,  just  as  much  as  those  of  labor  or  the  rail- 
oade. 

The  Chairman.  Mr.  Anderson. 

ARGUMENT  OF  HON.   GEORGE   W.   ANDERSON,   MEMBER  Of 
THE  INTERSTATE  COMMERCE  COMMISSION. 

Commissioner  Anderson.  Mr.  Chairman  and  gentlemen,  I  must 
iave  talked  to  this  committee  at  least  10  hours  since  these  hearings 
3egan.  It  is  difficult  for  me  to  believe  that  I  now  have  any  further 
knowledge  or  views  which  will  aid  you  to  any  considerable  extent 
in  reaching  a  just  and  sound  conclusion  on  what  you  shall  report 
to  the  Senate  and  to  the  country. 

The  only  excuse  for  a  member  of  the  Interstate  Commerce  Com- 
mission taking  the  part  that  I  have  taken  here,  is  that  that  com- 
mission is  in  a  broad,  general,  inaccurate,  but  yet  fairly  descriptive 
way,  a  standing  committee,  as  it  were,  of  Congress,  appointed  to 
specialize  in  transportation  matters,  and  bound  in  the  performance 
of  its  duty  (particularly  in  time  of  war)  to  have  views,  and  to  be 
prepared  to  present  them  when  the  country  has  obvious,  demon- 
strated, transportation  needs. 

It  was  that  feeling  which  led  me  particularly  in  the  light  of  certain 
matters  not  of  common  knowledge  that  I  obtained  during  the  previous 
year,  when  I  had  to  deal  in  an  official  capacity  with  some  of  the 
conditions  growing  out  of  inadequate  transportation  facilities, 
to  take  up  and  make  my  special  study  of  the  question  of  Federal 
control  during  the  war. 

I  have  before  me  a  memorandum,  dated  December  17,  which 
was  one  of  the  memoranda  that  I  prepared  during  the  month  begin- 
ning about  November  18,  and  leading  up  to  the  proclamation  which 
was  completed  in  its  final  form  on  December  24,  and  was  actually 
signed  on  the  night  of  the  26th.  In  that  memorandum,  I  had  thrown 
together  certain  points  which  then  seemed  to  be  desiderata.  That 
was  at  the  end  of  a  month  of  study  of  inclusion  and  exclusion.  This 
bill  was  not  evolved  entirely  by  me.  If  I  met  a  man  on  the  street 
that  I  thought  had  an  idea  oi  any  value  I  was  ready  to  commit 
assault  and  oattery  on  him  to  get  that  idea.  But  I  had  to  do  the 
greater  part  of  the  work  myself,  for  other  men  were  very  much 
pressed  with  their  own  special  work. 

It  is  fair  at  this  time  to  say  to  this  committee  that  the  result  of 
the  six  weeks  of  exceedingly  strenuous  labor,  before  the  bill  was 

E resented  (it  was  printed,  I  think,  on  January  4)  as  tested  by  the 
earings  which  have  taken  place  since  January  4,  and  by  the  fire 
which  has  been  drawn  in  the  committees  and  from  counsel  and 
from  others,  has  been  on  the  whole  gratifying  to  me.  That  is, 
the  essence  of  the  plan  we  worked  out,  has  stood,  on  the  whole  better 
than  I  ventured  to  hope,  considering  the  fact  that  the  problem 
was  so  new,  so  difficult,  and  that  what  was  produced  was  produced 
in  so  short  a  time,  under  such  pressure.  By  that,  I  do  not  mean 
to  say  that  I  have  any  notion  that  this  bill  is  a  perfect*  bill;  that  it 
may  not  be  improved  in  form  and  in  substance.  But  I  do  venture 
to  say  to  this  committee  that  practically  no  proposition  has  come 
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in  here,  or  in  before  the  House  committee,  not  now  represent ni 
in  the  redraft  of  the  bill,  which  has  not  been  fully  considered  and 
excluded  on  pretty  matured  and,  I  think,  sound  judgment,  as  a* 
impracticable  proposition. 

Jfow,  I  have  only  a  few  things  to  add;  those,  I  fear,  will  be  most:? 
by  way  of  repetition.  One  proposition,  which  at  first  blush  is  exceed- 
ingly attractive,  is  that  insteaa  of  guaranteeing  an  average  of  thr« 
years'  net  earnings  we  should  guarantee  interest  and  regular  divi- 
dends and  a  part  of  the  surplus.  Brief  analysis  will  show  you  ti^: 
that  is  destructive  of  the  chief  object  of  Federal  control,  even  if  other- 
wise not  impracticable.  The  chief  object  of  Federal  control  is  v 
take  these  great  transportation  machines,  now  separate  and  re- 
petitive, with  all  of  their  corporate  and  personal  machinery,  as  w*i 
as  their  transportation  facilities,  to  coordinate  them  into  one,  making 
every  man  believe  and  feel  and  act  as  the  representative  of  the  Nan  ,n 
and  not  as  the  employee  of  a  separate  corporation. 

Now,  the  proposition  made  by  Mr.  Plumb — and,  as  I  understand, 
it  is  essentially  the  proposition  made  by  Mr.  Thome — that  the  b^:> 
of  compensation  should  be  interest,  regular  dividends,  and  a  divis:  n 
of  the  surplus.  That  makes  a  surplus  profit  the  incentive.  It  dun, 
as  I  indicated  in  a  question  askea  this  afternoon,  the  entire  om.^ 
force  still  remaining  with  the  carrier  corporation — and  to  a  conqu- 
erable degree  in  the  control  of  that  carrier — at  work  obtaining  tra£c. 
getting  cars,  interested  in  rates;  doing  substantially  all  of  the  things 
that  tney  have  done  hitherto,  m  order  to  make  a  good  showing  f_»r 
that  particular  corporation.  That  is  not  Federal  control,  gentlemen. 
That  is  separate,  private,  competitive  control,  utterly  inconsistent 
with  the  fundamental  theory  upon  which  you  proceeded  in  jour  act 
of  August,  1916,  and  under  which  the  President  proceeded  in  acting 
under  that  law.     I  think  it  must  be  rejected.     If  you  reject  that 

{proposition,  there  is  practically  nothing  before  you  impugning  the 
airness  of  the  three-year  average  net-earnings  basis  as  being  on  the 
whole  a  plain,  available,  practical  method  of  determining  just  com- 

fensation  and  as  the  basis  of  a  trading  probability  between  the 
resident  and  the  respective  carriers. 

No  one  has  any  doubt  that  it  is  desirable  that  there  should  not  be 
a  mass  of  litigation  in  such  amount  as  never  was  seen  in  the  history 
of  the  country,  and  that  there  should  be  terms  reached  as  speedily  as 
possible  between  these  great  carrier  corporations  and  the  United 
States  Government.  There  is  no  doubt  that  that  is  desirable  oa 
every  ground.  In  order  to  achieve  that  result,  the  carriers  ought 
not  to  r>e  offered  undue  and  unjust  excessive  compensation.  I  abso- 
lutely agree  to  that.  But  they  should  be  afforded  such  just  and 
adequate  terms  that  a  set  of  intelligent  and  patriotic  citizens  would 
be  ashamed,  if  otherwise  tempted  to  refuse  them.  And  I  do  not 
intimate  that  it  is  going  to  be  necessary  to  appeal  to  the  sense  of 
patriotism  and  shame  in  order  to  induce  the  boay  of  securitv  holders, 
the  owners  of  these  properties,  or  their  representatives,  to  deal  jusdy 
and  fairly  with  the  United  States  Government.  I  do  not  mean  by 
that  either  to  say  that  I  should  be  able  to  adopt  their  views  fullv  &? 
to  justice  and  fairness.  We  are,  as  St.  Paul  said,  prone  to  "think  of 
ourselves  more  highly  than  we  ought  to  think/'  particularly  when 
we  have  something  to  sell.     That  is  said  to  be  peculiarly  applicable 
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to  lawyers  when  they  are  making  out  their  bills  to  their  clients. 
Admitting  that  as  against  our  profession,  I  am  permitted  to  suggest 
it  as  against  the  holders  of  railroad  securities,  who  are  now  in  the 
position  of  charging  the  Federal  Government  for  the  use  of  their 
property.  So  I  say  that  section  1,  in  its  essence,  commands  general 
approval.  Judge  Cowan's  plan  has  the  same  inherent  vice.  It  won't 
work;  that  is  all  there  is  to  it.  It  won't  work.  It  won't  settle 
anything. 

Now,  a  good  share  of  the  discussion,  much  of  which  has  been  very 
interesting,  turns  upon  the  question  of  surplus — I  might  digress  to 
tell  you  that  you  remind  me,  m  your  patience  in  listening  to  evidence, 
of  rather  a  famous  ruling,  and  which  I  have  told  several  times,  of  one 
of  the  judges  of  our  Supreme  Court,  before  whom,  years  ago,  I  tried  a 
land  fraud  and  promotion  case.  Finally  we  reached  a  stage  where 
we  put  in  at  great  length  statistical  evidence  and  masses  of  figures. 
Then  the  other  side  offered  some  evidence  to  which  I  objected  strenu- 
ously. The  judge  looked  at  me  sternly  and  apparently  with  some 
animosity  and  said,  "What  is  the  objection,  sir?"  I  said  "It  has 
no  relevancy  or  competency  to  the  trial  issue."  He  looked  at  me 
more  sternly  and  said:  "Very  likely  you  are  right,  sir,  but  it  is  in- 
teresting; I  will  receive  it." 

Now,  a  good  deal  of  the  evidence  vou  have  been  receiving  here, 

fentlemen,  has  been  admissible  solely  because  it  was  interesting, 
t  had  nothing  to  do  with  the  issue  that  you  are  trying  to  determine 
as  to  the  legislation  that  you  shall  report  to  Congress,  except  as  general 
knowledge  and  information  about  any  great  subject — the  relations 
of  the  carriers  in  their  original  charters  or  their  conditions  as  indicated 
by  their  statistics — may  give  you  a  somewhat  richer  and  fuller  mind. 
But  to  come  back  from  my  oigression  to  the  point  that  a  good  share 
of  the  discussion  has  turned  on  the  surplus.  Now  I  think  I  know 
something  about  the  conflicting  theories  concerning  the  surplus.  So 
far  as  I  know,  I  wrote  the  only  opinion  (there  may  have  been  others) 
but  so  far  as  I  know  I  wrote  the  only  opinion  of  a  public  service  com- 
mission in  this  country  which  laid  down  as  the  basis  of  a  decision  the 
correct  principle  as  to  surplus.  That  case  is  the  Middlesex  and 
Boston  rate  case,  decided  by  the  public  service  commission  of  Massa- 
chusetts in  October,  1914.  (2  Mass.  P.  S.  C,  p.  41.)  As  I  have  been 
charged,  and  with  good  foundation,  of  drat  ting  a  war  emergency 
bill  which  contains  certain  provisions  inconsistent  with  my  real  views 
as  to  the  sound  method  of  dealing  with  surplus,  I  want  to  read  about 
four  or  five  sentences  into  this  record,  indicating  what  my  views  are 
when  I  am  not  dealing  with  war  emergency  legislation*  In  that  case, 
where  I  was  construing  Massachusetts  statutes  as  the  basis  for  rate 
making,  I  wrote  this,  and  my  associates  assented  to  it: 

Under  the  Massachusetts  law  capital,  honestly  and  prudently  invested,  must,  under 
normal  conditions,  be  taken  as  the  controlling  factor  in  fixing  the  basis  fox  computing 
fair  and  reasonable  rates;  that  if  there  is  mismanagement,  causing  loss,  such  loss  must 
be  charged  against  the  stockholders  legally  responsible  for  the  mismanagement. 

In  the  paper  I  have  before  me,  reprinted  from  Volume  I,  No.  3,  of 
the  Utilities  Magazine,  is  an  article  which  I  wrote  in  which  I  under- 
took to  point  out  that  there  should  be  legislation  establishing  a  sound 
policy  for  dealing  with  surpluses.  In  this  I  indicated  that  most  of 
our  difficulties  as  to  this  surplus  have  grown  out  of  the  fact  that  our 
legislatures,  National  and  State,  have  left  the  courts  floundering  in 
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a  morass  of  chaotic  corporation  laws  without  any  rule  laid  down,  as 
it  should  have  been,  by  the  law-making  bodies  as  to  the  basis  of  a 
return  on  the  capital  they  invite  into  this  sort  of  public  service. 
This  lack  compelled  the  courts  in  the  preformance  of  their  duties  a^ 
to  anticonfiscation  to  make  law  that  the  legislature  ought  to  have 
made. 

What  we  ought  to  have  (not  "looking  back  at  the  past  which  is 
gone")  but  dealing  with  our  future  policy  as  to  surplus,  is  a  statute 
provision  made  applicable  to  the  Interstate  Commerce  Commission, 
also  to  the  States  commissions,  saying  to  the  regulating  commission* 
something  like  this: 

"The  commission  shall,  for  the  purpose  of  determining  whether 
the  aggregate  returns  derived  from  rates,  fares,  and  charges  is  suili- 
cient  to  yield  a  reasonable  compensation  for  the  service  that  is  ren- 
rered  by  any  public  utility,  take  as  the  controlling  factor  under 
normal  conditions  for  computing  the  basis  for  such  rates,  the  amount 
of  cash  capital  paid  into  the  treasury  of  such  utility  company  for 
securities  lawfully  issued ;  provided  that  the  proceeds  of  sucn  securi- 
ties shall  have  been  used  honestly  and  with  reasonable  prudence  in 
providing  the  facilities  of  such  utility." 

Now,  I  only  want  to  add  that  the  views  that  I  expressed  in  the 
Middlesex  and  Boston  rate  case,  and  the  views  which  are  set  forth 
in  that  article  as  to  surplus,  remain  unchanged  as  to  what  are  the 
requirements  of  justice  and  as  to  what  is  the  line  of  sound  public 
policy,  anything  in  the  act  that  I  presented  to  these  committees  t<» 
the  contrary  notwithstanding. 

But,  gentlemen,  we  are  dealing  in  war  times,  with  a  war  emer- 
gency, with  conditions  without  precedent,  and  I  hope  with  condition* 
that  none  of  us  will  ever  live  to  see  repeated.  It  is,  to  use  the  hack- 
neyed phrase,  "A  condition  and  not  a  theory"  that  now  confronts 
us.  It  is  "  the  condition  of  using  the  transportation  facilities,  as  has 
been  so  many  times  said  in  these  hearings,  as  a  unit,  so  as  to  g»n 
the  last  ounce  of  transportation  service  out  of  them;  "a  condition  * 
of  necessary  stabilization  of  the  security  market.  It  is  no  time  (it 
Senator  Cummins  and  mvself ,  who  hold  very  similar  views  on  many 
points  raised  here,  or  for  Mr.  Plumb,  or  Mr.  Thome,  who  are  regarded 
as  I  am — somewhat  radical — now  to  ask  Congress  to  listen  to  our  pet 
theories.  It  is  no  time  for  us  to  be  arguing  Mr.  Thorn  out  of  hi- 
unsound  views.  It  would  take  too  long  a  time  to  describe  the 
unsoundness  of  his  views. 

Senator  Cummins.  Inasmuch  as  you  mentioned  me,  why  should 
not  my  pet  theories  be  recognized  as  much  as  those  of  Mr.  Thorn. 

Commissioner  Anderson.  They  should,  sir.  If  theirs  are  recog- 
nized, far  more  ought  ours  to  be  recognized.  Ours  ought  to  he 
recognized  because  ours  are  right  and  theirs  are  wrong;  but  what  I 
sav  is  that  I  will  not  "recognize"  Mr.  Thorn's  pet  theories,  if  I  cac 
help  it,  and  I  think  we  have  helped  it  in  this  bill.  I  want  to  be  mrt 
hallway,  however,  Senator.  I  undertook,  when  you,  pointed  o;,: 
that  the  bill  went  unnecessarily  far  toward  their  theory  as  to  surph> 
to  eliminate  the  recognition  and  to  add  at  the  end  of  the  bill  the 
caveat  which  I  think  saves  the  whole  question  for  future  discussK»T; 
after  the  war.  After  the  war  we  will  have  a  good-natured  war  on  all 
of  those  theories  and  air  all  of  our  pet  notions. 
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There  is  little  more  that  I  care  to  say.  Perhaps  I  ought  to  say  a 
word  about  rate  making.  I  very  reluctantly  came  to  the  view  that 
you  must  leave  the  ultimate  power  of  rate  making  in  the  President. 
That  power  ought  as  an  administrative  matter  to  be  exercised  by  the 
President  through  the  machinery  of  the  interstate  and  the  State 
commissions,  except  under  erv  unusual  circumstances,  I  venturev 
to  say  it  will  be  so  exercised.  But  I  have  asked  various  of  the 
gentlemen  who  have  insisted  that  the  power  of  rate  making — the 
real  power  of  rate  making — ought  to  be  revested  in  the  Interstate 
Commerce  Commission,  to  draw  a  statute,  which,  they  themselves, 
would  say  did  not  improperly  cut  down  the  war  power,  and  yet  put 
the  rate  making  power  Dack  into  the  Interstate  Commerce  Commission, 
and  no  gentleman  has  yet  presented  to  me  a  draft  of  a  statute  that 
he  himself  would  favor.  It  is  very  easy  to  criticize.  I  have  had  a 
great  deal  of  it  in  the  past  six  weeks.  It  is  very  easy  to  deliver 
yourself  of  oratory  and  denunciation.  I  would  much  prefer,  like  my 
brother  Plumb,  to  go  to  bed  nights,  read  the  Merchant  of  Venice  and 
then  get  up  and  talk  about  Shylock  and  the  bond  and  Shakesperian 
bloodletting,  than  to  try  to  draw  a  bill  to  meet  a  problem  like  this 
But  while  he  has  been  reading  the  Merchant  of  Venice,  I  have  had 
that  bill  at  the  head  of  my  bed  and  waked  up  nights  making  annota- 
tions on  it.  I  wish  he  had  been  making  annotations  on  that  bill 
instead  of  working  out  beautiful  pieces  of  oratory,  ornamenting  his 
oratory  from  the  Merchant  of  Venice  and  from  Shylock. 

I  claim  only  two  merits:  One  is  reasonable  industry  in  acquiring 
facts.  The  other  is  willingness  to  face  facts  when  I  know  what  they 
are.  I  have  no  great  ability  in  construing  facts,  but  those  two 
things,  i.  e.,  acquiring  and  facing  facts,  I  have  tried  to  do.  I  venture 
to  say  to  you  gentlemen  that  you  have  had  little  help  from  those 
who  have  come  here  and  delivered  themselves  of  great  masses  of 
statistics,  or  emitted  large  volumes  of  winged  words.  Their  proceed- 
ing does  not  help  to  draw  an  accurate  statute,  which  will  deal  in  a 
practical  way  with  war  conditions  such  as  we  now  face. 

Senator  Watson.  Why  do  you  think  the  power  to  fix  rates  should 
be  reserved  to  the  President,  instead  of  to  the  Interstate  Commerce 
Commission  ? 

Commissioner  Anderson.  Because,  sir,  you  can  not  deal  with  the 
"possession,  control  and  utilization"  of  a  great,  complicated  trans- 

Eortation  system,  in  time  of  war,  make  it  effective  through  redistri- 
ution  of  rolling  stock,  provide  for  rerouting,  for  changed  and  chang- 
ing conditions,  without  needing  (as  was  illustrated  the  other  day  in 
the  case  of  the  demurrage  rates),  to  have  the  ultimate  power  to  make 
rates,  found  necessary  for  war  purposes,  accrue  to  the  President.  I 
repeat  that  he  ought  not  to  use  that  power,  except  in  rare  instances; 
orders  have  already  been  made  to  that  effect;  you  gentlemen  doubtless 
have  in  mind  that  the  proclamation  itself  contains  the  provision  that 
"until  and  except  so  far  as  the  President  shall  otherwise  by  general 
or  special  order  provide, "  that  rate  making  shall  continue  as  hitherto. 
That  is  the  safe  line.  It  is  a  great  power.  It  is  an  appalling  power, 
to  say  that  you  have  left  in  the  hands  of  one  man  the  power  to  make 
rates.    But  I  do  not  believe  there  is  any  escape  from  it. 

Senator  Watson.  It  is  a  legislative  i unction  purely,  is  it  not  ? 
Commissioner  Anderson.  Yes. 
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Senator  Watson.  And  the  power  to  manage  these  railroads  is 
managerial — it  is  administrative.  Now,  is  there  some  particular 
reason  why  the  Interstate  Commerce  can  not  discharge  its  duties  as  * 
general  legislative  body  and  determine  these  rates? 

Commissioner  Anderson.  In  time  of  war,  yes.  The  President  is 
responsible  for  financial  results.  He  is  responsible  for  rates  over  new 
routes.  He  is  responsible  for  rates  which  are  being  made  on  substan- 
tially different  theories  from  those  which  have  hitherto  controlled. 

Senator  Watson.  But  under  your  theory,  the  surplus  money  be- 
comes the  money  of  the  Government,  and  goes  into  the  Treasury. 
How  would  that  interfere  with  the  right  of  the  President  to  manage 
the  money  ? 

Commissioner  Anderson.  It  would  interfere  with  his  right  to  get 
money  to  manage. 

Senator  Watson.  In  other  words,  you  claim  if  he  wants  more  money 
to  increase  the  revenues  in  the  operation  of  railroads,  he  could  raise 
the  rate  ? 

Commissioner  Anderson.  Yes,  he  could.  If  he  found  the  railroads 
were  not  self-supporting,  in  my  opinion  it  would  be  the  duty  of  the 
President  to  make  them  self-supporting. 

Senator  Underwood.  You  do  not  suppose  for  a  minute  we  can 
confer  the  taxing  power,  invested  in  Congress,  in  the  President  of  the 
United  States? 

Commissioner  Anderson.  I  do  not  think  you  can. 

Senator  Underwood.  That  is  where  your  argument  leads  you  to. 

Commissioner  Anderson.  I  do  not  think  it  does.  I  agree  that  the 
distinction  is  fine,  but  I  think  that  the  distinction  is  there.  It  is  no 
more  difficult  than  you  have  already  faced.  I  think  it  was  originally 
thought  to  be  an  insuperable  difficulty  when  it  was  proposed  to  dele- 
gate to  the  Interstate  Commerce  Commission  (what  is  commonly 
called)  the  rate-making  power.  The  rate-making  power  really  in- 
heres in  Congress.  In  theory  of  law,  you,  Congress,  make  "  reasonable 
rates. "  You  delegate  to  us,  the  Interstate  Commerce,  Commission  the 
task  of  figuring  out  "reasonable  rates,"  the  details  only.  I  should 
have  no  objection  to  saying  "The  President  shall  make  in  time  of  war 

I'ust  and  reasonable  rates/'  You  might  authorize  him  to  use  (as  the 
all  does  now)  the  machinery  of  the  Interstate  Commerce  Commission, 
so  far  as  he  could.  I  stated  here  the  other  day,  Senator,  that  my 
belief  is  that  the  same  obligation  to  make  just  and  reasonable  rates, 
as  between  shipper  and  shipper,  and  as  between  the  railroads  and  the 
masses  of  the  shippers  and  passangers,  should  be  used  by  the  Presi- 
dent while  the  roads  are  in  the  hands  of  the  President  as  is  the  exprease 
provision  of  the  statute  applicable  to  the  Interstate  Commerce  Com- 
mission. 

One  point  was  raised  here  yesterday,  which  I  think  well  taken. 
It  was  pointed  out,  I  think  by  Senator  Robinson,  that  under  section 
1  of  the  bill  it  is  stated  that  certain  carriers  had  been  taken  over; 
that  under  section  14  it  is  provided  that  that  control  shall  continue 
until  Congress  shall  otherwise  determine;  that  these  two  provisions 
would  prevent  the  relinquishment  of  any  property  during  or  after  (be 
period  of  the  war,  even  though  it  was  not  thought  necessary  or  desir- 
able to  hold  for  Federal  purposes,  and  if  the  owners  preferred  to  have 
this  property  back.     I  think  that  result  might  be  avoided  by  inserting 
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in  Section  14,  line  10,  alter  the  word  "otherwise,"  something  like 
this: 

Provided,  However,  That  the  President  may  at  any  time  relinquish  control. 

Senator  Watson.  Where  would  you  put  that  in  ? 

Commissioner  Anderson.  Section  14,  line  10,  after  the  word 
"otherwise."  Change  the  period  to  a  semicolon  and  insert:  "Pro- 
vided, however,  that  the  rresident  may  at  any  time  relinquish 
control  of  all  or  any  part  of  any  system  of  transportation,  further 
Federal  control  of  which  the  President  shall  deem  not  needful  or 
desirable" ;  and  it  might  be  that  you  should  add  to  that  substantially 
this: 

No  right  to  compensation  or  return  shall  accrue  from  and  after  the  date  of  such 
relinquishment. 

That  would  leave  a  situation  in  which  some  of  these  smaller  carriers 
that  ought  not  to  be  kept  under  Federal  control  could  be  relinquished, 
as  is  contemplated  by  the  original  proclamation,  while,  at  the  same 
time,  stabilizing  the  general  situation,  as  is  contemplated  in  section 
14. 

As  to  section  14,  that,  I  am  not  going  to  repeat  the  arguments: 
I  will  say,  however,  that  I  believe  the  trend  of  thought  among  people 
who  have  been  giving  this  section  fair  and  dispassionate  consideration 
is  toward  the  conclusion  that  the  Secretary  and  the  rest  of  us  have 
reached,  as  we  have  studied  the  situation  more  and  more  thoroughly. 
All  of  us  started,  I  think,  with  the  assumption  that  this  Federal 
control  should  end,  either  with  the  war  or  shortly  thereafter.  All  of 
us,  as  we  have  analyzed  the  situation,  have  come  gradually  to  the 
conclusion  that  the  responsibility  for  conserving  and  constructive 
legislation  must  be  taken  by  the  Congress,  after  the  war;  and  that 
there  ought  not  to  be  any  stop  watch  on  them. 

Mr.  Thorn  said  one  thing  which  I  think  calls  for  comment.  He 
said  there  might  be  a  political  campaign  on  the  question  of  public 
ownership,  or  on  returning  these  carriers  to  individual  control. 
Very  likely  that  is  true;  but  you  can  not  prevent  it,  if  the  American 
people  want  to  have  a  political  campaign  on  that  issue.  The  real 
question  is  this:  Is  it  better  for  the  country,  better  for  the  financial 
interests  of  the  country,  better  for  the  security  holders,  that  Mr. 
Thorn  represents  here  that  that  campaign  should  be  carried  on  under 
a  status  which  guarantees  them  a  fair  return  until  we  have  fought 
out  the  issue  and  determined  what  the  future  status  is  to  be  ?  I  say 
it  would  be  dangerous  to  have  a  political  campaign  on  Government 
ownership,  or  continued  private  ownership,  with  a  possibility  (and 
perhaps  a  reasonable  probability  that  a  discordant  Congress  would 
refuse  to  extend  the  time  limit — so  that  chaos  might  supervene — 
perhaps  in  the  very  midst  of  a  political  campaign  on  that  issue. 
We  can  not  dodge  tnat  issue  any  more  than  we  could  dodge  this  war, 
or  than  you  can  dodge  the  liabilities  that  have  accrued  out  of  this  war. 
Let  us  face  it;  and  let  us  face  it  with  as  much  safety  as  we  can  now 
provide  for.    That  is  all  I  have  to  say. 

I  thank  this  committee  most  heartily  for  the  great  courtesy  you 
have  shown  me  in  listening  to  me  at  such  length. 

Mr.  Thorne.  Before  you  adjourn,  I  would  like  to  say,  in  answer 
to  Mr.  Anderson's  question  about  tendering  any  draft  oi  any  section 
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of  this  bill,  that  the  House  committee  has  requested,  and  I  hare 
read  the  draft  of  some  sections,  that  of  course  we  have  not  had  time 
to  present  our  views  in  the  form  of  the  draft  amendments  to  the  bill, 
and  that  will  be  done  probably  Monday. 

Mr.  Thom.  Mr.  Chairman,  before  you  adjourn.  I  have  some 
amendments-some  perhaps  verbal  and  some  perhaps  more  sub- 
stantial — that  I  would  like  to  have  an  opportunity  of  presenting. 
I  will  give  a  copy  of  them  to  the  representative  of  the  men.  I  would 
like  to  know  aoout  what  would  be  the  pleasure  of  the  committee  in 
respect  to  how  that  should  be  accomplished. 

The  Chairman.  You  can  just  file  them  with  the  clerk  and  he  will 
give  them  to  the  committee. 

The  committee  stands  adjourned  until  10  o'clock  Monday  morning. 

(Whereupon,  at  5.25  o'clock  p.  m.,  Saturday,  January  26,  1918, 
the  committee  adjourned  until  Monday,  January  28,  1918,  at  10 
o'clock  a.  m.) 


APPENDIX. 


Interstate  Commerce  Commission, 

Washington,  January  29,  1918. 
Hon.  E.  D.  Smith, 

Chairman  Committee  on  Interstate  Commerce, 

United  States  Senate,  Washington. 

My  Dear  Sir:  When  you  indicated  to  the  chairman  of  the  commission  that 
your  committee  would  like  to  hear  from  us  with  relation  to  Senate  bill  3385, 
the  members  of  the  commission  had  not  seen  the  bill  in  the  form  then  proposed 
by  its  authors,  and  it  was  understood  that  the  commission  would  take  the  bill 
up  for  consideration  and  prepare  to  present  its  views.  Our  chairman  is,  and 
for  a  few  days  has  been,  confined  to  the  house.  We  understood  that  in  talking 
with  you  he  suggested  that  our  views  would  be  submitted  in  writing,  to  be 
supplemented  by  oral  statement  as  the  committee  might  desire.  Acting  on  that 
understanding,  and  In  his  absence,  I  submit  for  the  commission  the  following: 

The  commission's  special  report  to  the  Congress  expressed  the  firm  convic- 
tion that  unified  control  and  operation  of  the  railroads  of  the  country  was 
essential.  Such  control  was  brought  about  through  the  proclamation  of  the 
President.  The  commission  is  in  full  and  complete  sympathy  with  the  pur* 
poses  of  the  bill  referred  to.  It  believes  that  early  legislation  effecting  those 
purposes  is  highly  desirable.  It  has  neither  desire  nor  disposition  to  obstruct, 
hinder,  or  delay  action  along  those  lines.  It  has  neither  desire  nor  disposition 
to  view  the  bill,  or  any  of  its  features,  in  a  narrow  or  hypercritical  way,  or  to 
analyze  it  in  a  narrow,  contentious,  or  captious  spirit. 

It  submits  the  following  suggested  changes  in  the  bill,  in  outlining  which  the 
<-oniuiittee  reprint  is  used  for  reference: 

In  section  1,  page  4,  line  16,  we  suggest  inserting  the  word  "operating"  after 
the  word  "  making."  The  act  to  regulate  commerce  authorizes  the  commission 
to  require  reports  from  the  owners  of  railroad  properties,  although  such  owners 
may  not  be  operating  the  property.  There  are,  therefore,  corporations  that 
maintain  their  corporate  entity,  that  make  returns  to  the  commission,  and  that 
own  railroad  properties  which  are  leased  to  others,  in  the  operation  of  which 
the  owning  corporation  has  no  voice.  Presumably  such  corporations  are  not 
contemplated  in  this  legislation. 

For  the  purpose  of  using  terms  which  have  a  definite  meaning  in  railroad 
accounting  we  suggest  that  on  page  5,  lines  6  and  7,  the  word  "  improvements  " 
be  changed  to  "  betterments,"  and  that  in  line  7  after  the  word  "  retirements  " 
the  words  "  or  road  extensions  "  be  inserted.  For  the  same  reasons  we  suggest 
striking  out  from  line  13  the  words  "  and  improvements  "  and  inserting  in  lieu 
thereof  "betterments  or  road  extensions." 

In  order  to  harmonize  with  other  parts  of  the  act  we  suggest  inserting  in  line 
14  before  the  word  "  commission  "  the  words  "  Interstate  Commerce." 

The  financial  results  from  operation  of  railroad  property  can  be  very  ma- 
terially changed,  dependent  upon  the  expenditures  for  maintenance  and  the 
charges  for  depreciation.  We  understand  the  intent  is  that  the  Government 
shall  agree  with  the  railroads  that  their  properties  shall  be  maintained  during 
the  period  of  Federal  control  in  substantially  as  good  condition  as  when  taken 
over.  A  precise  inventory  of  the  property  of  each  carrier  and  of  its  condition 
at  the  time  it  passes  into  Federal  control  and  a  similar  Inventory  at  the  time  the 
property  may  be  returned  to  its  owners  would  be  almost  impossible  undertak- 
ings. A  substantially  accurate  measure  of  the  character  of  maintenance  of  the 
property  would  be  the  amounts  expended  on  it  during  the  period  of  Federal 
control  as  compared  with  the  amounts  expended  upon  It  during  the  period  of 
three  years  ended  June  30,  1917,  which  is  taken  as  the  basis  for  determining 
the  just  compensation  to  the  carriers,  making  due  allowance  for  changes  in  the 
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cost  of  materials  and  supplies  and  of  labor.  Manifestly,  It  would  be  unfair  *•• 
the  Government  for  a  carrier  to  charge  during  the  period  of  Federal  o«t*« 
large  sums  for  depreciation  of  its  properties  unless  during  the  period  innm- 
ately  preceding  Federal  control  which  is  taken  as  representative  it  ha-<  m»».* 
similar  charges.  For  these  reasons  the  commission  suggests  the  propriety  .*• 
inserting  the  following  paragraph  between  lines  16  and  17  on  page  6: 

"Every  such  agreement  shall  also  provide  that  during  the  period  of  Fe»kr- 
control  each  carrier  shall  charge  to  operating  expenses  for  maintenance  of  *)»• 
several  classes  of  its  property  sums  varying  by  not  more  than  the  amount*  nu  »- 
necessary  by  changes  in  the  prices  of  materials  and  wages  of  labor,  from  i  * 
sums  determined  by  the  respective  average  charges  for  maintenance  dart  or  t.  * 
three  years  ended  June  30,  1917 :  Provided,  That  if  on  account  of  shortage  *>: 
labor  and  materials  the  carrier  can  not  reasonably  expend  for  maintenance  U* 
sums  thus  determined,  such  sums  shall  nevertheless  be  charged  to  operating  #x 
penses  and  held  for  the  purposes  specified  until  such  maintenance  work  «*- 
reasonably  be  undertaken :  And  provided  further.  That  the  President  ray  -  - 
thorize  additional  charges  to  operating  expenses  for  maintenance  when  the?  art- 
occasioned  by  conditions  beyond  the  carrier's  control,  and  that  during  the  peri^ 
of  Federal  control  each  carrier  shall  charge  to  operating  expenses  for  deprv «. 
ation  on  Its  several  classes  of  property  sums  not  exceeding  the  sums  detenniwJ 
by  the  respective  average  rates  charged  by  it  for  depreciation  of  such  etas****  «< 
property  during  the  three  years  ended  June  30,  1917.  provided  that  the  I*n-«* 
dent  may,  for  good  cause  shown,  authorize  the  use  of  different  rates." 

In  harmony  with  the  suggestion  just  made  the  words  "  for  the  malntenaorr 
repair,  and  renewals  of  the  property  and  for  the  creation  of  reserve  funds  thnv* 
for  and  for  the  depreciation  thereof  to  the  end  "  should  be  stricken  oet  frott 
lines  18,   19,   and  20. 

In  order  to  make  more  clear  what  we  understand  to  be  the  purpuse  of  the 
provision  we  suggest  that  in  section  2,  page  7,  line  21,  the  words  "the  esti- 
mated "  be  stricken  out  and  the  word  "  an  "  be  inserted  in  lieu  thereof*  and  thai 
following  the  word  "  compensation  "  in  line  22  the  words  "  estimated  by  him 
be  inserted. 

To  correct  what  seems  to  be  a  typographical  error,  the  word  "thereof"  «» 
line  24  should  be  changed  to  "  hereof  ". 

In  section  3,  page  8,  line  4,  the  word  "  That "  should  be  inserted  before  **•:!"* 

In  harmony  with  the  course  which  has  long  been  pursued  in  referring  matter* 
to  or  placing  duties  upon  the  Interstate  Commerce  Commission,  we  sugge*  th.r 
in  line  9  the  word  "  alone  "  be  inserted  after  the  word  "  thereof**  and  that  if* 
words  "  without  additional  compensation  "  be  stricken  out  from  lines  9  an«l  l" 
as  superfluous. 

In  line  with  this  suggestion,  the  words  "or  any  board  of  referees  to  wbM< 
any  such  cases  shall  be  referred  "  should  be  stricken  out  from  lines  10  and  n 

It  would  seem  that  the  meaning  would  be  more  clear  if  a  comma  were  in 
serted  after  the  word  "  basis  "  in  line  22. 

In  section  4,  page  9,  line  10,  the  word  "  That "  should  be  prefixed  to  the  pars 
graph,  and,  for  reasons  hereinbefore  explained,  the  word  "  betterments  "  ah**!'-' 
be  substituted  for  the  word  "  improvements  "  in  line  14,  and  the  word*  "  **> 
upon  the  cost  of  road  extensions,"  should  be  Inserted  after  the  word  M  carrier  ~ 
in  line  15. 

In  section  6,  page  10,  line  4,  It  is  suggested  that  the  words  "net  opmnn 
revenue  "  be  inserted  instead  of  the  words  "  operating  income.** 

For  the  purpose  of  using  more  accurate  terms  and  terms  which  liave  a  den,M,r 
meaning  in  railroad  operation  and  accounting,  we  suggest  that  the  word-*  "  "  • 
provements,  engines,  rolling  stock  "  be  stricken  out  from  lines  9  and  10  ami  i> 
words  "  motive  power,  cars "  be  inserted  in  lieu  thereof,  and  that  the  ****' 
"  improvements  "  be  stricken  out  from  line  11  and  the  words  ••  motive  puwvr 
cars  "  be  inserted  In  lieu  thereof. 

For  the  same  reasons  we  suggest  that  the  words  "and  Improvement* "  ** 
stricken  out  in  line  16  and  the  words  "betterments  or  road  extension*"  ** 
inserted  in  lieu  thereof,  and  that  the  same  change  be  made  in  line  19, 

On  page  11,  for  the  reasons  already  explained,  we  suggest  striking  out  fr'J 
line  2  the  words  "  or  improvements  "  and  inserting  in  lien  thereof  the  w^ 
"  betterments  or  road  extensions." 

To  more  definitely  and  broadly  carry  out  the  evident  intent  of  section  & 
page  12,  we  suggest  that  the  words  "  utilize  the  personnel  and  facilities  of  tt" 
Interstate  Commerce  Commission  and  call  upon  members  of  such  commit'*"' 
or  any  of  its  employees  or  employees  of"  be  stricken  out  In  lines  8,  9  and  10. 
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that  the  words  "  call  upon  "  be  Inserted  in  line  7  after  the  word  "  may  " ;  and 
that  the  words  "  commission  or  board  "  be  inserted  after  the  word  "  depart- 
ment "  In  line  10,  making  this  part  of  the  sentence  read  "  and  may  call  upon 
uny  department,  commission,  or  board  of  the  Government  for  such  services  as 
lie  may  deem  expedient." 

In  line  11  the  final  word  in  the  line,  "such,"  should  be  stricken  out,  and  in 
order  that  no  injustice  may  be  done  to  any  minor  employee  the  words  "  except 
as  now  permitted  by  law"  should  be  inserted  after  the  word  "services"  in 
line  13. 

In  section  8,  page  12,  the  word  "That"  should  be  prefixed  to  the  para- 
graph. 

The  purpose  to  deprive  Injured  employees  of  rights  now  conferred  upon 
them  by  law  may  be  doubted,  and  on  the  strength  of  this  thought  we  suggest 
that  the  words  "  if  availed  of "  be  inserted  after  the  word  "  shall "  in  line 
14,  page  13. 

It  would  seem  entirely  proper  to  insert  the  word  "  such  "  after  the  word 
"  all  "  in  line  22. 

In  section  13,  page  16,  line  17,  the  word  "  That "  should  be  prefixed  to  the 
paragraph. 

A  broad  question  of  public  policy  seems  to  be  involved  in  section  5  of  the 
bill.  For  the  reasons  stated  in  the  opening  of  this  communication,  the  com- 
mission refrains  from  offering  any  proposed  changes  in  this  section,  simply 
calling  attention  to  the  fact  that  while  manifestly  there  should  be  a  provi- 
sion which  will  prohibit  capitalization  of  surplus  heretofore  accumulated  but 
already  expended  there  is  room  for  argument  that  if  the  Government  takes 
th«  use  of  the  property  upon  an  agreed  compensation,  the  owners  of  the  prop- 
erty to  whom  that  compensation  is  paid  should  have  the  right  to  distribute  it. 

Large  questions  of  public  policy  are  involved  in  that  part  of  section  10 
following  the  semicolon  in  line  2,  page  14,  and  ending  with  the  word  "con- 
ferred" in  line  6,  and  also  in  section  11,  page  14,  beginning  with  the  words 
4*  in  so  far  "  in  line  2  and  ending  with  the  words  "  President "  in  line  23 ;  but 
for  the  reasons  stated  the  commission  refrains  from  suggesting  any  changes 
in  these  provisions,  contenting  itself  with  pointing  out  the  broad  delegation 
of  power  and  the  far-reaching  effect  of  the  language  used. 

I  should  add  that  Commissioner  Anderson,  who  participated  in  drafting 
the  original  bill  and  amendments  thereto  subsequently  proposed  by  him,  and 
who  has  been  heard  at  length  by  your  committee,  disagrees  with  the  insert 
suggested  by  the  commission  in  section  1  relative  to  charges  for  maintenance 
and  depreciation.  He  disagrees  with  the  other  members  of  the  commission 
with  regard  to  the  changes  which  we  have  suggested  in  section  8.  He  agrees 
with  the  other  changes  herein  suggested. 

I  repeat  that  we  are  in  full  sympathy  with  the  purposes  of  this  legislation 
and  the  reasons  advanced  for  early  action  thereon.  The  amendments  that  have 
been  made  to  the  original  bill,  as  per  the  committee  print  to  which  I  have 
referred,  render  it  unnecessary  for  us  to  express  views  which  we  would  have 
desired  to  express  if  those  amendments  had  not  been  proposed. 

I  again  disclaim  any  disposition  on  our  part  to  obstruct  or  delay  action  on 

this  measure,  and  therefore,  while  if  desired  by  your  committee  a  member  of 

the  commission  will  appear  to  further  explain  any  of  the  changes  which  we 

have  suggested,  we  do  not  request  such  opportunity. 

Yours,  truly, 

Edgar  E.  Clabk,  Acting  Chairman 


Interstate  Commerce  Commission, 
Office  of  the  Chief  Counsel, 
Washington,  January  21,  1918. 

No.  173.  Opinion  of  Chief  Counsel  in  be  Poweb  of  States  to  Tax  Railroads 

"  UNDEB  PBESENT  FeDEBAL  CONTBOL  AND  UNDEB  BlLL  H.  R.  8172. 

The  question  presented  is,  To  what  extent,  if  any,  does  the  Federal  control 
of  systems  of  transportation  now  being  exercised  or  contemplated  under  the 
hill  H.  R.  8172  affect  the  power  of  the  States  to  tax  railroads? 

The  States  have  the  power  of  taxation  ns  a  necessary  attribute  of  sovereignty. 
In  Union  Pacific  Railroad  Co.  t>.  Peniston  (18  Wall.,  5)  the  court,  referring  to 
the  taxing  power  of  a  State,  said,  at  page  29 : 
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"•  *  *  *  and  that  It  may  be  exercised  to  an  unlimited  extent  upon  all  prop- 
erty, trades,  business,  and  avocations  existing  or  carried  on  within  the  terri- 
torial boundaries  of  the  State,  except  so  far  as  it  has  been  surrendered  to  the 
Federal  Government,  either  expressly  or  by  necessary  implication.    *    •    •  * 

In  McCulloch  v.  Maryland  (4  Wheat,  316),  the  court  said,  at  page  429: 

*****  All  subjects  over  which  the  sovereign  power  of  a  State  extends 
are  objects  of  taxation,  but  those  over  which  it  does  not  extend  are,  upon  the 
soundest  principles,  exempt  from  taxation." 

In  Coe  v.  Errol  (116  U.  S.,  517)  the  court  said,  at  page  524 : 

«  *  •  •  *  \ye  take  it  to  be  a  point  settled  beyond  all  contradiction  or  ques- 
tion that  a  State  had  jurisdiction  (for  taxation)  of  all  persons  and  things 
within  its  territory  whch  do  not  belong  to  some  other  jursdiction,  such  as  the 
representatves  of  foreign  Governments,  with  their  houses  and  effects,  and 
property  belonging  to  or  in  the  use  of  the  Government  of  the  United  States." 

A  State  may  not  tax  property  of  the  United  States,  Van  Brocklin  v.  Tennes- 
see (117  U.  S.,  151),  nor  may  it  tax  the  United  States  in  the  exercise  of  it? 
governmental  functions.  (McCulloch  v.  Maryland,  4  Wheat.,  316;  Providence 
Bank  v.  Billings,  4  Peters,  514;  Provident  Institution  for  Savings  r.  Massa- 
chusetts, 6  Wall.,  611;  Farmers  Bank  t>.  Minnesota,  232  U.  S.,  516;  and  Choc- 
taw O.  &  G.  R.  Co.  v.  Harrison,  235  U.  S.,  292. ) 

A  State  may  not  levy  a  direct  tax  upon  interstate  commerce.  In  Kansas  City 
Railway  v.  Kansas  (240  U.  S.,  227),  the  court  said,  at  page  231 : 

"It  must  be  assumed,  in  accordance  with  repeated  decisions,  that  the  Stale 
can  not  lay  a  tax  on  interstate  commerce  *  in  any  form '  by  imposing  it  eitfcr 
upon  the  business  which  constitutes  such  commerce,  or  the  privilege  of  engaging 
in  it,  or  upon  the  receipts  as  such  derived  from  it."  (State  Freight  Tax  Case*. 
15  Wall.,  232 ;  Philadelphia  &  Southern  S.  Co.  v.  Pennsylvania,  122  U.  S.,  32a 
336,  344;  Leloup  t>.  Mobile,  127  U.  S.,  640;  Lyng  v.  Michigan,  135  U.  S.,  161. 
166;  McCall  v.  California,  136  U.  S.,  104;  Galveston,  Harrisburg,  etc.,  Railway 
v.  Texas,  210  U.  S.,  217,  228;  Western  Union  Telegraph  Co.  t?.  Kansas.  216 
U.  SM  1,  36,  37;  Pullman  Co.  v.  Kansas,  216  U.  S.,  56,  65;  Meyer  r.  WelK 
Fargo  &  Co.,  223  U.  S.,  298;  Baltic  Mining  Co.  v.  Massachusetts,  231  l\  S~ 
68,  83.) 

No  State  may  levy  a  tax  on  the  gross  income  of  any  interstate  carrier.  <  Gal- 
veston, Harrisburg,  etc.,  Railway  Co.  i\  Texas,  210  U.  S.,  217.)  Nor  may  a 
State  levy  a  tax  upon  the  receipts  from  interstate  transportation.  (Philailel- 
phia  Steamship  Co.  v.  Pennsylvania,  122  U.  S.,  326.) 

On  the  other  hand,  a  State  may  tax  the  physical  property  of  an  interstat* 
carrier.  (Postal  Telegraph  Co.  v.  Adams,  155  U.  S.,  688;  Western  Union  Tele- 
graph Co.  v,  Taggart,  163  U.  S.,  1 ;  Union  Pacific  Railroad  Co.  v.  Peniston.  IS 
Wall.,  5 ;  Thomson  t?.  Pacific  Railroad,  9  Wall.,  579 ;  Massachusetts  v.  Westera 
Union  Telegraph  Co.,  141  U.  S.,  40 ;  Central  Pacific  Railroad  v.  California,  162 
U.  S.,  91,  125;  Western  Union  Telegraph  Co.  t;.  Attorney  General,  125  U.  S.. 
530.)  So  also  a  State  may  levy  a  corporation  tax,  even  though  such  corpora- 
tion may  engage  in  interstate  commerce.  (Kansas  City  Railway  Co.  v.  Kansas 
240  U.  S.,  227 ;  St.  Louis  Southwestern  Railway  v.  Arkansas,  235  U.  S.,  350.) 

Applying  the  general  principles  above  announced  to  the  railroads  under  tnt 
Federal  control  now  being  exercised  or  contemplated  under  the  bill  H.  R.  8171 
it  is  clear  that  under  the  present  control  by  the  Director  General  and  under  the 
proposed  bill  the  railroads  remain  the  property  of  the  owners.     The  operant 
of  the  railroads  by  the  United  States  upon  an  agreed  basis  of  compensation  m*i 
not  interfere  with  State  taxation  on  the  physical  property  of  such  railroad* 
any  more  than  the  leasing  of  a  building  in  a  State  by  the  United  States  wouli 
necessarily  operate  to  suspend  State  taxation  against  the  owner  of  the  building 
This  conclusion,   of  course,  would  not  apply  ro  any   taxation  which   woul< 
amount  to  an  interference  with  interstate  commerce  or  to  an  attempt  to  tax  tl* 
Federal   Government  in   carrying  on  any   function   within   its   constitution* 
powers. 

No  State  may  levy  any  tax  on  the  United  States,  but  a  State,  within  rea**. 
able  limitations,  could  continue  to  tax  the  property  owned  by  a  railroad.  e\« 
though  that  property  be  leased  to  or  operated  by  the  United  States.  Surh  i 
tax  should  be  upon  the  property  of  the  owners  of  the  railroads  and  should  r*.* 
be  such  as  to  interfere  with  the  United  States  in  carrying  on  its  transport* ti«« 
functions. 

In  Commonwealth  v.  Kinniconick  &  F.  S.  R.  Co.  (104  Southwestern,  2*« 
31  Kentucky  Law  Report,  859)  it  was  held  that  a  railroad  company,  althoas* 
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its  road  Is  operated  by  another  company,  still  owns  Its  line  of  railroad  and  has 
not  parted  with  any  franchise  granted  to  It  and  Is  liable  to  a  franchise  tax. 

In  Union  Pacific  Railroad  v.  Peniston  (18  Wall.,  5),  referred  to  above,  the 
court  said,  at  pages  31  and  32  : 

*****  the  Union  Pacific  Railroad  Company  was  created  to  subserve,  in 
part  at  least,  the  lawful  purposes  of  the  National  Government ;  *  *  *.  They 
(charter  provisions)  all  look  to  a  purpose  of  Congress  to  secure  an  agency 
competent  and  under  obligation  to  perform  certain  offices  for  the  General  Gov- 
ernment. Notwithstanding  this,  the  railroad  and  telegraph  line  are  neither  in 
whole  nor  in  part  the  property  of  the  Government.    *    *     * 

Admitting,  then,  fully,  as  we  do,  that  the  company  is  an  agent  of  the  General 
Government  designed  to  be  employed,  and  actually  employed,  in  the  legitimate 
service  of  the  Government,  both  military  and  postal,  does  it  necessarily  follow 
that  its  property  is  exempt  from  State  taxation?" 

Answering  this  question,  the  court  said,  at  page  36 : 

"It  is,  therefore,  manifest  that  exemption  of  Federal  agencies  from  State 
taxation  is  dependent  not  upon  the  nature  of  the  agents  or  upon  the  mode  of 
their  constitution  or  upon  the  fact  that  they  are  agents,  but  upon  the  effect  of 
the  tax ;  that  is,  upon  >the  question  whether  the  tax  does  in  truth  deprive  them 
of  power  to  serve  the  Government  as  they  were  intended  to  serve  it  or  does  it 
hinder  the  efficient  exercise  of  their  power.  A  tax  upon  their  property  has 
no  such  necessary  effect.  It  leaves  them  free  to  discharge  the  duties  they  have 
undertaken  to  perform.  A  tax  upon  their  operations  is  a  direct  obstruction 
to  the  exercise  of  Federal  powers." 

In  Thomson  v.  Pacific  Railroad  (9  Wall.,  579)  the  United  States  was  to 
receive  5  per  cent  of  the  net  earnings  of  the  railroad.  It  was  claimed  in  op- 
position of  the  power  of  the  State  to  tax  the  property  of  the  railroad  that  such 
tax  by  the  State  would  hinder  and  embarrass  the  railroad  in  the  performance 
of  its  obligations  and  duties  to  the  United  States.  In  upholding  this  tax,  the 
court  said,  at  page  691 : 

44  No  one  questions  that  the  power  to  tax  all  property,  business,  and  persons 
within  their  respective  limits  is  original  in  the  States  and  has  never  been 
surrendered.  It  can  not  be  so  used,  indeed,  as  to  defeat  or  hinder  the  opera- 
tions of  the  National  Government;  but  it  will  be  safe  to  conclude,  in  general, 
in  reference  to  persons  and  State  corporations  employed  in  Government  service, 
that  when  Congress  has  not  interposed  to  protect  their  property  from  State 
taxation,  such  taxation  is  not  obnoxious  to  that  objection." 

The  United  States  possibly  might  prohibit  the  States  from  levying  taxes  upon 
railroads  while  under  Federal  control.  Home  Savings  Bank  v.  Des  Moines  (205 
U.  S.,  503,  513),  Union  Pacific  Co.  r.  Peniston  (18  Wall.,  5,  37). 

The  United  States  has  prohibited  State  taxation  of  national  banks  except 
upon  its  real  estate  and  upon  the  shares  of  capital  stock  owned  by  stock- 
holders.  (Sec.  5219,  Revised  Statutes.)  This  statute  has  been  repeatedly  up- 
held. (People  v.  Weaver  (100  U.  S.,  539),  Rosenblatt  v.  Johnston  (104  U.  S., 
462),  Boyer  v.  Boyer  (113  U.  S.,  689),  Owensboro  National  Bank  v.  Owens- 
boro  (173  U.  SM  664),  Bank  of  Louisville  v.  Stone  (174  U.  S.,  432),  Louisville  v. 
Third  National  Bank  (174  U.  S.,  435),  First  National  Bank  v.  Albright  (208 
U.  S.,  548),  City  of  San  Francisco  v.  Crocker,  etc.,  Bank  (92  Fed.,  273). 

It  is  to  be  noted  that  H.  R.  8172,  instead  of  prohibiting  the  imposition  of 
taxes  by  the  States  upon  railroads  while  under  Federal  control,  distinctly 
recognizes  the  power  of  the  States  to  impose  such  taxes.  Under  the  bill  taxes 
other  than  those  assessed  by  the  United  States  for  the  three  years  ending 
June  30,  1917,  can  be  charged  to  operating  expenses  and  included  In  the  com- 
putation of  the  standard  return  due  the  carriers. 

In  my  opinion,  especially  in  the  absence  of  prohibition  of  Congress,  the 
States  have  power  to  tax  the  property  of  railroads  while  such  railroads  are 
under  Federal  control.  This  power  is  subject  to  the  same  limitations  as 
before;  that  is  to  say,  it  must  be  reasonably  exercised  and  must  not  be  ex- 
ercised in  such  a  manner  as  to  interfere  with  interstate  commerce  or  as  to 
be  a  direct  tax  upon  the  United  States  in  exercising  its  functions  of  govern- 
ment. Bill  H.  R.  8172  as  it  now  reads  does  not  prohibit  State  taxation  of 
railroads  while  under  Federal  control,  but,  on  the  contrary,  accepts  and  con- 
sents to  the  exercise  of  that  power  by  the  States  during  the  period  of  such 
control. 

Jos.  W.  Folk, 
Chief  Counsel. 


1298      GOVERNMENT  CONTROL  AND  OPERATION  OF  RAILROADS. 

United  States  Senate, 
Washington,  D.  C,  January  £|,  191fi. 
Hon.  Ellison  D.  Smith, 

Chairman  Committee  on  Interstate  Comtnercef 

United  States  Senate,  Washington,  D.  C. 

Deab  Senator  Smith  :  While  the  "  bill  to  provide  for  the  operation  of  trans- 
portation systems  while  under  Federal  control,  etc."  (S.  3385),  contains  manr 
Items  which  are  of  great  importance,  I  desire  to  call  especial  attention  to.  and 
urge  the  adoption  of,  certain  provisions  contained  in  section  6,  and  to  suggest 
some  amendments  which  I  believe  will  greatly  increase  the  effectiveness  of  the 
measure. 

The  first  paragraph  of  section  6  appropriates  $500,000,000  as  a  revolving  fond 
and  specifies  certain  objects  to  which  moneys  derived  from  this  fond  may  be 
devoted.  White  the  language  of  this  paragraph  might  possibly  be  considered 
broad  enough  to  include  carriers  by  water,  as  well  as  carriers  by  rail,  the  final 
paragraph  of  section  6  specifically  provides  that  the  President  may  expend 
from  the  revolving  fund  such  an  amount  as  he  may  deem  necessary  or  desirable 
for  the  promotion  of  transportation  by  water,  and  it  is  the  vital  importance  of 
this  provision  of  the  bill  for  which  I  desire  to  urge  the  especial  consideration 
of  the  committee. 

The  utter  inability  of  the  railroads  alone  to  meet  the  transportation  needs  of 
the  country  under  existing  circumstances  has  been  dramatically,  even  tragically, 
made  evident  during  recent  weeks.  The  health  officer  of  Philadelphia  stated 
that  there  was  illness  in  10,000  homes  in  that  city  because  of  lack  of  fuel.  In 
New  York  City  people  have  been  found  frozen  to  death,  not  only  among  the 
poorer  classes  in  the  tenement  district,  but  in  at  least  one  instance  reported  in 
the  press  where  it  was  evident  that  lack  of  funds  was  not  to  blame.  Indeed, 
there  were  cases  reported  in  which  multimillionaires  had  to  abandon  their 
palatial  homes  for  lack  of  fuel  and  seek  refuge  with  relatives  or  friends  who 
were  more  fortunately  situated  in  this  respect. 

Because  we  are  at  war  and  the  continuous  operation  at  the  highest  possible 
speed  of  all  factories  producing  munitions  and  other  war  supplies  is  a  matter 
of  the  most  vital  necessity,  but  it  was  recently  stated  that  half  of  the  steel 
mills  in  the  Pittsburgh  district  were  idle,  half  of  the  blast  furnaces  had  their  fires 
banked,  and  half  of  the  great  army  of  workmen  engaged  in  this  vital  industry 
were  unemployed  because  of  lack  of  fuel,  and  the  total  suspension  of  all  opera- 
tions in  this  fundamental  industry  was  imminent 

We  have  been  told  that  one  of  the  fundamental  necessities  for  war  purposes, 
if  not  the  most  absolutely  necessary  of  all,  is  ocean  tonnage,  and  extraordinary 
efforts,  backed  by  unheard-of  appropriations,  have  been  made  to  Increase  ship- 
building in  the  United  States.  Tet,  if  a  recent  press  report  is  accurate,  no  less 
than  213  ships,  loaded  with  munitions  and  provisions  urgently  needed  by  our 
allies  and  our  own  Army  in  France,  were  lying  In  the  harbor  of  New  York  one 
week  ago  waiting  for  bunker  coal,  without  which  they  could  not  sail.  At  the 
same  time  every  dock  and  wharf  and  warehouse  in  greater  New  York  was 
filled  with  materials  waiting  opportunity  for  shipment,  and  every  siding  for 
hundreds  of  miles  on  every  railroad  leading  out  of  New  York  was  clogged  with 
cars  which  could  not  be  moved,  among  these  being  no  less  than  45  miles  of 
coal-laden  cars  on  one  railroad  alone. 

It  is,  of  course,  true  that  snowstorms  and  bitterly  cold  weather  have  had 
something  to  do  with  increasing  traffic  congestion  during  the  recent  weeks,  but 
that  the  wintry  weather  is  not  chiefly  responsible  is  indicated  by  the  fact  that 
the  net  car  shortage  was  148,627  on  the  1st  of  May,  1917,  after  the  winter  was 
over,  and  140,012  on  the  1st  of  November,  before  the  winter  begun. 

What  can  be  done  on  a  waterway  when  it  has  been  improved  and  given  a 
dependable  channel  is  shown  by  the  fact  that  In  the  calendar  year  1916  a  total 
of  12,875,673  tons  of  freight  were  moved  on  the  Monongahela  River.  Eighty-one 
per  cent  of  this  was  coal,  and  practically  all  of  it  was  material  which  could 
be  moved  in  open-top  cars.  The  capacity  of  the  average  coal  car  is  50  tons,  and 
it  would  have  taken  no  less  than  257,513  cars  to  move  this  freight  which  wa* 
carried  by  the  Monongahela. 

Unfortunately  the  rivers  of  the  United  States  which  have  been  suincientlr 
improved  to  have  dependable  channels  are  so  few  in  number  that  they  can  be 
counted  on  the  fingers  of  one  hand,  but  even  an  uncompleted  river  may  carry  » 
considerable  tonnage,  as  is  shown  by  what  has  been  done  on  the  Ohio  River 
during  the  past  year.  By  the  creation  of  a  series  of  artificial  flood  wave* 
through  the  lowering  of  dams  on  the  upper  Ohio  and  its  tributaries  during  the 
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last  season  of  low  water  300,000  tons  of  coal  were  floated  from  the  Great 
Kanawha  River  to  cities  on  the  Ohio  as  far  down  as  Cincinnati.  It  would  have 
taken  6,000  cars  to  move  this  amount  of  coal  and  300,000  tons  of  coal  is 
enough  to  operate  scores  of  factories  or  to  warm  the  homes  of  more  than  200,000 
people  for  many  weeks,  even  during  the  bitter  weather  of  this  unusual  winter. 

The  extraordinary  traffic  congestion,  with  the  resultant  losses  financially,  the 
sickness  and  death,  and  the  danger  to  the  cause  for  which  the  United  States 
and  its  allies  are  fighting  was  the  reason  advanced  by  the  Fuel  Administrator 
for  the  extraordinary  order  recently  issued  by  him,  and  the  Director  General 
of  Railroads  has  imposed  on  three  of  the  greatest  railroads  east  of  the  Ohio 
River  an  absolute  embargo  on  everything  except  food,  fuel,  and  vital  war 
necessities  until  such  time  as  the  congestion  has  been  relieved.  It  would  seem 
to  be  unnecessary  to  say  more  to  emphasize  the  vital  importance  of  the  trans- 
portation question  and  the  Imperative  necessity  of  supplementing  the  inade- 
quate facilities  of  our  railroads  by  using  our  waterways  to  the  last  possible 
limit  of  their  capacity,  and  it  seems  to  me  beyond  all  doubt  or  question  that 
legislative  authority  should  be  given  for  such  use  of  water  transportation. 

Because  the  authority  to  provide  terminals  which  is  contained  in  the  first 
paragraph  of  section  6  is  coupled  with  the  authority  to  provide  engines,  rolling 
stock,  and  other  necessary  equipment,  this  provision  apparently  applies  only 
to  carriers  by  rail.  The  last  paragraph  of  section  6  gives  authority  for  the 
*'  purchase,  construction,  or  utilization  and  operation  of  boats,  barges,  tugs,  and 
other  transportation  facilities  on  the  inland  and  coastwise  waterways."  Proper 
terminals  are  Just  as  essential  to  the  efficient  and  economic  operation  of  car- 
riers by  water  as  of  carriers  by  rail,  and  while  possibly  the  words  "other 
transportation  facilities"  might  be  interpreted  to  include  the  terminals,  it 
seems  to  me  that  the  matter  should  be  so  clearly  expressed  that  no  doubt  could 
arise.  I  therefore  suggest  the  amendment  of  the  last  paragraph  of  section  6 
by  the  insertion,  after  the  word,  "  facilities  "  in  line  2  on  page  6  of  the  bill, 
of  the  words  "  including  terminals  and  their  equipment." 

Another  thing  which  is  vitally  necessary  if  we  are  %  completely  meet  the 
great  emergency  with  which  we  are  confronted  is  the  closest  possible  coordina- 
tion of  carriers  by  water  with  carriers  by  rail,  and  I  therefore  suggest  the 
amendment  of  paragraph  2,  of  section  6,  by  the  insertion,  after  the  word  "  in- 
terest "  in  line  10,  page  5,  of  the  words  "  including  the  construction  of  tracks, 
structures,  and  equipment  to  facilitate  the  exchange  of  traffic  between  carriers 
by  water  and  carriers  by  rail." 

A  copy  of  my  proposed  amendments  is  inclosed  herein. 

Respectfully  submitted. 

Jos.  E.  Ransdell. 

Amendments  to  the  bill  to  provide  for  the  operation  of  transportation  systems 
while  under  Federal  control,  etc.  (S.  a385),  suggested  by  Senator  Ransdell  for 
consideration  by  the  Senate  Committee  on  Interstate  Commerce : 

Amend  paragraph  2  of  section  6  by  the  insertion,  after  the  word  "  interest," 
in  line  10,  page  5,  of  the  words  "  including  the  construction  of  tracks,  structures, 
and  equipment  to  facilitate  the  exchange  of  traffic  between  carriers  by  water 
and  carriers  by  rail." 

Insert  after  the  word  "  facilities,"  in  line  2,  on  page  6  of  the  bill,  the  words 
"  including  terminals  and  their  equipment." 


National  Association  of  Ownbbs  of  Railboad  Securities, 

Baltimore,  January  16,  1918. 

Dear  Mr.  Smith  :  Inclosed  herewith  is  a  communication  to  the  members  of 
this  association,  which  deals  with  the  present  railroad  situation,  and  which  I 
think  may  be  of  interest  to  you. 
Very  truly,    yours, 

S.  Davies  Warfield,  President. 

Hon.  Ellison  D.  Smith, 

The  Senate,  Washington,  D.  C. 

National  Association  of  Owners  of  Railroad  Securities, 

Baltimore,  January  15,  1918. 

To  the  members  of  the  National  Association  of  Oivners  of  Railroad  Securities: 
The  action  of  the  Government  in  taking  over  the  operation  of  the  railroads, 
of  the  United  States  is  the  most  far-reaching  recorded  in  our  industrial  history. 
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This  association  has  followed  the  developments  leading  to  this  action  ar»'  . 
reply  to  many  inquiries  now  calls  to  the  attention  of  its  members  the  <"«•: 
tions  under  which  their  properties  have  been  taken.     The  questioos  lnv«:.»« 
are  of  vital  concern  to  every  bondholder  and  every  stockholder  of  ail  lb*  r.. 
roads,  and  their  adjustment  should  not  be  left  to  their  operating  executr— 
Indeed  the  results  of  any  mistake  here  may  not  be  confined  to  the  hol«kr* 
railroad  securities — so  large  a  part  of  the  basis  of  all  credit — but  ma*    - 
fraught  with  serious  influence  upon  all  enterprise  for  a  generation  to  run* 

The  great  question  of  permanent  operation  or  ownership  by  the  Govtfrws--  * 
we  will  not  discuss  at  this  time.     Its  discussion  Involves  questions  of  ~    : 
moment,  not  alone  to  the  50,000,000  people  of  the  country  who  own,  dimrl. 
indirectly,  the  securities  of  the  railroads,  but  to  all  the  people  us  a  wh«»U\    .' 
is  an  economic  question  which  should  be  settled  in  time  of  peace;  it  h:«*  * 
place  in  these  times  of  war  and  when  there  Is  to  be  discussed  and  detenu  ■  • 
the  immediate  necessities  of  the  moment.    Nor  will  we  now  dii*cu«  tin?  «-*     * 
of  the  methods  to  be  adopted  by  ihe  Government  for  the  temporary  use  »»?     * 
properties  and  for  their  return  to  their  lawful  owners  after  the  war. 

The  exigencies  of  war  and  the  conditions  under  which  Ihe  railroad*  -»f  » 
country  were  being  operated  made  it  imperative  that  their  operation  »uw    . 
riie  period  of  the  war  should  have  the  backing  of  the  Government. 

It  was  apparent  that  the  necessities  of  the  case  demanded  that  troops  i •• 
tions  of  war,  and  commodities  essential  to  war's  conduct  be  routed  «>%vr  ' 
railroads  of  the  country  in  such  manner  as  would  insure  their  quickest  d*'1* 
and  the  most  effective  war  service  and  without  respect  to  the  time  of  de.i«»-. 
at  destination  of  other  freight  and  passengers,  or  to  its  effect  on  the  earr    .« 
of  the  respecive  railroads.    This  called  for  pooling  or  the  diversion  of  tri" 
and  passengers  from  one  railroad  to  another,  not  possible  under  existing 
and  regulations  excepting  through  the  power  already  granted  or  to  be  sr:  • 
to  the  President  for  the  purposes  of  war.    It  was  thought  that  the  oprr-'   - 
railroad  executives  alone  could  not  accomplish  this  and  properly  profit  * 
owners  of  securities  tfhied  by  their  respective  railroads;  that  this  prut*-* 
could  be  given  only  by  the  Government. 

On  the  other  hand,  it  was  thought  that  the  Government  could  not  u-V' 
take  to  protect  the  owners  of  the  securities  of  the  railroads  unless  their  <n*- 
tion  was  placed  entirely  under  Government  direction. 

The  President  had  addressed  the  Congress  on  these  subjects.    A  bui 
been  submitted  for  the  action  of  Congress. 

Questions  of  immediate  concern  to  us  are  embodied  In  this  bilL    Its  ti'i*'  * 
44  To  provide  for  the  operation  of  transportation  systems  while  under  r»~" 
control,  for  the  just  compensation  of  their  owners,  and  for  other  parpi*** 
its  designation  is  H.  R.  8172. 

Without  entering  into  a  discussion  of  the  general  provisions  of  the  t».! .   ' 
of  that  section  naming  the  three-year  period  (June  30f  1914,  to  June  30,  W 
the  average  of  which  is  to  be  taken  as  the  basis  for  adjusting  the  earn   -■» 
which  each  carrier  is  to  be  allowed  as  a  rental  for  its  property,  we  call  t-v 
cial  attention  to  section  13  of  the  bill.    This  section  provides : 

•'  That  the  Federal  control  of  transportation  systems  herein,  and  beret' '  *' 
provided  for,  shall  continue  for  and  during  the  period  of  the  war,  ami  a-* 
Congress  shall  thereafter  order  otherwise." 

President  Wilson,  in  his  address  to  the  Congress,  giving  the  reasons  why  r> 
railroads  should  pass  from  private  to  governmental  operation  during  tb<  *"•' 
period,  said : 

"  The  commission  will  be  carried  out  with  as  little  disturbance  to  ilk*  p~- 
ent  operation   and  personnel  of  the  railroads  as  possible.     Nothing  ml1   •* 
altered  or  disturbed  which  it  is  not  necessary  to  disturb.    We  are  serrin*  '  ■* 
public  interest  and  safeguarding  the  public  safety,  but  we  are  aim  Kga"  r  ' 
of  the  interests  of  those  by  whom  these  great  properties  are  owned,  and  •-'  • 
to  avail  ourselves  of  the  experience  and  trained  ability  of  those  who  hav*  t-« 
managing  them.     *     *     * 

"  I  need  not  point  out  the  essential  justice  of  such  guarantees  and  thrir  r 
fluenee  and  significance  as  elements  in  the  present  financial  and  industrial  *:'  - 
ation  of  the  country.    Indeed,  one  of  the  strong  arguments  for  usMinilne  •«»." 
of  the  railroads  at  this  time  is  the  financial  argument.    It  is  necessary  Out  " 
values  of  railroad  securities  should  be  justly  and  fairly  protected.    •    •    • 

"  In  the  hands  of  many  thousands  of  small  investors  in  the  country,  it*  ^  ' 
as  in  national  banks,  in  insurance  companies.  In  savings  lianks,  in  tin*  »■ 
panies,  in  financial  agencies  of  every  kind,  railway  securities,  the  mido  M  ■  • 
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which  runs  up  to  some  ten  or  eleven  thousand  millions,  constitute  a  vital  part  of 
the  structure  of  credit  and  the  unquestioned  solidity  of  that  structure  must  be 
maintained." 

In  these  words  the  President  has  amply  assured  us.  We  are,  therefore,  to 
assume  that  the  bill  is  distinctly  a  measure  of  war,  to  give  the  necessary  power 
to  the  President,  and  to  protect  the  owners  of  the  securities  of  the  railroads 
during  their  operation  by  the  Government  "  at  this  time " — for  the  war  pe- 
riod— and  that  such  operation  is  for  that  period  only. 

Section  13  of  the  bill  goes  much  further  than  this.  It  raises  the  question — 
may  not  this  section  in  itself  constitute  an  ownership  by  the  Government  under 
a  rental  only,  the  terms  of  which  merely  as  a  rental  are  not  altogether  satis- 
factory, and  with  the  right  reserved  by  the  Government  to  return  the  prop- 
erties taken  when  they  so  desire  or  not  at  all.  There  would  seem  to  be  a  con- 
stitutional question  involved  in  this  procedure. 

We  quote  from  an  opinion  by  an  eminent  lawyer  on  the  provisions  of  the 
hill.    He  says: 

"Federal  power  to  control  and  operate  the  railroads  in  the  exercise  of  the 
constitutional  power  to  make  war,  continues  only  during  the  war  and  for  a 
reasonable  time  thereafter,  and  is  distinct  from  the  Federal  power  to  appro- 
priate the  railroads  in  the  exercise  of  the  constitutional  power  to  regulate 
commerce,  establish  post  roads,  etc." 

"  H.  R.  8172,  by  providing  in  section  13  *  That  the  Federal  control  of  trans- 
portation systems  herein,  and  heretofore  provided  for,  shall  continue  for  and 
during  the  period  of  the  war,  and  until  Congress  shall  thereafter  order  other- 
wise '  seeks  to  make  this  act  not  only  an  exercise  of  the  war  power,  but  also  an 
appropriation  in  the  exercise  of  the  other  constitutional  powers." 

May  not  the  owners  of  the  railroads,  therefore,  very  properly  make  the 
request  that  the  bill  be  framed  to  carry  out  the  declared  intention  of  taking 
tiie  railroads  for  war  purposes  only  and  not  for  indefinite  and  continuous 
operation  after  the  war,  or  for  experimental  purposes  in  connection  with  their 
operation  or  control.  It  should  not  be  a  requirement  of  the  bill  that  the  owners 
of  the  railroads,  whose  properties  have  been  taken  as  a  measure  of  war,  must 
appeal  to  Congress  to  restore  them  at  the  expiration  of  the  period  for  which 
they  were  taken.  We  may  well  ask  that  their  restoration  shall  automatically 
take  place  at  a  fixed  period  at  the  close  of  the  war. 

It  is  not  sufficient  to  say  that  we  do  not  know  under  what  conditions  the 
railroads  shall  be  returned  to  their  owners — under  what  form  of  governmental 
control  or  regulation — or  what  may  be  the  requirements  for  their  future  opera- 
tion under  plans  of  greater  centralization  of  railroad  capital  and  for  greater 
cooperation  in  operating  methods,  which  may  take  place.  Such  reasons  do  not 
alter  the  fact  that  the  Government's  tenancy  is  for  the  purposes  explicitly 
stated  by  the  President  and,  therefore,  can  only  be  temporary. 

The  properties  taken  must  be  properly  maintained — "  nothing  altered  or 
disturbed  which  it  is  not  necessary  to  disturb" — and  they  should  be  restored 
to  their  owners  at  the  expiration  of  the  war  in  as  good  condition  as  when 
taken.  Will  the  desire  of  the  President  be  carried  out  unless  the  bill  provides 
for  an  adequate  guaranty  to  the  security  owners  which  he  held  to  be  necessary 
to  maintain  the  "  structure  of  credit  and  the  unquestioned  solidity  of  that 
structure"  of  which  "railroad  securities,  the  sum  total  of  which  runs  up  to 
some  ten  or  eleven  thousand  millions,  constitute  a  vital  part."  Such  indeflnite- 
uess  in  the  bill  Is  not  the  reassurance  spoken  by  the  President  as  required  for 
the  financial  purposes  of  the  Government. 

Referring  to  section  1  of  the  bill,  under  which  the  railroads  are  to  enter  into 
an  agreement  with  the  Government  in  connection  with  the  rental  for  their 
properties,  the  legal  opinion  cited  continues : 

"  No  corporate  power  exists  in  any  railroad  or  carrier  to  make  an  agreement 
as  contemplated  by  section  1  of  the  bill.  The  directors  of  a  railroad  company 
would  be  empowered  to  enter  into  an  agreement  for  the  duration  of  the  war, 
and  a  reasonable  adjustment  period  thereafter;  but  the  directors  and  stock- 
holders together  are  without  charter  power  to  disable  the  corporation  for  an 
indefinite  period  from  discharging  the  public  duties  imposed  by  its  State 
charter.  Any  stockholder  can  object  and  stop  it.  The  Federal  Government 
may  appropriate  the  railroad  company's  property,  and  in  that  case  the  directors 
and  stockholders  may  agree  to  the  compensation  to  be  paid  the  company. 
H.  R.  8172  is  not  sufficient  in  law  to  be  construed  as  an  exercise  of  the  power 
of  eminent  domain.  The  indefinite  iieriod  of  the  *  possession,  use,  and  control ' 
introduces  an  element  of  uncertainty  which  prevents  the  ascertainment  of  just 
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of  this  bill,  that  the  House  committee  has  requested,  and  I  have 
read  the  draft  of  some  sections,  that  of  course  we  have  not  had  time 
to  present  our  views  in  the  form  of  the  draft  amendments  to  the  bill, 
and  that  will  be  done  probably  Monday. 

Mr.  Thom.  Mr.  Chairman,  before  you  adjourn,  I  have  some 
amendments — some  perhaps  verbal  and  some  perhaps  more  sub- 
stantial— that  I  would  like  to  have  an  opportunity  of  presenting. 
I  will  give  a  copy  of  them  to  the  representative  of  the  men.  I  would 
like  to  know  about  what  would  be  the  pleasure  of  the  committee  in 
respect  to  how  that  should  be  accomplished. 

The  Chairman.  You  can  just  file  them  with  the  clerk  and  he  will 
give  them  to  the  committee. 

The  committee  stands  adjourned  until  10  o'clock  Monday  morning. 

(Whereupon,  at  5.25  o'clock  p.  m.,  Saturday,  January  26,  191&. 
the  committee  adjourned  until  Monday,  January  28,  1918,  at  1<> 
o'clock  a.  m.) 
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Whether  the  great  areas  of  unoccupied  millions  of  acres  of  land  of  our  country 
can  be  successfully  and  intensively  developed  by  means  better  than  through 
individual  initiative  and  railroad  operation,  with  the  advantages  incident  to 
the  full  play  of  individual  human  endeavor;  whether  the  full  development  of 
the  industrial  life  of  the  Nation  can  be  accomplished  better  than  through  the 
competition  involved  in  the  building  of  railroads  by  private  capital  and  the 
competitive  system  for  securing  and  for  the  establishment  of  industries  thereon, 
and  through  the  proper  and  efficient  operation  of  privately  owned  railroads 
under  Government  control  and  regulation,  wisely  conducted ;  whether  shippers 
in  competition  with  other  shippers,  and  whether  the  public,  can  secure  better 
service  than  through  the  service  they  have  been  accustomed  in  times  of  peace 
to  have  offered  them  under  the  stimulus  of  individually  operated  enterprise; 
and  whether  employees  can  be  given  through  other  means  the  latitude  for  the 
enjoyment  of  personal  liberty  free  from  political  restraint — all  these  are 
questions  which  are  not  at  issue  at  this  time,  and  should  not  be  made  an  issue 
by  an  indefinite  provision  of  an  act  of  Congress  permitting  that  to  be  done  in  a 
serious  situation  outside  of  and  beyond  what  tlie  President  very  pointedly  stated 
was  his  purpose  in  the  premises.  As  previously  pointed  out  these  are  economic 
questions  too  vital  to  the  country  to  bring  up  at  a  period  other  than  during  the 
time  of  the  peaceful  pursuits  of  the  people  and  the  conduct  of  our  Government 
in  times  of  peace. 

Nevertheless,  if  there  is  the  intention  to  permit  a  situation  to  be  created  the 
result  of  which  will  make  it  impossible  for  you  to  get  back  your  properties  with 
the  value  attached  to  them  at  the  time  they  are  taken  as  going  concerns,  and 
which  will  fasten  permanent  Government  railroad  operation  on  the  Nation,  with- 
out adjusting  the  terms  of  payment  for  the  principal  of  the  properties,  it  is 
essential  to  the  protection  of  your  securities  and  only  fair  to  you  that  such 
intention  should  be  made  known  now. 

The  Director  General  has  made  the  request  that  the  railroads  give  their 
financial  requirements  for  the  year  1918  and  state  what  securities  can  be  Issued 
by  them  and  sold  for  such  purposes.  It  is  to  be  hoped  that  such  guaranty 
of  the  Government  as  shall  be  finally  embodied  in  the  bill  may  be  such  as  will 
establish  the  credit  of  the  railroads  sufficiently  to  justify  those  who  have  pur- 
chased their  securities  in  the  past  to  continue  to  purchase  them. 

In  addressing  the  convention  of  the  Association  of  Life  Insurance  Presidents 
of  the  country,  before  the  present  action  of  the  Government  was  contemplated, 
these  words  were  used  by  me: 

"  The  railroads  will  not  emerge  from  the  war  as  they  existed  before  it. 
Your  securities  may  bear  altogether  a  different  relation  to  the  properties  which 
issued  them." 

The  time  has  come  earlier  than  anticipated.  This  association  through  its 
various  committees  will  endeavor  to  cooperate  with  the  Government  for  the 
protection  of  those  it  represents. 

S.  Davies  Warfield,  President. 


January  18,  1018. 
Mr.  S.  D.  Warfield,  Baltimore,  Md. 

My  Dear  Sir:  Please  accept  my  thanks  for  your  letter  of  January  16  with 
printed  Inclosure,  which  I  shall  take  pleasure  in  reading. 
Sincerely,  yours, 

Ellison  D.  Smith. 


Presented  by  the  Committee  from  the  Mississippi   River  Section  of 

Waterways. 

[M.  J.  Sanders,  Chairman  Board  of  Trade  of  New  Orleans.] 

The  development  of  railroads  brought  on  in  many  sections  where  waterways 
had  been  important  commercial  transiwrtation  factors  a  very  strenuous  form  of 
competition.  This  was  particularly  the  case  in  the  Mississippi  Valley,  where 
the  competition  was  almost  cutthroat  in  its  nature,  and  freight  rates  were 
forced  far  below  a  remunerative  level  at  all  river  points  where  water  com- 
petition existed. 

There  were  two  potent  reasons  why  in  this  competition  river  carriers  were 
driven  from  the  field. 
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First.  The  undeveloped  condition  of  the  river  channels  hy  which  navigation 
was  impossible  for  long  periods  and  generally  uncertain. 

Second.  The  belief  by  investors  that  river  carriers  without  other  support 
could  not  successfully  conii>ete  when  the  whole  of  their  traffic  was  carried  at 
the  low  river  rates,  whereas  the  railroads  at  nonriver  points  were  able  and 
did  charge  very  much  higher  and  quite  remunerative  freight  rates. 

At  one  period  the  Mississippi  River  and  its  tributaries  carried  the  great  bulk 
of  the  commerce  of  this  immense  drainage  area  and  there  were  upon  these 
streams  thousands  of  craft  engaged  in  commercial  transportation. 

The  great  bulk  of  this  equipment  disappeared  before  the  policy  of  the  Gov- 
ernment for  the  improvement  of  navigation  upon  these  streams  furnished  regu- 
lar and  practicable  navigable  channels. 

Some  of  these  river  companies  were  bought  out  by  the  railroads,  and  this 
was  particularly  the  case  with  a  very  inijwrtant  line  of  barges  which  operated 
with  great  profit  to  its  owners  for  many  years  between  St.  Louis  and  New 
Orleans  and  which,  notwithstanding  the  serious  drawback  of  irregular  and 
inefficient  navigation,  was  so  strongly  intrenched  with  the  commercial  public 
that  a  great  railroad  operator  paid  the  owners  of  the  barge  line  a  sum  which 
is  said  to  have  been  many  times  the  value  of  their  floating  craft,  and  the 
service  was  discontinued,  the  barges  being  tied  to  the  river  banks  and  left 
to  rot. 

There  still  remain  undeveloped  many  streams  which  can  be  of  great  trans- 
portation value,  but  on  the  Mississippi  River,  for  some  1,200  miles  from  St 
Louis  to  New  Orleans,  there  is  already  a  permanent  navigable  channel  with  not 
less  than  8  feet  of  water  available  all  the  year  round. 

The  State  of  New  York  has  now  almost  completed  its  new  barge  canal',  which 
will  also  have  a  navigable  depth  of  not  less  than  8  feet  from  the  Hudson  River 
to  Buffalo. 

There  are  other  streams  fully  or  partially  improved,  but  upon  these  two 
waterways,  at  least,  transportation  can  be  furnished  with  suitable  equipment 
at  less  than  the  cost  per  ton-mile  upon  the  most  efficient  railroad  operating  on 
low  grades. 

Very  careful  investigations,  particularly  in  regard  to  the  Mississippi  River, 
have  been  undertaken  by  representative  commercial  bodies  within  the  past  12 
months,  and  committees,  after  thorough  research,  report  that  with  modern 
towboats  and  steel  barges  commodities  can  be  carried  on  the  1,200-mile  stretch 
to  and  from  St.  Louis  and  New  Orleans  profitably  at  80  per  cent  of  the  existing 
railroad  rates,  which  are  very  much  lower  than  the  average  railroad  rates. 

There  is  no  doubt  also  that  upon  the  completed  New  York  State  barge  canal, 
with  suitable  equipment,  commerce  can  be  carried  between  Buffalo  and  New 
York  cheaper  than  by  means  of  the  magnificent  trunk  lines  of  railroads,  which 
in  many  cases  parallel  the  canal  for  miles. 

There  is  no  complete  record  of  the  traffic  which  moved  upon  the  Mississippi 
River  and  its  tributaries,  but  it  was  at  one  time  several  millions  of  tons 
annually. 

The  record  on  the  old  and  entirely  inefficient  Brie  Canal,  between  Buffalo  and 
the  Hudson  River,  shows  that  at  one  time  as  much  as  six  millions  of  tons  was 
carried  thereon  annually. 

It  is  quite  certain  that  upon  these  two  waterways  in  their  present  improved 
condition  50,000,000  tons  of  traffic  can  be  carried  annually,  and,  being  hand  I  oil 
at  terminals  other  than  those  of  the  railroads,  this  additional  transportation 
will  serve  not  to  congest  but  to  relieve  the  already  seriously  overburdened 
terminals  and  roadbeds. 

It  is  admitted,  even  by  the  railroad  representatives,  that  they  are  unable, 
without  a  very  large  addition  of  rolling  stock  and  other  facilities,  to  handle  tin* 
present  volume  of  the  country's  traffic. 

It  is  seriously  doubted,  even  with  such  added  equipment  that  the  railroads, 
without  a  large  increase  in  roadbeds  and  terminals,  can  efficiently  handle  the 
enormous  war  traffic,  together  with  the  irreducible  minimum  of  domestic. 

We  are  apparently  overlooking  entirely  our  navigable  streams  and  canal*. 
upon  which  many  millions  of  dollars  have  been  spent,  both  by  Federal  and  Stat** 
Governments  and  by  private  parties,  with  the  specific  object  of  fitting  them  a> 
commercial  highways. 

There  are  many  thousands  of  miles  of  these  waterways  at  this  moment  avail- 
able for  transportation  purposes,  and  though  it  is  true  that  a  large  percental 
has  not  yet  been  sufficiently  developed  to  yield  more  economical  transportation 
results  than  the  railroads,  there  is  at  least  one  stretch,  1,200  miles  in  length. 
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on  the  Mississippi  River,  from  St.  Louis  to  New  Orleans,  of  enormous  capacity, 
npon  which  traffic  can  be  carried  at  much  less  cost  per  ton-mile  than  upon  any 
railroad. 

There  are  also  the  Ohio,  the  Missouri,  the  Illinois,  and  other  rivers  which 
can  readily  transport  many  times  the  volume  of  their  present  traffic;  the  New 
York  State  Barge  Canal,  of  supreme  Importance  to  the  eastern  situation  (ex- 
pected to  be  ready  for  through  traffic  by  the  next  navigation  season),  and  other 
waterways  on  the  eastern  seaboard  of  distinct  transportation  value. 

The  barges  for  use  on  these  waterways  can,  if  necessary,  be  built  entirely 
of  wood,  it  being  essential  to  use  steel  only  for  the  towboats.  The  amount  of 
steel  required  for  water  transportation  equipment  is  therefore  very  much 
smaller  than  for  an  equivalent  tonnage  increase  in  railroad  equipment. 

We  earnestly  recommend  that  equipment  for  use  in  transportation  upon  all 
serviceable  waterways  be  promptly  constructed  as  the  very  best  and  quickest 
method  of  furnishing  additional,  transportation  upon  which  the  conduct  of  the 
war  is  vitally  dependent. 

This  committee,  which  represents  the  organized  commercial  interests  of  St. 
Louis,  New  Orleans,  and  Memphis,  can  speak  specifically  of  the  Mississippi 
River  from  St.  Louis  to  New  Orleans,  and  believes  this  section  of  paramount 
value  just  now,  as  it  offers  economical  and  important  capacity  and  carries  the 
traffic  away  from  the  congested  area  and  the  overburdened  eastern  ports  to 
the  ports  on  the  Gulf,  which  are  being  used  much  below  their  normal  capacity. 

For  this  section  of  the  Mississippi  River  our  recommendation  to  the  Govern- 
ment is  that  as  a  war  measure  a  fleet  of  16  steel  towboats  and  200  wooden  (or,  if 
possible,  steel)  barges  be  constructed  of  such  dimensions  and  specifications  as 
are  suitable  to  the  physical  conditions  governing  this  waterway. 

We  have  had  plans  drawn  and  careful  estimates  compiled.  These  show  the 
approximate  costs,  as  follows : 

Wooden  barges,  not  to  exceed  200  feet  in  length,  with  a  cargo  capacity  of 
1,400  tons  each. 

Towboats,  each  computed  at  $300,000;  barges,  computed  at  $42,000  each. 

Sixteen  towboats  and  200  barges. 

Total  approximate  cost,  $13,600,000. 

OPERATION. 

Mileage  between  St.  Louis  and  New  Orleans,  1,150. 

Round  trips,  16  round  trips  annually,  with  six  or  eight  barges  to  each  tow, 
as  circumstances  direct. 

Towboats  to  be  kept  moving. 

Barges  being  left  at  terminals  for  following  towboat. 

Maximum  annual  capacity,  3,480,000  tons. 

Estimated  gross  earnings,  at  present  railroad  tariff  rates,  per  annum, 
$5,000,000  to  $7,000,000. 

We  do  not  claim  reliable  estimates  of  the  cost  of  railroad  equipment,  but 
from  information  received  have  figured  locomotives  at  $50,000  each;  box  cars, 
$2,000  each.  We  have  carefully  underestimated  the  railroad  equipment  re- 
quired for  an  equal  ton-mileage,  and  place  it  at  100  locomotives,  12,800  freight 
cars,  costing  approximately  $30,600,000. 

It  is  important  to  remember  that  the  construction  of  railroad  equipment 
must  directly  compete  with  the  manufacture  of  munitions,  and  the  transport  of 
raw  material  must  add  to  the  railroad  traffic  burden,  whereas  the  wooden 
equipment  for  water  transportation,  particularly  on  the  Mississippi  River 
system,  can  be  handled  almost  entirely  by  water. 

We  are  in  a  position  to  offer  to  the  Government  the  services  of  responsible 
parties,  now  ready,  who  will  undertake  a  contract  for  the  building  of  these 
barges  on  any  equitable  terms,  with  the  assurance  that  within  a  period  of 
six  months  from  contracting  a  large  portion  of  this  fleet  would  be  available 
for  transportation. 

The  construction  of  the  towboats  will  of  necessity  be  placed  in  the  hands 
of  men  expert  in  that  line,  who  are  available,  and  can  start  on  the  construc- 
tion work  as  soon  as  a  priority  order  has  been  issued  for  the  necessary  steel. 

The  committee,  representing  the  three  cities,  is  further  prepared  to  organize 
a  company  which  will  invest  the  necessary  capital  to  undertake  the  manage- 
ment and  operation  of  this  fleet,  under  such  terms  as  the  Government  may 
decide. 
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Modern  river  terminals  are  already  under  construction  at  St.  Louis.    Mh> 
phis  is  preparing  to  add  to  her  facilities.     New  Orleans  has  already  splri- :••• 
terminals  for   river  and  ocean  traffic,  owned  and  operated  by   the  Suite  »•: 
Louisiana. 

The  Government  arsenal  at  Rock  Island,  the  great  factories  at  Mnline,  Alt-  •* 
St.  Louis,  and  at  numerous  other  points  along  the  Mississippi  River  ami  >'« 
tributaries  can  find  ready  transport  to  the  seaboard  by  water  and  thus  b  • 
relieve  the  tremendous  pressure  on  the  trunk  rail  lines  to  the  East. 

It  is,  in  our  opinion,  futile  to  rely  upon  private  capita)  under  present  a'- 
normal  conditions  to  revive  transportation  upon  our  waterways.  In  w.y 
case  private  action  will  move  very  carefully,  and  by  its  means  alone  it  w»»«: '•' 
lie  many  years  before  water  transportation  of  any  serious  imi>ortancv  *.. 
thereby  be  available. 

This  is  essentially  a  matter  which  must  be  handled  by  the  power  of  \\ 
Federal  Government ;  $50,000,000  spent  promptly  by  the  Government  in  l»u   ' 
ing   suitable   equipment   for   our   waterways    will    furnish    more #  definite  :  ■' 
early   relief  to  present  transportation  conditions  than  five  hundred  min* 
spent  in  increasing  railroad  rolling  stock.    Only  by  enormously  increased  ten 
nals  and  roadbeds  at  a  fabulous  expense  can  the  railroads  ever  overtake  r- 
present  needs  of  the  country. 

It  is  extremely  doubtful  if  they  could  ever  do  this  alone ;  it  Is  Impossible  tKit 
railroads  alone  can  furnish  the  transportation  absolutely  essential  to  our  or*, 
tinued  commercial  development  as  economically  and  as  efficiently  as  will  he 
evidenced  by  the  joint  use  of  all  our  water  and  rail  possibilities. 

The  project  we  are  presenting  is  to  answer  the  call  of  the  Government  tt.it 
the  communities  respond  with  suggestions  to  facilitate  the  movement  of  w*~ 
si  ties  in  war  time.  We  are  convinced  that  other  sections  can  and  will  do  1U-- 
wise,  and  that,  without  immediate  action  toward  utilizing  our  navigable  water- 
ways, it  will  be  impossible  to  avoid  very  serious  handicap  in  the  conduct  of  tb- 
war. 


Washington,  D.  C,  February  1.  WI* 
Hon.  Ellison  D.  Smith, 

Chairman  Committee  on  Interstate  Commerce, 

United  States  Senate,  Washington,  D.  C. 

Dear  Sib:  I  inclose  memorandum  relative  to  the  so-called  short-line  r*i- 
road  situation,  about  which  I  have  talked  somewhat  to  Congressman  Hull.  i>f 
Tennessee.    I  am  sending  this  memorandum  to  you  at  his  suggestion. 
Very  truly,  yours, 

Rat  O.  Osw«<» 

Memorandum. 

The  accompanying  draft  of  a  new  section  to  H.  R.  8172  is  an  attempted  in- 
gestion for  a  tangible  basis  of  discussion  in  working  out  the  so-called  short  I  * 
railroad  problem  developed  by  the  hearings. 

SHORT-LINE  PROBLEM  IN  OKNKRAL. 

The  President's  proclamation  considered  the  railroad  problem  from  two  stn>! 
points — (1)  war  transportation  and  (2)  rehabilitation  of  confidence  In  railr* .«• 
securities.  The  general  financial  effect  on  the  railway  security  market  was  t» 
strengthen  it.  The  effect  of  leaving  out  part  of  the  roads  will  be,  to  a  cprt.v« 
extent,  to  weaken  it  and  destroy  confidence  in  the  so-called  short-line  senirit  •** 
bv  the  creation  of  uncertainty  as  to  the  effect  of  such  exclusion. 

INCLUSION  OF  ALL  ROADS  IN  FEDERAL  OOXTROL. 

From  a  standpoint  of  transportation  problems  alone,  possibly  all  road*  n*^1 
not  be  Included.    From  a  standpoint  of  financial  confidence  In  railway  du- 
ties, all  roads  which,  prior  to  the  Government  control,  were  a  part  of  ar.j 
through  route  for  general  freight  transportation  ought  to  be  luclu<le<L 

The  financial  problem  of  inclusion  of  all  roads  probably  divides  Into  im- 
parts : 

(a)  Annual  operating  Income. 

(b)  Capital  financing. 


GOVERNMENT  CONTROL  AND  OPERATION  OF  RAILROADS.      1307 

1.  Annual  operating  income. — It  might  be  a  comparatively  easy  matter  for 
the  Government  to  estimate  its  maximum  liability,  so  far  as  this  compensation 
is  concerned,  on  some  such  basis  as  this : 

The  average  operating  revenues  of  the  railroads  for  the  three-year  period  is 
about  $3,400,000,000.  The  operating  revenues  of  roads  earning  over  $1,000,000 
a  year  comprise  about  97$  per  cent  of  such  total.  It  would  follow  that  the 
gross  earnings  to  be  excluded,  if  the  Director  General  should  exclude  the  so- 
called  short-line  railroads,  would  comprise  about  2$  per  cent  of  the  above  aver- 
age operating  revenues.  This  would  amount,  in  round  figures,  to  about 
$85,000,000  annually.  A  rough  estimate  of  operating  cost  for  the  smaller  roads 
would  be  about  70  per  cent  of  operating  revenues.  It  would  follow,  then,  that 
the  guaranty  of  the  Government  might  be  limited  to  30  per  cent  of  $8o,(XX),000. 
which  would  be  about  $26,000,000  annually.  It  might  be  safe  to  assume,  how- 
ever, that  the  Government  would  receive  at  least  60  per  cent  of  the  above  30 
per  cent,  which  would  limit  the  Government  annual  maximum  liability  to,  say, 
$8,000,000 — as  a  matter  of  fact,  the  out-of-pocket  liability  would  probably  be 
much  less. 

£.  Capital  financing. — This  is  perhaps  the  most  difficult  part  of  the  problem 
no  far  as  any  tangible  estimate  of  financing  needs  or  Government  liability  is 
concerned.  The  Government  ought  to  be  able  to  form  a  fair  estimate,  however, 
from  the  railroad  answers  to  the  letter  of  Commissioner  Daniels  sent  to  all 
roads  on  January  5,  1018. 

3.  Methods  of  solution-  of  problem. —  (a)  The  estimates  of  maximum  liability 
as  above  might  lead  to  the  conclusion  that  the  liability  assumed  by  inclusion 
would  be  small  compared  to  the  effect  of  exclusion  upon  public  confidence.  The 
Government  would  then  include  all  roads. 

(6)  The  Government  might  conclude  it  could  accept  the  annual  <»i>erating 
income  liability  but  not  the  capital  financing  liability.  It  could  then  divide  the 
operation  of  the  pending  bill  into  two  parts : 

1.  Koads  earning  over  #1.000,000  annually. 

2.  Roads  earning  under  $1,000,000  annually. 

Both  classes  of  roads  might  be  treated  together  ns  to  annual  ojierating  in- 
come but  separately  as  to  capital  financing. 

EXCLUSION   OF  SO-CALLED  SHOKT-LINK   ROADS. 

Should  the  Government  conclude  to  make  no  inclusion  of  all  roads  in  the  bill, 
it  ought,  in  the  interest  of  fairness  and  public  confidence  in  railway  securities, 
to  provide  in  the  bill  a  method  of  hearing  the  claims  of  the  so-called  short-line 
roads  and  a  reasonable  method  of  ascertaining  and  adjusting  any  financial 
damage  caused  by  exclusion. 

The  following  outline  might  be  considered  in  dealing  with  this  situation  : 

1.  Some  of  the  short-line  railroads  will  have  to  be  taken  over  at  the  initiative 
of  the  Director  General,  leaving  outside  of  Federal  control : 

(a)  Roads  desiring  to  be  included. 

(b)  Roads  desiring  to  be  excluded. 

2.  Roads  desiring  to  be  excluded  : 

The  hearings  have  shown  some  roads  have  this  desire,  and  there  can  be  no 
difficulty  about  them.  The  Government  does  not  want  them  included  and  they 
do  not  want  to  go  under  Federal  control. 

3.  Roads  desiring  to  be  included : 

The  accompanying  draft  of  a  new  section  of  the  bill  gives  them  sufficient 
time  after  its  passage  to  consider  its  terms  and  make  up  their  minds  whether 
inclusion  is  desired.  If  it  is.  and  they  are  excluded,  this  amendment  offers  them 
the  following  remedies: 

(a)  Voluntary  agreement  with  the  Government  on  a  basis  of  compensation. 
This  might  be  limited  to  such  annual  compensation  as  the  included  roads  would 
receive. 

(ft)  If  they  do  not  take  this,  it  gives  them  the  right  to  adjudication  under 
section  3  of  the  act  by  the  boards  of  referees. 

(c)  If  they  do  not  care  to  take  such  adjudication,  they  are  remitted  to  their 
rights  in  the  Court  of  Claims  under  section  3. 

4.  Roads  that  have  been  denied  inclusion  may,  of  course,  be  taken  over 
voluntarily  by  the  director  general  later. 

5.  Roads  that  have  been  included  originally  or  have  been  taken  over  later  may- 
be relinquished  and  suffer  damage  by  relinquishment. 
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All  of  the  above  has  been  considered  from  the  standpoint  of  furnishing  a 
tangible  basis  of  a  consideration  of  the  so-called  short  line  railroad  problem  in 
its  relation  to  public  confidence  in  the  securities  of  such  roads  which  are  held 
by  financial  institutions  throughout  the  United  States. 

R.  C.  Osgood. 


SUUUKSTED  AMENDMENT  IF  ALL  ROADS   ARE  NOT   INCI/TDED  IN   FEDERAL  CONTROL. 

Section. — If  any  system  of  transi>ortation  in  existence  on  IJeceiuber  twenty- 
eighth,  nineteen  hundred  and  seventeen,  which  shall  not  have  been  taken  over 
by  the  President  under  Federal  control,  shall,  within  thirty  days  after  the 
passage  of  this  act  make  application  to  the  President  to  be  taken  under  Federal 
control,  such  application  shall  be  granted  or  denied  within  thirty  days  after 
such  application  shall  be  made.  If  such  application  shall  be  denied  and  such 
system  shall  during  the  continuance  of  the  Federal  control  herein  provided  file 
with  the  President  a  claim  for  damages  growing  out  of  such  denial,  the 
President  may  agree  with  such  system  either  in  the  manner  provided  in  section 
one  or  section  three  upon  the  amount  of  damages  and  pay  the  same  to  such 
system,  or  such  system  may  be  remitted  to  its  legal  rights  for  such  damages  to 
the  remedies  provided  in  section  three  hereof  as  if  it  were  under  Federal  control. 
The  amount  of  damages  adjusted  by  voluntary  agreement  in  the  manner  pro- 
vided in  section  one  shall  not  exceed  the  amount  of  Just  compensation  that 
might  be  allowed  to  such  system  under  section  one  hereof  if  it  had  been  brought 
under  Federal  control. 

If  during  the  continuance  of  the  Federal  control,  herein  provided,  the  Presi- 
dent shall  relinquish  Federal  control  of  any  carrier,  such  carrier  may  within 
thirty  days  after  such  relinquishment  make  application  to  the  President  to  be 
taken  again  under  Federal  control,  and  such  application  shall  be  granted  or 
denied  within  thirty  days  after  such  application  shall  be  made.  If  such  ap- 
plication shall  be  denied  any  claim  for  damages  growing  out  of  such  denial 
liled  by  such  carrier  may  be  adjusted  or  adjudicated  as  provided  in  this  section 
in  case  of  a  system  whose  application  to  be  brought  under  Federal  control  shall 
be  denied.  In  case  any  system  or  carrier  whose  application  shall  be  denied,  as 
aforesaid,  shall  thereafter  be  brought  under  Federal  control  any  damages  re- 
coverable under  this  section  on  account  of  such  denial  shall  be  limited  to  those 
arising  during  the  time  it  slnill  not  be  under  Federal  control. 
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Greater  on  official  classification  lines  than  South  and  West  and  causes  of 

(Walter) 692 

Guaranty  of,  under  Government  operation  (Thorn) ISO 

Invested  in  property- 


Thorne 951, 953-f 


o 


.-), 


Plumb 10:  - 

Legislation  to  assure  fair  return  (McChord) H* 

Maximum  economic  capacity  if  operated  without  reference  to  earnings  of 

particular  line  (Hall) 44 

Not  a  matter  of  discretion,  but  limited  by  regulation  (Thorn) 1  <4 

Of  English  railroads  in  1913  (Thorne) 963,  £•  <» 

Pennsylvania  Railroad  (Anderson) r\  ^ 

Reinvestment  of,  of  carriers  (Plumb) 10:  -5 

Short  lines  affected  by  congestion  on  large  lines  (Edwards) 61 7- 1 1  * 

Subsidiary  companies  in  connection  with  holding  companies  (Warne).  1066,  If  »•  " 

Surplus  after  dividends  invested  ( Kruttschnitt) 21? 

Surplus  should  not  be  capitalized  (Bristow) 7£0-7>: 

Ton-mile,  American  and  European  carriers  compared  (Kruttechnitt> 259.  2*  »• 
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Earnings,  capitalization  of.    See  Capitalization  of  earnings. 

Earnings,  net:  pa8*« 

Affected  by  war  and  weather  (Anderson) 640 

As  basis  of  compensation  (Bristow) 896-897 

Embargoes  cause  decrease  in  (Robinson) 567 

Herein  called  "standard  return "  (Anderson) 439 

Midland  Valley  Railroad,  1913-1917  (Ingersoll) 629 

Profit  accruing  in  excess  of  standard  return  would  accrue  to  guarantor 

( Anderson) 440 

Short  lines  (Dustin) 311 

Years  ending  June  30, 1915-1917  (Anderson) 436 

Earnings,  net  railway: 

Not  just  compensation  where  earnings  are  put  in  betterments,  or  where 

interest  obligations  exceed  net  earnings  (Dean) 597 

Should  not  be  sanctioned  as  just  compensation  (Dean) 596 

Earnings,  surplus: 

Disposition  of  (Shorthill) 1189 

Seventy-five  per  cent  of,  to  be  returned  to  railroads  (Cowan) 1152 

I  *se  of  (Anderson) ■. 1221 

Eastern  carriers,  mileage  and  territory  covered  by  (Shriver) 318 

Edwards,  H.  P 617 

Electric  Short  Line  Terminal  Co.,  location  and  activities  of  (Luce) 635 

Embargoes: 

Carriers  obliged  to  operate  under  (Hall) 49 

Eastern  district  operated  by  (Clark) • 124 

Failure  to  issue,  causing  congestion  (McChord) 103 

Port  of  New  York  (Clark) ] 22 

Emergency  legislation.    See  Legislation,  emergency. 

Eminent  domain: 

Exercise  of  the  right  of  (Cowan) 1262 

Government  exercised  power  of  (Cummins) 779 

Nichols  on,  quoted  (Thorn) 1242 

Not  an  exercise  of  (Plumb) 1042 

Employees.     See  also  Wages. 

Application  of  Federal  workmen's  compensation  act  to  (Anderson) . .  1224-1225 

Effect  upon  (Warne) ; 1087 

False  position  of,  before  public  (Plumb) 1005 

Liability  of  Government  to  (Anaerson) 471 

Loss  of,  to  enter  Army  (Kruttschnitt) 288 

Order  of  Director  General  to 614 

Provision  in  proposed  bill  regarding  rights  of  (Plumb) 1230 

Status  of — 

Anderson 1225-1226 

Kruttschnitt 276 

McChord 826 

Plumb 1110, 1 230 

Status  of,  in  case  of  accident  (Anderson) 471 

Sutherland  bill  affecting  (Plumb) 1230 

Employers'  liability  act.     See  Federal  employers'  liability  act. 

Employers'  liability,  application  of  Federal  workmen's  compensation  act  to 

(Anderson) 1224-1225 

Engine.    Sec  Locomotives. 
England.    See  also  Great  Britain. 

Basis  of  compensation  for  taking  over  roads  in  (Trumbull) 394 


ipetition  described  in  L.  S.  Boyd'_ 

Monograph  (Thome) 981 

Dividends  of  English  railroads  in  1913  (Thorne) 963, 969 

Earnings  and  dividends  in  1913  (Thorne) 963, 969 

Free  transportation  in  (Thorne) 970 

Freight  rates  increased  in  1913  (Thorne) -. 972 

Freight  and  passenger  rate?,  effect  of  Government  operation  on,  described 

in  L.  S.  Boyd's  Monograph  (Thorne) 980 

Government  operation  in,  history  of,  in  L.  S.  Boyd's  Monograph  (Thorne)  973-983 
Government  operation  in,  railroads  taken  over  week  by  week  (Watson). . .      836 

43202—18 84 


'«  • 


1320  INDEX. 

England— Continued.  fvm 

Go  vemment  regulation  o£  British  railways  (Anderson) — •  - 

Labor  in,  effect  of  Government  operation  on,  described  in  L.  S.  Boyd's 

Monograph  (Thome) 

Method  of  operation  of  roads  by  (Thorn)  .1 

Operation  of  railroads  by,  as  precedent  (Thorn) 

Pooling  in,  resulted  in  great  economy,  described  in  L.  S.  Boyd's  Mono- 
graph (Thome) 

Power  of,  on  occasion  of  emergency  to  take  possession  of  railroads V*1  . 

Priority  in,  War  Bulleton  No.  10,  Chamber  of  Commerce  of  the  United 

States  (Thome ) ^  J   • 

Railroads  in,  conditions  fundamentally  different  in  United  States  and 

England  (McAdoo) 

Railways  united  for  operating  purposes  during  war  by  law 

Rate-making  power  in  (Thome) 5"- 

Securities,  decline  of  (Thome) .* 

Securities,  decline  of  market  value  (Thome) 

Wages  in  (Thome) 967-**  *    * 

Waores  in,  effect  of  Government  operation  on,  described  in  L.  S.  Boyd 'a 

Monograph  (Thome) 

Year  selected  as  basis  of  compensation  (Kruttschnitt) - 

England  Board  of  Trade.    See  Great  Britain  Board  of  Trade. 
England  Railway  and  Canal  Commission.    See  Great  Britain  Railway  and 
Canal  Commission. 

English  law,  text  of  compensation  provision  (Thom) 

Equipment: 

Adequacy  of — 

Hall 51  "•  • 

McChord li*     * 

Always  regarded  as  interchangeable  (Aitchison) 

Amount  spent  by  railroads  for  equipment  in  last  few  years  (McAdoo) —     * 

Carriers  stealing  each  others  cars  (McChord) *' 

Commission  has  never  prescribed  any  uniform  rules  for  (Patterson) *  *■' 

Difficult  to  purchase  (McChord) »  ' 

Effect  on,  by  heavier  loading  ( Aruttschnitt) 

Government  may  be  required  to  furnish  a  billion  dollars  for  (McAdoo)  — 

Greater  results  from  roads  operated  as  a  whole  (Hall) 

Inc reased  cost  of  (Aitchison) !'* 

Information  called  for  showing  relative  amount  of  freight  and  passenger,  etf  • 

Method  that  should  be  pursued  to  obtain  additional 

Necessity  for  more,  if  freight  diverted  from  congested  ports  (Shri\ en 

Number  in  service  increased  by  greater  speed  in  repairing 

Pooling  of,  to  relieve  situation  (McChord) !  '• 

Procurement  of  additional  (Shriver) 

Procurement  of  capital  for  additional  (Kruttschnitt) -  • 

Provision  for,  if  added  to  by  Government  (Hall) 

Railroads  had  more  than  they  could  use,  1906  to  1917  ( Hall) 

Railroads  not  operated  as  one  plant  so  far  as  equipment  concerned  <  Hall  . 

South  and  West  stripped ;  drifted  East  (McChord ) 

Special,  designed  for  use  of  Government  by  railroad  war  board  <  Krutt- 

m  schnitt) f; 

Equipment  Exhibit  I,  freight  and  passenger,  amount  now  in  use 

Equipment  trusts,  sinking  fund  provided  for  (Anderson) ' 

Erie  Railroad,  valuation  of  (Bristow) *\ 

Erie  Railroad  Co.,  investments  in  property  (Thorne) '* " 

Ex  parte  hearings  unjust  (Thorne) 1-*' 

Expeditious  routes,  carriers  requested  to  move  traffic  by  (Director  General)..     *  ■' 

Expenditure  necessary  to  earn  a  dollar  (Kruttschnitt) ,. .  *> •  -N-' 

Expenses: 

Causes  of  increase  in  (Aitchison) >  u 

Increase  in,  of  short  lines  (Bailey) WV  * 

Expenses,  operating: 

Charging  depreciation  and  maintenance  to  (Anderson) **" 

Tables  snowing  expenses  of  American  railways  (Thorne) 908-914,91^  <•- 

Expenses,  train-mile,  table  showing  (Thorne) ': ' 
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Export  traffic:  Page. 

Affected  by  scarcity  of  ships  (Kruttschnitt) 196 

Diversion  to  South  Atlantic  and  Gulf  ports  (Clark) 13, 128 

Exportations,  committee  on,  and  functions  of,  creation  of  war  board 12 

Exports: 

Carriers  to  New  York,  etc.,  have  been  carrying  an  amount  of  traffic  out  of 

proportion  (Hall) 47 

Coordinating  exportation  to  relieve  congestion  at  Atlantic  ports  (Krutt- 
schnitt)   259 

Reservation  of  space  at  ports  (Hall) 48 

Express  companies,  committee  of,  created  by  railroad  war  board  and  accom- 
plishments of  (Kruttschnitt) 270 

Express  traffic,  per  cent  of  increase  in  (Kruttschnitt) 271 

Express  transportation,  creation  of  subcommittee  by  war  board 14 

Facilities: 

Adequacy  of — 

Hall 86 

Clark 125 

Conservation  of,  efforts  of  war  board 11 

Provision  for,  if  added  to  by  Government  (Hall) 52 

Federal  compensation  law,  referred  to  (Plumb) 1230 

Federal  control,  State  and  interstate  commerce  (Trumbull) 388 

Federal  employers'  liability  act,  rights  of  employees  under  (Anderson) 1225 

Federal  workmen's  compensation  art,  application  of  to  railroad  employees: 

Plumb 1050-1051, 1226 

Anderson 1224-1225 

Fifteen  per  cent,  effect  of,  Interstate  Commerce  Commission  had  reduced  rates 

15  per  cent  December  29,  1917  (Thorn) 1241 

Financial  fabric  of  country  gone  unless  sufficient  returns  to  sustain  securities 

(Cowan) 1263 

Financial  returns.    See  Compensation. 

Financial  statement,  to  be  submitted  by  carriers  to  Interstate  Commerce  Com- 
mission for  year  ending  June  30,  1917 '. 611-612 

Financing,  difficulties  arising  in  connection  with  (Anderson) 538 

Financing  railroads: 

Burden  assumed  by  Government  for  duration  of  war  (McAdoo) 838-839 

Government  may  be  required  to  furnish  a  billion  dollars  for  equipment 

(McAdoo) 833 

Railroads  will  be  able  to  provide  for  maturing  obligations  (Mr Adoo) 840 

Fixing  rates.    See  also  Rates. 

Administrative  question  (Aitchison) 159 

By  whom  (Cowan) 1266 

Cases  used  as  illustrations  (Thorn) 1254-1257 

Director  General  not  to,  under  Government  operation  (McChord) 110 

Power  of  Government  (Thorn) 1249 

Virtually  the  power  to  tax  shippers  (Gore) 489 

Food  administration,  objects  of  (Shorthill) 1187 

Food  administration  grain  corporation,  methods  employed  in  carrying  out 
object  (Shorthill) 1887-1188 

Food  administrator,  recommendation  of  war  board  to,  for  diversion  of  exports 

to  South  and  Gulf  ports 13 

Food  and  fuel  control,  act  for  (Thorn) 1261 

France: 

Government  operation  in  (Cummins) 858 

Railways,  mileage,  construction,  regulation  for  war,  and  rates  (Anderson). .  626 

Value  of  stocks,  dividends  paid,  etc.  (Trumbull) 398 

Free  time  shortened  by  Interstate  Commerce  Commission  (Hall) 97 

Free  transportation  : 

Thorne 971 

In  England  (Thorne) 970 

Freight  operation,  monthlv  report  of  steam  railways  1916-1917  (Kruttschnitt).  .237-255 

Fuel: 

Comparison  of  price  per  ton  1917  and  1916  (Aitchison) 163 

Endeavor  of  railway  war  board  to  move  (Clark) 120, 121 

Fixed  price,  exceeded  contract  price  (Aitchison) 138 

Funded  dent: 

Increase  of  (Warne) 1083 

Of  115  short  or  weaker  lines,  shown  (Robinson) 556 
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Germany,  government  operation  in  (Cummin*) &•> 

Government  contracts,  delay  in  unloading  material  at  cantonments,  etc.  (Hall) .        % 
Government  control: 

Could  be  assumed  by  Interstate  Commerce  Commission  after  war  (Watson) .      S35 

Duty  of  Executive  to  use  power  given  by  Congress  (Anderson) 432 

Effect  of,  on  financial  system  of  country  (Thom) 12-"W 

Object  of  (Anderson) 1*>*> 

Stronger,  more  intelligent,  demand  after  war  (McAdoo) N>4 

Value  of  (Shorthill) IN 

Versus  un'imited  private  control  to  relieve  situation  (Kruttschnitt) 3»K 

Government,  demands  of  several  departments  through  one  bureau  (Hall) 95 

Government  operation: 

Advisabi'ity  of  excepting  short  lines  (Dustin) 314 

All  earnings  in  one  pot  (Trumbull) 424 

All  railroads  should  be  included  (Walter) 690-^1 

Amount  of  property  taken  over  and  compensation  guaranteed  (Shriver). . .      324 

An  absolute  fact  (Anderson) i'Al 

As  a  war  power  (Kellogg) M*> 

By  Interstate  Commerce  Commission  after  war  (Cummins) So7 

By  President  (McAdoo) v.? 

By  President  after  war  (Cummins) 856-sSS 

Cana's  (McAdoo) S 13 

Can  not  be  discontinued  by  proclamation  (Anderson) 517 

Carriers  as  system  if  selfish  interest  divested  (Hall) 50 

Cessation  of — 

Kruttschnitt 274 

Anderson 523, 1290.  Ki'l 

McAdoo 832-837,  842,  8M-S.>5 

Plumb 1037, 1041, 1218,  122» 

Cessation  of,  at  specified  period  (De  Bernardi) «M 

Continuation  of  (Anderson) 1218-12JU 

Definite  notice  to  railroad  regarding  formal  taking  over  of  railroads  (An- 
derson)    1215-1217 

Economical  and  efficient  operation  as  compared  with  private  (Hall) 5S,  5v» 

Effect  of— 

On  competition  (McAdoo) 831-832,  842, 853-SVi 

On  routing  freight  (McAdoo) 832,  s>> 

On  short  lines  (McAdoo). .M' 

On  security  market  and  investor  (Anderson) .v^» 

Efficiency  in,  to  be  secured  by  adequate  return  to  railroads  (Warne) 1 l**" 

England,  history  of,  in  L.  S.  Boyd's  Monograph  (Thorne) 973,  H^» 

Extent  of  (Thom) 187, 1^ 

Extent  of  control  under  (Thom) K<- 

Failure  of,  un'ess  railroads  are  compelled  to  do  their  duty  (Cowan) ll»wi 

Financial  aid  to  systems  under  (McAdoo) .*. .      M>. 

France  (Cummins) ^ 

Germany  (Cummins) >> 

Impossible  for  railroads  to  have  complete  unification  except  by  (Clark) ....      r> 

Indefinite  period  of  (Plumb) 1041 

Indefinite  tenure  would  affect  credit  (Trumbull) 421 

Inevitable  (Trumbull) 419 

Legal  basis  of  (Plumb) 1013 

Maintenance  of  properties  during  (KrutiBchnitt) 210-211 

Management  of  traffic  during  (Kruttschnitt) 275-27$ 

Necessity  for — 

Hall 4? 

McChord 1<* 

Aitchison ' 1^7 

McAdoo 814, 831.  H7 

Necessity  for  definite  limit  as  to  (Shorthill) 1 1  v» 

Object  of  (Anderson) 437 

One-seventh  of  entire  property  of  United  States  affected  (Thom) 168, UN 

Only  operating  property  (Shriver) 3V» 

Period  of  cessation  (Walter) ti"4S 

Period  of,  should  be  definite  (Anderson) 1U^ 

Public  Treasury  should  not  make  up  deficit  (Bristow) 786.  7**- 
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Government  operation — Continued.  Pag«- 

Purpose  of  (Walter) 691 

Questions  arising  asto  status  o!  roads  after  war  (Anderson) 530, 53£ 

Railroads  taken  over  week  by  week  in  England  (Watson) 836 

Railroads  under,  subject  to  all  laws  and  liabilities  as  common  carriers 

(Walter) 695 

Short  lines  (McAdoo) 805-813 

Short  lines  handicapped  if  not  taken  over  (Luce) 635-637 

Status  after  war  (Poindexter) 537 

Substitute  bill  offered  (Cowan) 1273 

Government  ownership  (McAdoo) 860 

Advisability  of  (Trumbull) 418-419 

Attitude  of  Railway  Executives  Advisory  Committee  (Trumbull) 388 

Compared  with  private  (Kruttschnitt) 286 

Compensation  in  case  of  (Kruttschnitt) 213 

Failure  of,  under  guaranty  provided  (Cowan) 1162 

Financial  strength  of  country  would  be  affected  by  (Thorn) 1237 

Inevitable  (Aitchison) 157 

No  necessity  for  (McAdoo) 834. 

Opinion  on  (Bristow) 884,885,887,888 

Opposition  to  (Townsend) 529 

Present  time  inopportune  for  consideration  of  (Cowan) 1162 

Questions  of  accounting  for  maintenance  and  depreciation  obviated  by 

(Bristow) 778 

Railroads,  subsequent  to  war  (Hall) 87 

Will  come  when  railroads  and  bankers  can  dictate  financial  policy  of 

country  (Cowan) 1263 

Government  receipts,  deficit,  year  ended  June  30, 1915  (Kruttschnitt) 197 

Government  regulation,  British  railways  (Anderson) 624 

Great  Britain.    See  also  England. 

Condition  existing  in,  since  taking  over  of  roads  (Thome) 1283 

Graat  Britain  Board  of  Trade,  shares  in  Government  operation  in  England, 

described  in  L.  S.  Boyd's  Monograph  (Thorne) 982 

Great  Britain  Railway  and  Canal  Commission,  functions  described  in  L.  S. 

Boyd's  Monograph  (Thorne) 983 

Guaranty.    See  also  Compensation. 

Amount  of  (McAdoo) 849 

Amount  proposed  by  President  (Kruttschnitt) 206 

Expenditure  by  Government  if  roads  operated  as  whole  (Hall) 51 

Inadvisability  of  extending  over  long:  periods  (Cowan) •. 1159 

Necessity  for  making  provision  for  (McAdoo) 823 

No  plan  formulated  by  commission  of  compensating  carriers  (Hall) 89 

Not  intended  to  be  permanent  (McAdoo) 848 

Of  dividends  (Bristow) 889-890 

Plan  suggested  (Anderson) .• 1286 

Rate  on  common  stocks  guaranteed  to  25  roads  (Bristow) 873 

Reason  for  Government  giving  (Kruttschnitt) 277 

Separate  for  each  road  (Kruttschnitt) 214 

To  railroads  (Thorn) 1260 

Habeas  corpus,  power  to  j  ail  alien  enemies  without  right  to  writ  of  (Anderson) . .  481 

Hall,  Hon.  Henry  C.  ?  chairman,  interstate  commerce  commission 41 

H  arriman  reorganization  of  Chicago  &  Alton  Railroad  (Bristow) 864-865 

Hearing  regarding  railroad  matters  in  private  (Thorne) 1 281 

Hobbs,  R.  0 652 

H  jlding  companies.    See  Companies  holding. 

Hooper,  railroad  accounting  (Warne) 1072-1073 

Hospital  train  sarvice,  special  equipment  for,  designed  by  war  board 13 

Illinois,  Constitution  of: 

Construction  of  provision  limiting  issuance  of  securities  in  excess  of  in- 
vestments (Plumb) 1032 

Provision  in,  relating  to  issuance  of  securities ' 1021-1022 

Improvements.    See  Additions  and  betterments. 
Income: 

Adds  to  credit  of  carrier  if  reasonable  amount  is  invested  in  betterments 

(Aitchisjn) 159 

Amount  for  years  ended  June  30,  1916  and  1915  and  disposition  of  (Hall). .  79-80 

Causes  of  decrease  in  (Aitchison) 140 
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Income — Continued.  Page. 

Comparison  1915-1906  (Kruttschnitt) 197 

Derived  from  capital  on  property  invested  in  Great  Britain  (Trumbull). . .      401 

Derived  from  operation  1914,  1915,  1916,  and  1917  (Kruttschnitt) 201 

Information  as  to,  secured  from  Interstate  Commerce  Commission  (Warne).     1102 
No  difference  to  railroad  what  it  is  under  guaranteed  compensation  (Krutt- 
schnitt)        279 

Ratio  of,  shown  by  chart  1900-1917  (Kruttschnitt) 207 

Roads  want  high,  in  case  Government  ownership  becomes  permanent 

(Thorn**) 1280 

Some  roads  only  earn  reasonable  return  on  capital  (Bristow) 871 

State  commissions  have  power  to  reduce  (McAdoo) 845 

Statement  of,  for  years  ended  June  30, 1912-1916  (Anderson) 440a, 

440d,  440k,  440p 
Year  ended  June  30,  1915  lowest  since  1906  (TrumbuD) 403 

Income  account: 

Based  on  net  operating  income — eastern  roads  (Shriver) 384 

Operating  and  nonoperating  roads,  year  ended  June  30,  1915  (Hall) 74-75 

Summary  of,  year  ended  Dec.  31,  1916  (Aitchison) 135 

Income,  average  operating,  per  mile.  1915-1917  (Aitchison) 145 

Income,  gross  and  net  operating,  of  all  operating  railways,  1912-1917,  infor- 
mation called  for 25 

Income,  net: 

Compared  with  market  value  of  securities  (Robinson) 868-869 

Decrease  in,  preceding  request  of  roads  for  higher  rates  (Thorne). 991, 996 

Defined  (Aitchison) 136 

Derivation  of  (Warne) 1102 

For  fiscal  year,  June  30,  1917  (McAdoo) 849 

Manner  of  arriving  at  (Aitchison) 136 

Table  showing  combined  statement  of  38  systems  (Thorne) 923 

Upon  capital  obligations  for  1917  and  1916,  eastern  roads  (Cummins) 2S3 

Thorne 924,93^-934,969 

Income,  net  corporate: 

Based  on  average  net  operating  income,  eastern  roads  (Shriver) 364-365, 382 

Defined  (Shirver) 353 

Eastern  roads,  1915-1917  (Shriver) 368 

Income,  net  operating: 

Average  for  Southern  Pacific  Co.,  three  years  ended  June  30,  1917  (Krutt- 
schnitt)         23 

Defined  (Shriver) 320, 353 

Eastern  carriers,  1915-1917  (Shriver) 325-327 

Eastern  roads  1903-1917  (Shriver) 322 

Eastern  roads,  three  years  to  1917  (Shriver) . 364-365, 382 

Includes  operating  expenses  and  taxes  and  not  interest  on  investment 

Robinson) 557 

Relation  of,  to  property  investment  (Warne) 1072 

Table  showing  combined  statement  of  38  systems  (Thorne) 9£> 

Years  ended  June  30,  1915,  1916,  and  1917,  86  per  cent  of  mileage  (Trum- 
bull)         3*7 

Income,  net  railway  operating,  defined  (Kruttschnitt) 201-202 

Income,  operating,  table  showing,  for  all  railways  in  United  States  (Thorne). .       94* 

Income,  railway  operating: 

Amount  for  nine  months  ended  Sept.  30,  1917  and  1916  (Aitchison) 137.  !:*• 

Analysis  of.  of  principal  railroads  (Cowan) 1191-1 1* 

( -lass  1  roads  for  year  ended  June  30,  1917 64 

Defined: 

Hall «W 

Kruttechnitt 201 

Anderson 441 

Interest  is  not  deducted  in  computing  (Thorn) $74 

Pennsylvania  system  in  1917  (Thome) 0*o 

Southern  Pacific  Co.,  for  three  years  ended  June  30,  1917  (Kruttschnitt). .       22« 

Stated  for  1912  and  1916  (Cummins) a* 

Table  showing  for  year  ended  December  31,  1916,  class  1  roads 36~K> 

Incorporation.    See  Charters. 

Increased  rates.     See  Advance  in  rates. 

Independent  companies,  table  (Exhibit  D)  showing 1071 
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Industrial  and  construction  companies,  table  (Exhibit  B)  showing  roads  con- 
trolled by 1070 

Ingersoll,  Charles  E 628 

Inherent  rights,  permanency  of  (Plumb) 1026 

Insurance  companies,  investment  in  railroad  securities  by  (Warne). .  1088-1039, 1104 

Interchange,  motive  power  and  crews  (Kruttschnitt) 266 

Intercorporate  holdings,  influence  of  (Warne) 1035 

Intercorporate  ownership  vested  in  connecting  lines  (Kellogg) 1099 

Intercorporate  railway  stock  ownership: 

Importance  of,  and  lease  of  steam  rail  transportation  interests  (Warne) 1064 

Percentage  of  (Warne) 1064 

Table  (Exhibit  A)  showing 1069 

Intercorporate  relationship  of  railroads,  report  on  (1906) 1065 

Interest: 

Accrued,  table  showing,  for  year  ended  December  31,  1916,  class  1  roads. .  36-40 

Aggregate  paid  by  railways 27 

Not  deducted  in  computing  railway  operating  income  (Thorn) 874 

Paid  on  funded  debt,  Southern  Pacific  Co.  rKruttschnitt) 221 

Return  on  investment,  matter  of  legislation  (Plumb) 1013 

Interlocking  directorates,  importance  of,  in  consideration  with  intercorporate 

ownership  (Warne) 1065 

Interstate  commerce  act,  taking  over  railroads  does  not  suspend  (Thom) 186 

Interstate  Commerce  Commission: 
Annual  report,  1903,  quoted — 

Bristow 864 

Thome 950 

Associations  with  railway  war  board  (Clark) 119 

"Auditors"  to  determine  valuation  for  compensation  (De  Bernardi) 684 

Could  assume  control  of  railroads  after  war  (Watson) 835 

Described  (Anderson) 1285 

Dictatorship  over  roads  (McChord) 118 

Extracts  from  reports  of,  submitted  by  Albert  M.  Todd,  president  Public 

Ownership  League  of  America 1115-1145 

Free  from  politics  (Bristow) 887 

History  of  (Thome) 903 

Letter  to  Senate  committee  from,  on  proposed  bill 1293 

Purpose  of  (McChord) 118 

Quotation  from  1916  annual  report  of,  to  Congress  (Thom) 1244 

Rate-making  power  should  be  left  to — 

Walter 696,754 

Bristow <. 791 

Thome 902,  9C0 

Cowan 1266 

Reference  to  railroads'  war  board  in  annual  report  of 18 

Report  of,  in  car-supply  investigation 699-750 

Resolution  as  to  recommendation  made  by,  regarding  conditions  affecting 

interstate  transportation 1,  3 

Special  report  to  Congress 19-25 

Suggested  changes  in  answer  to  questionnaire 32 

To  fix  rates  (Cary) 1061 

Intervenor,  Government  is  potentially  an  intervenor  in  every  suit  against  rail- 
roads to-dav  (Anderson) 472 

Inventories,  filing  by  railroads  of  (Plumb) 1045-1046 

Investment: 

Additional,  July  1  to  December  31,  1917,  eastern  roads  (Shriver) 335 

Additions  to  property,  1914  and  1915  (Kruttschnitt) 209 

Adequate  return  to  carriers  for  investment  in  facilities  (Anderson) 1201 

Amount  necessary  to  earn  a  dollar,  railroads  and  other  industries  (Shriver) .  322 

Average  property,  1915-1917,  Southern  Pacific  Co.  (Kruttschnitt) 225 

Better  when  derived  from  contributions  than  by  borrowing  (Aitchison). . .  159 

Comparison  of  1915  and  1917  (Kruttschnitt 198 

Definition  of  (Plumb) '. 1024, 1047 

Does  not  include  operating  expenses  (Hall) 72 

Earnings  in  property,  opinion  of  Interstate  Commerce  Commission  on,  in 

Western  Advance  Rate  case  (20  I.  C.  C,  307)  (Thorne) 953 

Erie  Railroad  Co.,  in  property  (Thorne) 956 
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Extent  of  (Warne) 11C4 

Increased,  within  past  three  years  (Anderson) 435 

Outside  of  railroads  (Shriver) 382 

Pennsylvania  Bystem,  in  property  (Thorne). . . ; 951 

Permanency  of  (Plumb) ". 1042 

Road  and  equipment 29 

Statement  of,  from  year  ending  June  30,  1916  (Anderson) 440A 

Investment  accounts,  reliability  of: 

Prou  ty 945 

Thorne 950. 957 

Iowa  Grain  Dealers'  Association,  resolutions  adopted  by  (Thorne) 1284 

Justice,  Department,  Btatus  of  pending  cases  (Anderaon) 1227-1228 

Kansas  City  Southern  Railroad: 

Financial  status  of  (Plumb) 1047 

Valuation  of  (Bristow) 8(52, 865 

Kruttschnitt,  Julius.  % 196 

Labor: 

Difficulties  of,  causing  congestion  (Shriver) 350 

Necessity  of,  interesting  Federal  authorities  of  providing  and  conserving 

railroad  labor 15 

Shortage  of,  and  reasons  for  (Kruttschnitt) 272 

Shortage  of,  as  affecting  railroads  (Clark) 128 

Shortage  of  skilled,  hindrance  to  repair  of  equipment  and  locomotives 16 

Labor  bonuses  in  England  (Thorne) 967-968 

Labor  in  England,  effect  of  Government  operation  on,  described  in  L.  S.  Boyd's 

Monograph  (Thorne) 979 

Lake  cargo  coal,  loading  cars  in  excess  of  bottoms  on  ships  (McChord) 105 

Land ,  condemned,  only  one  assessment  of  damages  for  (rlumb) 1029 

Lane,  Franklin  K.,  quoted  re  book  value  (Bristow) 864 

Lawsuit,  regarding  compensation  (Cowan) 1262 

Leased  road  rents: 

Excluded  from  bill  (Trumbull) 408 

Must  be  dealt  with  as  a  disbursement  on  capital  account  (Anderson) 437 

Leases,  motive  for  and  conditions  governing  (Anderson) 438-439 

Legislation: 

Advisability  of  leaving  in  hands  of  Congress  (Plumb) 1037 

Almost  entirely  financial  (Townsend) 493 

Necessity  for  temporary  (Underwood) 102&-1039 

Purpose  of  (Thorn) 1232 

Sufficient  to  permit  President  to  act  (Anderson) 432 

Suggested  (Exhibit  4) 18 

Liabilities  of  Government  to  railroad  employees  (Anderson) . .  471 

Liberty  bonds,  will  go  glimmering,  unless  sufficient  return  for  roads  to  sustain 

securities  (Cowan) 1263 

Limit  of  control,  section  14  should  provide  (Thom) 1260 

Live-stock  industry,  uncertainty  regarding  (Shorthill) 1187 

Loading: 

Increased  (Hall) 97 

Intensive,  defined  (Kruttschnitt) 256 

Intensive,  of  cars,  efforts  of  war  board 11 

Of  freight,  improvement  of,  necessary 14 

Locomotives: 

Built  for  use  in  France  and  Russia,  used  on  eastern  lines  (Kruttschnitt). . .  266 

Cost  of  (Kruttschnitt) 290 

Diversion  from  western  and  southern  lines  to  east  (McChord) 104 

Diversion  of,  to  foreign  lines  (Kruttschnitt) 266 

Increase  of,  on  Pennsylvania  Railroad  (Thorne) 927-929 

Increased  worth  and  earning  capacity  (Hall) 50 

Loadingof,  1906-1917  (Kruttschnitt) 234 

Manufactured  for  forei<m  and  domestic  use  (Hall) 92 

Manufactured  for  Russia  and  not  sent  (Hall) 92 

Number  ordered  annually,  1907  to  1916  (Kruttschnitt) 235 

Number.ordered  by  allies  (Kruttschnitt) 267 

Number  ordered  sent  to  France,  England,  and  Russia 15 

Number  under  order 15 

Price,  1917,  compared  with  1916  ( Aitchison) 163 
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Sent  from  one  territory  to  another  to  relieve  congestion  (Hall) 92 

Shortage  of  (McChord) 115 

Supply  not  adequate  (Thome) 933 

Long-ana-short  haul  clause,  necessity  for  passage  of  (Bristow) 1056 

Louisville  &  Nashville  Railroad,  commission  report  on 1075 

Luce,  W.  L 635 

McAdoo,  Hon.  William  G 805-S31 

McChord,  Hon.  (  harles  C,  interstate  commerce  commissioner 98 

McPherson,  Kans. ,  transportation  conditions  at  (Bristow) 1056-1057 

Mack,  Judge  Julian,  aid  of,  in  preparation  of  section  9  of  proposed  bill  (Plumb).     1050 

Mail,  increase  in  (Kruttschnitt) 271 

Main  and  branch  lines,  accounting  between  (Schriver) 358 

Maintenance: 

Accounts  reflect,  with  only  approximate  accuracy  (Anderson) 435 

Agreement  as  to  (Anderson) 1209 

Amount  spent  for,  in  recent  years  (Thorne) 925, 932-934 

Basis  for,  svggested  (Bristow) 769 

Bill  provides  for  (Anderson) 444 

C  harges  for,  in  relation  increased  weight  of  rolling  stock  (Thorne) 949 

(  harges  for,  on  38  eastern  roads  (Thorne) 949 

Difficulties  in  accounting  for  (Bristow) 765-767 

Included  as  part  of  operating  expenses  (Walter) 695 

Lack  of  uniformity  between  carriers  as  to  (Anderson) 1209 

Necessity  for  adequacy  of,  of  railroads  (Prosser) 1178 

Provision  for,  under  Government  operation — 

Shriver 338-340 

Trumbull 409 

Anderson 1207-1208 

Manufacturing  interests  must  be  preserved  (McC  hord) 105 

Material: 

Endeavors  of  railway  war  board  to  move,  for  cantonments,  camps,  etc. 

(ilark) 121 

Increased  cost  of  (Thorne) 1000 

Maturing  obligations,  statement  of  (McAdoo) 824-825 

Merchant  marine,  reasons  for  decline  of  (Bristow)  * 1059 

Merger: 

Practice  of  (Warne) 1067 

Profits  of  weak  lines  (Trumbull) 417 

Mileage: 

Car,  per  day  (Kruttschnitt) 232 

Necessity  for  reduction  of,  on  coal 14 

Railroad — 

Hall 43 

Thorn 1006 

Railroads  in  Arkansas  (Hobbs) 675 

Minimum  weights,  increase  in  and  effect  of  (Kruttschnitt) 258 

Minnesota  Rate  case,  investment  not  basis  for  rates  (Plumb) 1276 

Mississippi  case,  cited  regarding  measur.e  of  compensation  (Thorn) 1233 

Mississippi  River: 

Disappearance  of  water  traffic  on  (Bristow) .  -  1058-1059 

Paper  presented  by  the  committee  from  the  Mississippi  River  section  of 

waterways ;  -  -     1303 

Missouri,  Kansas  &  Texas  Railroad,  compensation  provided  would  not  pay  in- 
terest on  bonded  obligations  (Bristow) - 874-877 

Missouri  Pacific  Railroad,  compensation  provided  for  would  not  pay  interest  on 

bonded  obligations( Bristow) 874-877, 1053 

Money: 

Bill  does  not  provide  for  limitation  on  free  money  in  Treasury  (Underwood) .      453 

Difficulty  in  Dorrowing  (Kruttschnitt) 219 

Monongahela  case,  regarding  locks  on  Monongahela  River  (Thorn) 1232 

Monthly  report: 

Of  freight  operation  of  steam  railways  1916-17  (Kruttschnitt) 237, 255 

Of  revenues,  expenses,  and   railway   investment;   form   prescribed   by 

Interstate  Commerce  Commission  (Hall) 66-69 

Mortgages,  outstanding  to  secure  bonds,  provision  for  under  Government  oper- 
ation (Hall) 52 
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Motive  power:  *t- 

Amount  now  in  use : 

Method  that  should  be  pursued  in  obtaining  additional '.• " 

Necessity  for  more,  if  freight  diverted  from  congested  ports  (Shriver) 

Railroads  have  not  enough /• 

Sufficiency  of  (Clark) U 

Sufficiency  of ,  to  move  coal  in  Ohio  (Hall) c 

Munitions — priority  in  England  (War  Bulletin  No.  10,  Chamber  of  Commerce 
of  the  United  States)  (Thome) •«•* 

National  Association  of  Owners  of  Railroad  Securities,  letter  sent  by  president 
of,  to  members  of,  relating  to  proposed  bill U ' 

National  Association  cf  Railway  Commissioners,  report  of  committee  on  public 
ownership,  etc '" 

National  incorporation,  railroads  (Rruttschnitt) 307-3IK  » i . 

National  Live  Stock  Shippers'  Protective  League: 

Purposes  of  (Cowan) 1 ! A* 

Representation  of  (Cary) >.i 

Nationalization  of  roads: 

All  roads  (McChord) * :«« 

If  carriers  nad  themselves,  they  could  have  handled  traffic  (McChord) lfti    ^ 

Net  corporate  income.    See  Income,  net  corporate. 

Net  earnings.    See  Earnings,  net. 

Net  income.    See  Income,  net. 

Net  operating  income.    See  Income,  net  operating. 

Net  railway  operating  income.    See  Income,  net  railway  operating. 

New  lines,  compensatory  provision  for  (Trumbull) 41  * 

New  York  Central  Railroad: 

Distribution  of  dividends  of  (Warne) UOJM ' '•" 

Ten  leading  s  tockholders  of  (Warne) \i  * 

Voting  strength  of  stockholders  of  (Warne) li"' 

New  York  Public  Service  Commission,  re  rates  of  Queensborough  Gas  &  Elec- 
tric Co.,  quoted  (Thorne) *»"■ 

Newlands,  Fran  jis  G. ,  Senator,  death  of I 

Nonoperating  income,  amount  for  year  ending  June  30, 1916  (Hall) ~1 

Notice,  definite,  to  railroads  regarding  formal  taking  over  by  Government 
(Anderson) 121$  12. \ 

Offi  i il  classification  territory,  roads  in,  and  territory  covered  by  (Shriver) 3  * 

Opsnting  committee,  railway  war  board  (Clark) !-■ 

Operating  cost,  increasing  (Aitchison) KB 

Operating  expenses: 

Elements  of  (Cowan) 1*  v« 

Increase  in  (Anderson) ♦»  ^ 

M untenance  of  locomotives,  etc. ,  part  of  (Aitchison) 1  " 

Oper  iting  ratio,  highest  in  1917  since  1891  ( Kruttschnitt) —     i  " 

Operating  revenues,  per  cent  having  annual,  of  over  million  dollars  (Cummins)..     -v 

Operating  revenues  and  expenses,  summary  of,  December  3lt  1916  (Aitchison ) . .     I :>- 

Operation,  by  present  organization  (Cowan) 1-  * 

Operation  of  railroads,  fewer  priority  orders,  more  efficiency  (McChord) j  •*> 

Orders  of  Interstate  Commerce  Commission,  modification  of,  necessary  under 
unified  control  (Anderson) *,J  > 

O-ginization,  importance  of,  in  railroad  administration  (Cowan) I J  • 

Owne  -ship,  separate,  roads  can  not  be  utilized  as  fully  as  if  operated  aa  plant 
(Hall) « 

Panama  Canal: 

Increased  rail  transcontinental  traffic  due  to  bottoms  engaging  in  trans 

Atlantic  traffic « I* 

More  profitable  use  elsewhere  has  withdrawn  bottoms  from  (Hall ) v . .  •      47 

Panama  Railroad  &  Steamship  Line,  control  of,  for  purposes  of  competition 
(Bristow) llS 

Parcel  post,  increase  of  traffic  in  ( Krutts.hnitt) £1 

Parmelee,  Julius  H.,  war  administration  of  the  railways  in  the  United  States 
and  Great  Britain  quoted  (Thorne) *1 

Passenger  miles,  comparison  of  1915  and  1910  ( Kruttschnitt) l'~ 

Passenger  traffic: 

Increase  due  to  industrial  activity .. •. J* 

Per  cent  of  increase  (Kruttsehnitt) -:l 

Passenger  train-miles,  unnecessary,  discontinued U 
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Passenger  train  service,  elimination  of,  when  possible,  recommendation  of 

railway  war  board  (Clark) 120 

Passenger  travel,  necessity  for  curtailing 15 

Patterson,  George  S.,  statement  of,  in  Fifteen  Per  Cent  case,  quoted  (Bris- 

tow) 880-881 

Penalties: 

Failure  to  move  cars  within  a  reasonable  time  (Hall) 98 

Provided  for  in  section  12  (Anderson) 491 

Provision  for,  in  proposed  bill  (Walter) 698 

Pennsylvania  constitution,  inclusion  of  provision  providing  for  i£Euing  stcck  fcr 

legitimate  purposes  (Howard) 1022 

Pennsylvania  Railroad: 

Increase  of  locomotives  on  (Thorne) A 927-929 

Investments  in  property  (Inorne) 951 

Number  of  stockholders  (Warne) 1091 

Railway  operating  income  of,  in  1917,  including  table  (Thome) 993-995 

Statements  of  Mr.  Rea,  and  Mr.  Patterson  in  fifteen  Fer  Cent  cage,  quoted 

(Bristow) 880-881 

Value  of  securities  of  (Plumb) 1048 

Percentages  of  return  on  property  investments  (Thorn) 12S2 

Personal  property,  manner  in  which  held  by  railroads  (Plumb) 1031 

Personnel,  importance  of  maintaining  efficient,  of  railroad  organization  (Fros- 

ser) 1185 

Physical  possession  of  railroads  (Cowan) 1164 

Pittsburgh  committee,  actrvities  of,  to  relieve  congestion  (Hall) 50 

Plumb,  Glenn  E 1229-1274 

Pooling.    See  aho  Antitrust  law. 

Antipooling  clause  in  act  to  regulate  commerce  hampered  railroads  war 

board  (Hall) 45 

Coal  by  operators  (Clark) 127 

Effect  of  antipooling  laws  on  railroads  (Bristow) 892 

Effect  of  law  against,  where  roads  operated  by  dictator  (Hall) 86 

Effect  of  suspension  .gf  laws  pertaining  to  (Shriver) 348 

Hindrance  to  utilization  of  rails  (Hall) 43 

Laws  against,  effect  of  repealing  (Hall) 94 

Not  advisable  under  prh  ate  ownership  (Bristow) 803 

Prohibition  against  (Kruttschnitt) 267-268 

Prohibition  against  and  limits  of  (McChord) k 113 

Right  of  carriers  to  relieve  congestion  (Shriver) 348 

Pooling  cars,  arrangement  for,  by  war  board 10 

Pooling  in  England,  resulted  in  great  economy,  described  in  L.  S.  Boyd's 

Monograph  (Thome) 980 

Pooling  laws: 

May  be  repealed  (Walter) 750 

Necessity  for  repeaHng  of  (Hall) 50 

Suspension  of  (Aitchison) 157 

Ports,  reasons  for  preferred  use  of  North  Atlantic  (Hall) 48 

Poet  Offce  Department,  deficit  in  receipts  for  year  ended  June  30,  1915) 

( Kruttschnitt) 197 

Power  of  exchange,  definition  of  (Plumb) 1031 

Preference  envelopes: 

Indiscriminate  use  of,  by  War  Department  (Kruttschnitt) 263-265 

Use  of  (Hall) 55 

Preferred  shipment,  information  as  to  extent  of  use  of  priority  orders,  and  its 

effect  on  traffic 8 

Preferred  traffic,  cause  of  congestion 14-15 

President: 

Antipooling  laws  not  applicable  to  (Hall) 45 

Proclamation  of 175 

Proclamation  interpreted  (Thorn) 1235 

Responsibilities  of  (Anderson) 1290 

Statement  of 177 

Price  fixing,  success  of,  regarding  wheat  (Shorthill) 1190 

Prices,  relative,  1907-1917  (Kruttschnitt) 288-289 

Priorities  committee  of  the  general  munitions  board,  conferences  with  war 

board 13 
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Priority,  direction  of,  under  Government,  operation  to  be  simplified  (Hall). .  56 

Priority  director,  power  of  (Hall) 55, 93 

Priority  in  England,  War  Bulletin  No.  10,  Chamber  of  Commerce  of  the  United 

States  (Thome) 983-985 

Priority  law,  power  of  President  under  (McChord) 114 

Priority  orders: 

A  cause  of  congestion  (Bristow) 892 

Conflict  in,  between  director  and  various  bureaus  (Clark) 143 

Conf  us:on  because  not  issued  through  central  authority  (McChord ) * .  106 

Demands  of  various  departments  through  one  board  or  individual  (Hall). .  57 

Difference  between,  and  preference  envelope  (Kruttschnitt) 264 

Discontinuance  of  (McAdoo) 821 

Information  as  to  extent  of  the  use  of,  and  effect  on  traffic 8 

Issuance  cf ,  interf erring  with  transportation  (McChord) 116 

Tendency  to  congest  traffic  (Hall) 54 

Together  with  money,  not  sufficient  to  meet  requirements  during  next  six 

months  (Anderson) : 430 

Too  many,  a  detriment  (Hall) 94 

Private  interests: 

As  conflicting  with  public  usage  (Warne) 1107 

Extent  and  limitations  of  (Plumb) 1006 

Private  ownership,  compared  with  public  (Kruttschnitt) 2<6 

Proclamation,  President  of  United  States 175 

Profit  and  loss,  necessary  expenditure  to  earn  a  dollar  (Kruttschnitt) 281-2S2 

Profit  and  loss  account,  summary  of,  December  31,  1916  (Aitchison) 135 

Profits: 

Excess,  will  be  contributed  to  by  Government  (Anderson) 452 

Merger  of,  of  weak  lines  (Trumbull) 417 

Property: 

Disposition  of  carrier  property  not  used  for  war  power  (Anderson) 453 

Maintenance  of  during  Government  operation  (Kruttscnnitt) 210-211 

Distinction  between  private  property  and  property  devoted  to  public  use 

(Plumb) .' 1275 

Maintenance  of,  repair  and  renewals  vested  in  President  (Thome) 12S3 

Power  to  order  constructed  and  to  use  for  war  purposes  (Anderson) 460 

Roads  entitled  to  fair  return  on,  irrespective  of  how  gotten  (Cowan) 1264 

Propertv  investment: 

Defined  (Shriver) 319 

Eastern  carriers,  1915-1917  (Shriver) 325-327 

Eastern  roads,  1903-1917  (Shriver) 322 

Eastern  roads,  three  years  ended  June  30,  1917  (Shriver) 364-365-3^2 

Of  all  roads,  shown  (Anderson) 440-B 

Relation  of,  to  net  operating  income  (Warne) 1072 

Return  on  ( Kruttschnitt) 302 

Value  of,  how  measured  (Shriver) 379 

Years  ended  June  30,  1915,  1916,  and  1917,  86  per  cent  of  mileage  (Trum- 
bull)   387 

Property  investment  accounts,  compared  with  value  of  property  (Trumbull) . .  427 
Property  investment  and  income  accounts,  eastern  roads,  1900-1917  (Shriver).  372-377 

Property,  new,  must  not  charge  rates  to  pay  return  on  (Cummins- Anderson). . .  552 

Property,  railroad ,  cost  of  (Warne) 10S1 

Property  ri<rht,  accrued  land  value  not  a  (Plumb) 1029 

Prosser,  Seward 117$ 

Proutv,  Charles  A.: 

Issue  of  subpoena  for  (Smith) 867 

Quoted  re  valuation  (Anderson) 867 

Statement 943-946 

Public  highway,  cases  cited  by  Mr.  Thorn  did  not  relate  to  public  highway 

(Plumb) 1274 

Public  interest: 

Fully  protected  by  proposed  legislation  ( Plumb) 1037 

Imposition  upon,  by  private  interests  (Plumb) 1007 

Public  ownership.    6Ve  Government  ownership. 

Public  Ownership  League  of  America,  statement  bjr  president  of  (Todd). . .  11 15-11  to 

Public  safety,  existing  condition  menace  to  (Aitchison) 132 

Pure  money  rate,  defined  (Thome) 936 
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Page. 
Quartermaster  General  of  Army,  annual  report,  comment  on  war-board  work. .        17 

Questionnaire  submitted  to  commissioners 25 

"Railroad  accounting,"  by  William  E.  Hooper  (Warne) 1072,1073 

Railroad  managers,  willingness  of,  to  deprive  roads  of  revenue  for  public  good 

(Hail) 50 

Railroad  property: 

Constitute  one-seventh  wealth  of  country  (Thorn) 1233 

Is  property  devoted  to  public  use  (Plumb) 1275 

Status  of,  as  affecting  State  taxation  (Anderson) 1205 

Railroad  securities.    See  Securities. 

Railroad  securities  commission,  extract  of  statement  made  before  (Trumbull) . .      397 

Railroad  war  board: 

Assistance  rendered  by  (Shriver) 349-350 

A 88 Delations  with  Interstate  Commerce  Commission  (Clark) 119 

Compliance  by  roads,  with  order  of  (Kruttschnitt) 229 

Composition  of  (Kruttschnitt) 227 

Enforcement  of  resolution  of  (McChord) 108 

Railroads  adopted  policy  of  executive  committee  (Clark) 122 

Scope  of  resolution  coordinating  railways  (Clark) 120 

Railroads: 

All  were  at  one  time  short  lines  (Anderson) 608 

As  public  highways  (Plumb) 1006 

Called  upon  to  take  care  of  traffic  that  no  longer  moves  by  water  due  to 

withdrawal  of  boats  (Hall) 47 

Definite  notice  to,  regarding  formal  taking  over  by  Government  (Ander- 
son)   1215-1217 

Difficulty  of  obtaining  data  in  regard  to  (Plumb) 1005 

Dividing  line  is  that  drawn  by  ownership  or  control  (Hall) 43 

Failed  to  coordinate  all  properties  (McChord) 112 

Fully  protected  by  proposed  legislation  (Plumb) 1037 

Had  railroads  nationalized  themselves,  they  could  have  handled  traffic 

(McChord) 102-103 

Leading  stockholders  in 1092-1099 

Maximum  economic  capacity  if  operated  without  reference  to  earning  of 

particular  line  (Hall) 44 

Physically  the  railroads  of  this  country  are  all  one  (Hall) 43 

Property  rights  of  (Plumb) 1028 

Resolution  of,  to  nationalize  for  war  purposes  (McChord) 102 

Rights  of,  to  take  private  property  for  its  purposes  as  a  common  carrier 

(Plumb) 1027 

Should  be  treated  as  an  instrumentality  of  war  (Hall) 87 

Status  of,  under  Federal  operation  (Plumb) ; 1111 

Railroads  in  England,  conditions  fundamentally  different  in  United  States 

and  England  (Mc Adoo) 836 

Railway  executive  advisory  committee,  composition  of  (Trumbull) 388 

Railway  operating  income.    See  Income,  railway  operating. 
Railway  operating  revenues: 

Amount  for  year  ended  June  30,  1916  (Hall) 70 

Definition  of  (Hall) 61 

Railway  supplies,  comparative  price  1897-1917  (Kruttschnitt) 290-291 

Rate,  discussion  of  term  as  used  in  compensation  provision  of  proposed  bill 762 

Rate  litigation,  inadvisability  of  (Shortnill) 1189 

Rate-making  power  in  England  (Thome) 972-973 

Rate  regulation,  limitation  of  State  over  (Plumb) 1023 

Rates.    See  also  Fixing  rates. 

Above  what  is  reasonable  becomes  a  tax  (Cowan) 1148 

Adequacy  of  present  (Thorne) 1280 

Basis  of  (Plumb) 1048 

Blanket  increase  in  (Cowan) 1155-1156 

Determination  of,  purely  a  legislative  question  (Plumb) 1013, 1040 

Duty  of  Interstate  Commerce  Commission  to  make — 

Walter 695-697, 750 

Bristow 791-793 

Thorne 902, 990 

Plumb 1050 

Cary 1061 

Cowan 1161 


\- 
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Rates — Continued.  **«. 

Government  control  vesta  in  President  (Anderson) "•*" 

Importance  of  reasonableness  (Thorn) l.-% 

In  1917  compared  with  rates  in  1899  (Thorne) 99*-^ 

Increase  in,  as  injustice  to  shippers  of  live  stock  (Cowan) Il47-li*« 

Power  to  make — 

Must  be  vested  in  party  responsible  for  financing  (Anderson) **• 

Should  be  vested  in  President  (Anderson) M%* 

Under  commerce  act  or  any  State  act  has  been  removed  (Anderson). .      i  '* 

President  should  have  power  to  fix  (McAdoo) &4.V  *-4 

Redress  when  confiscatory  by  courts  (Plumb) l"i" 

Similarity  of,  allowed  by  Interstate  Commerce  Commission,  to  allowance 

for  use  of  property  made  by  legislation  (Plumb) n  '.  * 

State  commissions'  power  to  make  (Walter) 

System  of  making,  cause  of  congestion  (Bristow) *  < 

Tendency  of  increases  in  ( Warne) I  * 

Rates,  freight,  in  England,  increased  in  1913  (Thorne) 

Rates,  freight  and  passenger,  in  England,  effect  of  Government  operation  i»n, 

described  in  L.  S.  Boyd's  Monograph  (Thorne) '"** 

Rea,  Samuel: 

Statement  in  Fifteen  Per  Cent  case  quoted  (Bristow) **" 

Surplus  capital  used  for  improvements,  etc.,  statement  of,  in  Eastern 

Advance  Rate  case,  1910  (Tnorne) 

Receivers: 

Eastern  roads  in  hands  of  (Shriver) 

Railroads  and  mileage  in  hands  of,  June  30,  1917  (Kruttschnitt) 

Table  (Exhibit  C)  showing  roads  in  hands  of 1»' 

Receivership,  failure  in  proposed  bill  to  provide  for  (Prosser) 1 

Reconsignment,  coal  to  points  on  foreign  lines  (Clark) i 

Reconsignment  privilege,  necessity  for  curtailing  and  increasing  charges  for.. 

Referees,  boards  of,  provision  made  for  (Anderson) 

Regional  Federal  commissions,  advisability  of  (Trumbull) <-  • 

Regulation,  failure  of  (Trumbull) 41  • 

Renewals,  provision  in  proposed  bill  for  (Underwood) >: 

Rentals,  application  of  (Anderson) *"» 

Rents,  leased  roads,  excluded  from  bill  (Trumbull) *** 

Rents,  miscellaneous,  explained  (Anderson) 4  »• 

Reports: 

Difference  between  monthly  and  annual  ( Aitchison) 

Monthly,  various  methods  of  computing  (Cowan) I" 

Railroad — 

History  of  (Warne) t  "" 

Requirements  of  (Warne) »' ".' 

Reserve  fund,  establishment  of  (Anderson) * 

Resolutions: 

Adopted  by  Iowa  Grain  Dealers'  Association  (Thorne) l>* 

Death  of  Senator  Newlands 

Inquiry  into  recommendations  made  by  Interstate  Commerce  Comaim'to 

regarding  conditions  affecting  interstate  transportation •  • 

Return: 

Assurance  to  carriers  of  fair  return  by  legislation  (McChord) '  * 

Average  rate  of,  on  capital  and  common  stock ,,',» 

Average  rate  of,  on  common  stock  of  25  railroads  (Bristow) v"- 

Carriers  entitled  to  fair,  on  value  of  property  devoted  to  public  use  lAitrhi- 

son) :  " 

Fair  return  generally  considered  about  6  per  cent  (Cowan) I  -  •* 

Of  roads  (Thorn)....* ■:•: 

On  investment,  illustrations  used  to  determine  reasonableness  of  (Thorn).  124fv- 1_  - 
Rate  of — 

Cost  of  road  and  equipment  (Kruttschnitt) 19*  ' ' ' 

Eastern  carriers,  1915-1917  (Shriver  i .»2>  •- " 

Eastern  roads,  1900-1917  (Shriver) * 331 -&l  ' -* 

Eastern  roads,  1903-1917  (Shriver) 

English  railways  (Trumbull) 4" 

Equitable  on  all  property*  regardless  of  its  productivity  (Shriver  i. ..  %>~    v 

Midland  Valley  Railroad,  1913-1917  (Ingenoll) *- 

On  property  investment*  1900-1917  (Shriver) •» 

Property  investment,  eastern  roads,  three  voars  ended  June  30.  1917 
(Shriver) " 364-3tt  ^ 


• » 
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Re  turn — Continued . 

Rate  of— Continued.  Page 
Years  ended  June  30,  1915,  1916,  and  1917,  86  per  cent  of  mileage 

(Trumbull) 387 

Statute  for  Interstate  Commerce  Commission  to  determine  reasonable  com- 
pensation suggested  (Anderson) 1288 

Reasonableness  of,  a  judicial  question  ( Aitchison) * 159 

Revenues: 

Average  operating  per  mile,  1915-1917  (Aitchison) 145 

Freight  and  passenger,  1915-1917 5, 7 

Operating — 

Greatest  in  history  for  1916  (Hall) 49 

Of  115  short  or  weaker  lines,  shown  (Robinson) 556 

Table  showing  normal  increase  contracted  with  actual  (Kruttschnitt) . .  1061 
Tables  showing  revenues  of  American  railways  (Thome). . .  908^-914, 919-921 

Per  ton-mile  in  various  years  (Thome) ' 998 

Perr  entage  derived  from  transportation  of  coal  (Clark) 126 

Railwav  operating —  ' 

Definition  of  (Hall) 61 

Table  showing,  for  year  ended  December  31,  1916,  class  1  roads 36-40 

Summary  of,  and  disposition,  1903-1917  (Shriver) 366-367 

Surplus  to  be  used  for  additions  and  improvements  (Anderson) 550 

Ton  and  passenger  miles,  eastern  roads,  1910-1917  (Patterson) 386 

Train  mile,  table  showing  (Thome) 914 

Revenues  and  expenses: 

Class  1  roads,  October,  1917  (Anderson) 645-647 

Monthly  report  form  (Kruttschnitt) 204 

Summary  of  monthly  reports,  January  to  September,  1917  (Aitchison)  141 

Revenues,  expenses,  and  income,  class  1  roads,  November,  1917  (Anderson)...  648 
Right  of  way: 

Stationary  value  of  (Plumb) 1034 

Taxation  of  (Plumb) 1033 

Ripley,  William  Z.,  quoted  in  1910  Advance  Rate  case  (Thorne) 953-954 

Robinson,  Bird  M 5S5 

Difficulties  arising  in  connection  with  disposition  of  (Anderson) 538 

Increased  weight  in  relation  to  increased  charges  for  maintenance  (Thorne) .      949 

Method  that  should  be  pursued  in  obtaining  additional  (McChord) 107 

Not  adequate  (Thome) 933 

Rolling  stock.     See  also  Equipment. 

Short  lines  generally  dependent  on  trunk  lines  for  (Anderson) 608 

Routes,  right  of  shippers  to  select,  taken  away  (Anderson) 545 

Routing  of  freight: 

Director  General  should  control  (Walter) 696, 754 

Effect  of  Director  General's  orders  againBt  short  lines  (DeBernardi) 683 

Order  issued  in  reference  to  (McAdoo) 816, 832 

Order  No.  1  of  Director  General  has  affected  short  lines  (Edwards) 618 

Power  of  Director  General  (Walter) 750 

Rerouted  regardless  of  shipper's  wishes  (McAdoo) 836 

Right  of  carriers  to  relieve  congestion  (Shriver) 348 

Rfeht  of  individual  in  regard  to  (Cowan) 1159 

Right  of  shipper — 

McChord 113-114 

Kruttschnitt 261 

Shortest  route  to  relieve  situation  (McChord) 104 

Routing  charts,  troo|  s,  )  rej  ared  by  war  board 13 

Santa  Fe  Railroad,  valuation  cf  (Bristow) 863,866 

Savings  banks,  investment  in  railroad  securities  by  (Warne) 1088-1089 

Secretary  cf  War,  annual  report  cf,  comment  ci  war  board's  work 17 

Securities: 

Actual  value  cf  (Plumb) 1021 

Average  market  value  as  a  basis  of  compensation  (Bristow) 871, 898 

Best  roads  worth  more  than  market  value  (Anderson) 435 

Definition  cf  (Plumb) 1025 

Depreciation  cf,  not  warranted  by  any  intrinsic  conditions  (Anderson). . . .      435 
Determination  of  future  status  (Thorn) 179 
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Securities — Continued . 

Effect  cf  Government  operation  upon  those  held  by  insurance  and  trust  ***** 

companies  (Warne) 1104 

Effect  on  valuation  of,  under  proposed  bill  (Plumb) 1047 

English,  decline  of  (Thorne) 941 

Institutions  affected  by  (Thorn) 1236 

Investment. in,  by  public,  lor  80  years  (Plumb) 1048 

Kansas  City  Southern  (Bristow) S«o 

Market  value  dependent  upom  dividends  (La  Follette) Stifl 

Market  value  of — 

Anderson 867-8^ 

Thorne 907, 935, 937-941,  %2 

Market  value  of,  compared  with  book  value  of  road  (Bristow) 865,  S*>7 

Market  value  of,  compared  with  earning  capacity  of  road — 

Robinson 86* 

Cummins 869-870 

Necessity  for  Government  supervision  (Kruttechnitt) 2S7 

New,  to  be  absorbed  by  the  Government  (Anderson) 4.V* 

Provision  in  Illinois  constitution  concerning  issuance  of 1021 

Provision  in  proposed  bill  for  issuance  of  additional  (Bristow) 790 

Purpose  of  bill  to  stabilize  (Pomerene) 9t;2 

Regulated  by  Government  in  France  (Trumbull) 'i% 

Returned  by  Europe  (Trumbull) 404 

Short  or  weaker  lines  should  be  protected  (Robinson) 5tf 2 

State  legislation  limiting  issuance  of  (Plumb) 1022 

Status  of  (Thorn) 1 237 

Validity  of  (Plumb) 1025 

Value  of,  as  compared  with  Government  bonds  (Plumb) 104S 

Security  holders: 

Protection  of  (McAdoo) 833, 839 

Would  be  satisfied  with  interest  and  dividend  return  (Thorne) 963, 9>9 

Selective  draft,  caused  shortage  of  railroad  labor lt> 

Sherman  antitrust  law  (Warne) 1064 

Shippers: 

Live-stock,  increase  in  rates  an  injustice  to  (Cowan) 1147-114$ 

Right  of,  to  full  hearing — 

Anderson 1215 

Thorn  e 1 2  *2 

Status  changed  by  Government  operation  (McAdoo) S36 

Shipping  Board,  cars  moved  for  account  of 14 

Ships.    See  also  Boats. 

Act  authorizing  President  to  commandeer  (Thom) 1261 

Diversion  from  coastwise  traffic  (Kruttschnitt) 271 

Short  haul: 

Necessity  for  (Clark) 125 

Under  nationalization  of  railroads  (McChord) 102 

Short  lines: 

Advisability  of  excepting,  from  Government  operation — 

Dustin 314 

Bailey 649 

Affected  by  Director  General's  orders  (De  Bernardi) 6S2 

Affected  by  Director  General's  orders  Nos.  1  and  2  (Hobbs) 652. 674 

Bill  must  be  elastic  enough  to  take  care  of  (O.  H.  Anderson) 60? 

Colorado  Midland  Railroad  (Bailey) 649 

Compensation  (Edwards) 617 

Delay  in  ascertaining  value  of,  may  result  in  bankruptcy  (O.  H.  Anderson) .  609 

Dependent  upon  competitors  (De  Bernardi) 6^» 

Earnings  of,  affected  by  congestion  on  large  lines  (Edwards) 617-61$ 

Effect  of  Government  operation  on  (McAdoo) 84fr 

Effect  on,  by  exclusion  from  Government  control  (Bailey) 649 

Effect  upon  securities  if  excluded  from  Government  operation  (De  Ber- 
nardi)    6*S 

Exceptions  to,  if  taken  over  (Robinson) 573 

Fair  standard  must  be  fixed  for  (Townsend) 587 

Financial  condition  of  (Robinson) 556 

Government  must  make  advances  to  pay  interest  of  (Robinson) 573 

Government  operation  (McAdoo) 805-813 
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Short  lines— Continued.  Pag*- 

Inclusion  of,  in  entire  transportation  system  of  country  (Cowan) 116 J 

Just  compensation  for  (Robinson) 571 

Kansas  City  &  Memphis  Railway  (Hobbs). 652 

Kansas  City,  Mexico  A  Orient  Railroad  (£>e  Bernardi) .  681 

Loss  of  business  unless  placed  under  Government  operation  (Luce) 635 

Mileage  property  investment,  etc.  (Robinson) 677-680 

Net  earnings  (Dustin) 311 

Noncompensatory  character  of  provision  for  (Dustin) 31 1-316 

Number  of,  in  North  Carolina  (Edwards) 619 

Position  of,  under  Government  operation  (Cowan) 1160 

Problems  of 1306 

Proposed  amendment  to  cover  (Dean) 593 

Rights  to  compensation  sufficient  under  sections  3  and  7  (Anderson) 603 

Security  holders  must  be  protected  (Robinson) 570 

Should  be  taken  over  (Cowan) 1270 

Western  Association  of  (Thom) 607 

Shorthill,  J.  W - .   1186-1 190 

Shriver,  George  M -      318 

Sovereign  power  of  Federal  Government  over  State  corporations  (Plumb) 1019 

Standard  retrrn: 

D  tfnition  of  (Plrmb) '.,....     1012 

Method  of  reckoning  (Anderson) 548 

State  and  interstate,  questions  regarding,  for  Supreme  ( 'on rt  (Anderson) 500 

State  and  interstate  commerce,  Federal  control  of  (Trumbull) 388 

State  commissions: 

Preservation  of  powers  of  (Walter) «  752-753 

Usefulness  of  (Bristow) 793-795 

State  reg  lation,  limited  only  by  investment  made  (Plumb) 1032 

State  taxation.     See  Taxes  and  taxation. 

Statistics: 

Attack  upon  correctness  of,  presented  by  railroads  (Warne) V065 

Fail  re  of  railroads  to  show  earnings  of  subsidiary  companies  (Warne) 1067 

Steamships,  tonnage  by  rail  caused  by  impressment  of  ships  engaged  in  coast 
traffic 16 

Steel,  priority  in  England,  War  Bulletin  No.  10,  Chamber  of  Commerce  of  the 
United  States  (Thorne) 986 

Stock  and  bondholders.    See  Security  holders. 

Stockholders: 

Control  railroads  (Warne) 1084 

Leading,  of  railroads 1092- 1099 

Power  of,  to  dispose  of  assets  (Thom) 1 81 

Stocks: 

Actual  value  (Clardy) 1022 

Difference  between,  and  bonds  (Warne) 1085 

Fictitious  increase  of  (Plumb) 1025 

Increase  of,  and  of  railway  ownership  in  (Warne) 1083, 1084 

Industrial,  market  averages  of 1113-1114 

Mainly  in  hands  of  railroads  (Warne) 1088 

Market  quotations  have  little  or  notning  to  do  with  intrinsic  value  (Krutt- 

schnitt) 295 

No  necessity  for  payment  of  dividends  on  (Warne) 1086 

Per  cent  owned  by  10  principal  stockholders  (Warne) 1090-1091 

Proportion  of,  held  by  10  leading  stockholders  in  principal  systems 1089-1090 

Railroad — 

Ownership  of,  by  railroads  and  individuals  (Warne) 1083, 1084 

Stock  market  averages  of,  diagrams  from  Times  annalist  showing.  1113-1114 
Value  of,  as  compared  with  property  values  (Kruttschnitt) 294-295 

Stocks  and  bonds.    See  also  Securities. 

Aggregate  market  value  of,  all  operating  railways 26 

Aggregate  market  value  of,  in  hands  of  public  June  30,  1912,  June  30, 1916, 

and  December  14,  1917  (Hall) ;        81 

Fair  relation  between,  if  credit  is  to  be  good  (Trumbull) 414 .. 

Par  value  of  information  called  for 30 

Purchase  of,  bv  Government  (Bristow) 791 

Street  railways,  regulation  of  (Warne) 1101 

Subsidiary  companies,  control  of,  by  holding  companies  (Warne) 1066 

43202—18 85 
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Suits,  maintenance  by  and  against  Government  (Walter) 788, 754 

Supplies,  increased  cost  of  ( Aitchison) 160 

Surplus: 

Correct  principle  as  to  (Anderson) 1287 

Government  to  use,  in  making  necessary  additions  to  property  (Cummins) .      551 

Roads  entitled  to  (Cowan) 1267 

To  be  used  by  Government  to  help  weaker  lines  (Cowan) 1265, 1269 

Surplus  capital.    See  Capital,  surplus. 

Surplus  funds,  property  of  shareholders  (Kruttschnitt) 221 

System: 

All  railroads  coordinated  into  one,  and  supervised  by  Government  (Krutt- 
schnitt)         286 

All  roads  to  operate  as  one,  efficient  way  (McChord) 115 

Amendment  proposed  to  define  and  provide  compensation  (Dean) 605 

Definition  of  (Anderson) 547 

Tariffs: 

Indiscriminate  filing  of  (Cowan) 1155-1156 

Simplification  of  military  war  tariffs,  efforts  of  War  Board 13 

Taxation: 

Case  of  Cleveland  v.  Backus  cited  in  regard  to  (154  U.  S.,  445)  (Thorn) 1240 

Federal,  status  of,  as  compared  with  State  (Anderson) 1103 

Letter  from  governor  of  Oklahoma  relative  to  (Gore) 827 

Opinion  of  chief  counsel,  Interstate  Commerce  Commission,  regarding, 

under  Government  operation 1295 

Railroads  under  Government  operation  (McAdoo-Anderson) 827-828-1102 

Right  of  President  or  Director  General  to  increase  rates  in  nature  of  (Cowan >    1148 

Taxation,  State.    See  State  taxation. 

Taxes: 

Comparison  between  1917  and  1916  (Atchison) 140 

Federal,  charging  of,  against  operative  expenses  (Anderson) 628 

Limitation  on  State  (Anderson) 1204 

Provision  relative  to,  in  proposed  bill  (Walter) 692-693-754-761 

Retroactive  effect  of  (Walter) 754-755 

War,  bureau  of  statistics,  Interstate  Commerce  Commission,  will  compute 

for  25  roads  (Anderson) 873 

War,  derivation  of  (Anderson) 1202 

War,  Mr.  Rea,  quoted  as  saying  security  holder  should  not  be  exonerated 
from  (Anderson) 440 

Terminals: 

Adequacy  of  (Hall) 86 

Established  at  Gainesville  and  Athens  by  Gainesville  Midland  Ry .  ( Dean) .       579 

Joint  use  of,  to  relieve  situation  (McChord) 104 

Necessity  for  increasing  common  use  of 15 

Thorn,  Alfred  P 167-178-1232 

Thorne,  Clifford 901-943-946-1001-127V 

Title,    to   property   held   by   railroad   identical,    no   matter  how  acquired 
(Plumb) ." 1028-1029 

Todd,  Albert  M.,  statement  submitted  by,  president  of  Public  Ownership 
League  of  America 1115-1145 

Tolls,  reasonableness  of  (Thom) 1241 

Ton-mile  rate,  Canadian,  about  same  as  in  United  States  (Trumbull) 402 

Ton-mileage: 

Additional  handled  by  American  roads 11 

April  to  September,  1917,  and  increase  over  previous  year  shown  (Krutt- 
schnitt)       234 

Ton-miles: 

Comparison  of  1915  and  1910  and  1913  and  1914  (Kruttschnitt) 197 

Defined  (Clark) 164 

Estimate  for  1 9 17 6 

Tonnage: 

Basis  for  accounting  (Aitchison) 164 

Handled  by  Kansas  City  &  Memphis  Railway  Co.,  1917  (Hobba) 653-674 

Increase  in  (Kellogg) 820 

Increase  in,  due  to  efforts  of  war  board  1915-1917  (Kruttschnitt) 234 

Tracks,  Government  may  order  carriers  to  put  tracks  down  to  a  cantonment 
(Anderson) 459 
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Train-mile  expenses.    See  Expenses,  train  mile. 

Train-mile  revenues.    See  Revenues,  train  mile.  Page- 
Transcontinental  traffic,  increase  in  traffic  by  rail  due  to  abandonment  of  boats 

on  Panama  Canal 16 

Kruttschnitt 272 

Transcontinental  system,  practicability  of  (Warne) 1106 

Transportation  facilities,  Exhibit  1,  extent  of  shortage  and  districts  affected, 

and  reasons  therefore 5-8 

Troop  train  service,  special  equipment  for,  designed  by  war  board 13 

Troops: 

Difficulties  presented  in  handling  freight  increased  by  call  to  move 15 

Endeavors  of  railway  war  board  to  move  (Clark) 121 

Routing  charts  prepared  by  railroad  war  board  (Kruttschnitt) 13-270 

Trumbull,  Frank 387 

Trunk-line  connection  operation  by,  of  short  lines  (Cowan) 1161 

Unification:    See  also  Government  operation. 

Necessary  (Anderson) 432 

Only  by  Government  operation  (Clark) 128 

Only  way  to  meet  difficulties  (Cummins) 33 

Prevented  by  laws  of  States  (Anderson) 641 

Selfish  interests  prevented  (Clark) 124 

Uniformity,  difficulty  encountered  in  securing,  in  proposed  bill  providing  for 

equality  to  all  carriers  (Anderson) 1211 

Uniformity  of  service,  desire  for  (Shorthill) 1189 

Unit,  necessity  for  roads  to  operate  as  (Kruttschnitt) 285 

Unloading  cars,  congestion  caused  by  failure  of  consignees  to  unload  cars  (Hall) .  96 

Utilization  of  rails,  difficulties  that  hinder  (Hall) 43 

Valuation: 

Book  cost  of  road  and  equipment,  table  showing  (Thome) 948 

Book  value  versus  real  value  (Bristow) 862-869 

Can  not  be  really  determined  now  (Warne) 1105 

Congress  can  not  determine  (Kellogg') 889 

Dependent  upon  legislative  control  of  rates  subject  to  judicial  review 

(Plumb) 1015 

Elements  of ,  determined  by  Interstate  Commerce  Commission  ( Plumb) .  1045-1046 

Procedure  to  be  followed  in  (Plumb) 1017 

Progress  made  in — 

McChord 110 

Aitchison 147 

Progress  of  delayed  by  legal  departments  of  carriers  (Aitchison) 147, 153 

Progress  of  work  of  valuation  division  (Prouty) 943-944 

Property  found  of  greater  value  than  capital  by  Interstate  Commerce  Com- 
mission ( Shriver) 354 

Secretary  Lane  quoted  re  book  value  (Bristow) 864 

Tentative  figures  shown  for  certain  roads  (Aitchison) 150 

4 '  Three  costs' '  defined  (Aitchison) 149 

Value  of  property  as  basis  of  compensation  (Bristow) 871, 898 

Valuation  act,  inadequacy  of  (Plumb) 1043 

Valuation  work,  amount  expended,  up  to  June  30,  1917  (Hall) 61 

Value  of  railroads — 

Ascertainable  (Plumb) 1029 

Ascertainment  of,  a  judicial  question  (Plumb) 1013 

Question  of  earnings  involved  (Trumbull) 417 

Stated  for  1912  and  1916  (Kruttschnitt) 208 

Value  of  securities,  power  of  Congress  to  fix  (Thorn) 180 

Value  of  service,  Congress  may  allow  a  fixed  per  cent  for  (Thorn) 1257 

Values,  difference  in,  for  taxation  and  right  of  way  purposes  (Plumb) 1035 

Vested  rights  (Plumb) 1018 

Volume  of  traffic : 

( 'arriers  have  handled  a  great  deal  more  than  ever  before  (Hall) 88 

Congestion  caused  by  (Clark) 124 

Exhibit  1,  showing  amount  of  traffic  handled  present  time  as  compared 

with  1915, 1916,  and  1917 5 

increase  first  six  months  after  war  as  compared  with  year  1906 11 

increase  in — 

Hall 54 

McChord 119 
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Volume  of  traffic — Continued.  *****  - 

Increase  in  has  reached  physical  capacity  (Aitchison) 138 

Increased  movement  accomplished  with  depleted  forces IT 

Information  called  for  of  amount  handled,  present  time,  compared  with 

1915,  1916,  and  1917 , 30 

Natural  trend  toward  Atlantic  coast  and  main  ports  of  that  coast  (Hall). . .  4^ 

Wage  board,  provided  for  (Thorne) 991 

Wages: 

Attitude  of  Director  General  toward  high-priced  employees  (McAdoo) . .  825-&£ 

Authority  of  President  to  prescribe  a  juBt  compensation  act  ( Anderson') . . .  122* 

Control  of,  under  Government  operation  (Shriver) 3a.* 

Former  contention  of  railroads  as  to  inability  to  pay  increase  in  wages 

(Warne) 10E 

Increase  in — 

Kruttschnitt 291 

Shriver 350 

Increase  in,  controlled  by  legislation  (Plumb) 1004 

Increase  in  traffic  at  compensatory  rate  to  offset  increase  in  (Kruttschnitt).  bOl 

Power  of  Director  General  to  fix  (Kruttschnitt) 278,  :S4 

Provision  for,  in  proposed  bill  (Anderson) k24 

Wages  in  England  (Thorne) 967-968,972 

Effect  of  Government  operation  on,  described  in  L.  S.  Boyd's  Monograph 

(Thorne) 97* 

Walter,  Luther  M tf*S 

War  board,  activities  of 10 

War  created  conditions  not  contemplated  by  any  legislative  body  (Anderson ).  4K> 

War  legislation,  status  of  proposed  bill  as  (Anderson) 122* 

War  measure,  status  of  proposed  bill  as  a  (Plumb) 1C09, 1G..» 

War  power,  State  commission  orders  not  to  interfere  with  exercise  of  (Ander- 
son)   4S»> 

War  profits  as  basis  of  compensation  (Bristow) .*£* 

War-Kisk  Insurance  Bureau,  created  for  one  year  (McAdoo) &* 

War  taxes.    See  Taxes,  war. 
Water  competition: 

Effect  on,  of  unwise  rate  making  (Bristow) 1067 

Not  to  be  considered  as  a  factor  in  determining  reasonableness  of  rates 

(Bristow) 10*0 

Suppression  of,  under  Government  operation  (Trumbull) 425 

Water  rates,  control  of,  by  railroads  (Bristow) 103$ 

Weak  lines: 

Cotton  belt  situation  (Cowan) 1267 

Credit  of  (Trumbull) 4ftS 

Financial  condition  of  (Robinson) .\ w*» 

Terms  provided  in  bill  would  be  inadequate  to  meet  coporate  obligations 

(Robinson) 55* 

Wheat,  fixed  price  of,  as  guaranteed  by  Congress  (Shorthill) 1187, ltfO 

Willard,  Daniel,  quoted  in  Eastern  Advance  Rate  case,  1910  (Thorne) H54-9E5 

Workmen's  compensation  law  referred  to  (Plumb) 12T0 

Zones,  division  of  country  into,  with  relation  to  producing  points — coal  (Hall).  W 

o 
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